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BOOK-ENTRY ONLY 
On May 24,2007. the date the Bonds were originally issued, Bond CAuosel delivered its opinions that stated that, subject to the 

conditions and exceptions set forth under the caption "Tax Treatment," under then current law, interest on each series of Donds offered would 
be excludable from the gross income of the recipients thereof for federal income tax purposes, except that no opinion was expressed regarding such 
exclusion from gross income with respect to any Bond during any period in which it is held by a "substantial user" or a "related person" of the 
related Project as such terms are used in Section 147(a) of the Internal Revenue Code of 1986, as amended (the "Code"). Interest on each series 
of Bonds would be an item of tax preference in determining alternative minimum taxable income for individuals and corporations under the Code. 
Such interest may be subject to certain federal income taxes imposed on certain corporations, including imposition of the branch profits tax on a 
portion of such interest. Bond Counsel was further of the opinion that interest on each series of Bonds would be excludable from the gross 
income of the recipients thereof for Kentucky income tax purposes and that, under then current law, the principal of each series of Bonds would 
be exempt from ad valorem taxes in Kentucky. Such opinions have not been updated as of the date hereof and no continuing tax exemption 
opinions are expressed by Bond Counsel. However, in connection with the conversion of the interest rate mode on each series of Bonds to the 
Long Term Rate Period, as more fully described herein, Bond Counsel will deliver its opinions to the effect that the conversion of the interest 
rate on each series of Bonds (a) is authori~ed or permitted by the Act and the related Indenture and (b) will not adversely affect the validity of 
the Bonds or any exclusion of the interest thereon from the gross income of the owners of the Bonds for federal income tax purposes. See "Tax 
Treatment" herein. 

$17,875,000 
County of Carroll, Kentucky 

Environmental Facilities Revenue Bonds 
2007 Series A 

(Kentucky Utilities Company Project) 
Due: February 1, 2026 

(AMT) 
Conversion Date: April 3, 200S 

$8,927,000 
County of Trimble, Kentucky 

Environmental Facilities Revenue Bonds 
2007 Series A 

(Kentucky Utilities Company Project) 
Due: March 1, 2037 

(AMT) 

The Bonds of each series (individually the "Carroll County Bonds" and the "Trimble County Bonds" and, collectively, the 
"Bonds") are special and limited obligations of the County of Carroll, Kentucky and the County of Trimble, Kentucky (the 
"Issuers"), respectively, payable by the respective Issuers solely from and secured by payments to be received by the Issuers 
pursuant to separate Loan Agreements with 

Kentucky Utilities Company 
(the "Company"), except as payable from proceeds of such Bonds or investment earnings thereon. The Bonds do not constitute 
general obligations of the Issuers or a charge against the general credit or taxing powers thereof or of the Commonwealth of 
Kentucky or any other political subdivision of Kentucky. 

The Bonds of each series were originally issued on May 24, 2007 as separate series and currently bear interest at Auction 
Rates, Pursuant to the Indentures under which the Bonds were issued, the Company has elected to convert the interest rate 
mode on the Bonds of each series to the Long Term Rate Period to maturity, effective as of April 3, 200S (the "Conversion 
Date"). The Bonds are subject to mandatory tender for purchase on the Conversion Date and are being reoffered hereby. 

The Carroll County Bonds will bear interest at the Long Term Rate of 5.75% per annum from April 3, 200S, to and 
including January 31, 2026, the day immediately preceding the maturity date of the Carroll County Bonds. The Trimble County 
Bonds will bear interest at the Long Term Rate of 6.00% per annum from April 3, 200S, to and including February 2S, 2037, 
the day immediately preceding the maturity date of the Trimble County Bonds. On or after June 1, 201S (the initial date on 
which the Bonds will be subject to optional redemption), the Company may elect to convert the interest rate mode on the Bonds 
of each series to another interest rate mode or to another Long Term Rate Period pursuant to the terms of the Indentures. See 
"Summary of the Bonds" in the Official Statement dated May 17, 2007, as supplemented by the Supplement dated May 22, 
2007, relating to the Bonds (the "2007 Official Statement"), and "Appendix E-Summary of Certain Provisions of the Bonds 
while Bearing Interest at a Flexible Rate, a Variable Rate or a Long Term Rate" in the 2007 Official Statement. 

The Bonds will accrue interest from the Conversion Date, payable on each June 1 and December I, commencing June I, 
2008. The Bonds will be subject to optional redemption, extraordinary optional redemption, in whole or in part, and mandatory 
redemption following a determination of taxability prior to maturity, as described herein. See "Summary of the Bonds
General-Optional Redemption," H-Erfraordinary Optional Redemptioll," and "-Mandatory Redemption; Defenninatioll of 
Taxability." 

Payment of the principal of and interest on the Bonds when due will be insured as of the Conversion Date by financial 
guaranty insurance policies issued by Ambac Assurance Corporation ("Ambac Assurance" or the "Bond Insurer"), which were 
issued simultaneously with the original issuance of the Bonds on May 24, 2007. 

The Bonds are registered in the name of Cede &' Co., as registered owner and nominee for The Depository Trust 
Company ("DTC"), New York, New York. DTC will act as securities depository. Except as described herein, purchases of 
beneficial ownership interests in the Bonds will be made in book-entry only form in denominations of $5,000 and integral 
multiples thereof; provided that one Trimble County Bond may be in the denomination of. or include an additional $2,000, 
Purchasers will not receive certificates representing their beneficial interests in the Bonds. See the information contained under 
the caption "Summary of the Bonds-Book,Entry-Only System" in the 2007 Official Statement. The principal of, premium, if 
any, and interest on the Bonds will be paid by Deutsche Bank Trust Company Americas. as Trustee, to Cede &' Co., as long as 
Cede &' Co. is the registered owner of the Bonds. Disbursement of such payments to the DTC Participants is the responsibility 
of DTC, and disbursement of such payments to the purchasers of beneficial ownership interests is the responsibility of OTC's 
Direct and Indirect Participants, as more fully described in the 2007 Official Statement, 

Price: 100% 

The Bonds are reoffered subject to prior sale, to withdrawal or modification of the offer without notice (provided, 
however, that any such notice of withdrawal must be given no later than the Business Day prior to the Conversion Date) and to 
the approval of certain legal matters by Stoll Keenon Ogden PLLC, Louisville, Kentucky, Bond Counsel, the approval of certain 
other legal matters by Jones Day, Chicago, I11inois and John R. McCall, Esq" Executive Vice PreSident, General Counsel, 
Corporate Secretary and Chief Compliance Officer of the Company, and by Winston & Strawn LLP, Chicago, Illinois, counsel 
to the Remarketing Agent, and certain other conditions. It is expected that the Bonds will be available for redelivery to DTC in 
New York, New York on or about April 3, 200S. 

Lehman Brothers 
Dated: March 27, 200S 
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No dealer, broker, salesman or other person has been authorized by the Issuers or either 
of them, the Company or the Remarketing Agent to give any information or to make any 
representation with respect to the Bonds, other than those contained in this Reoffering Circular, 
and, if given or made, such other information or representation must not be relied upon as having 
been authorized by any of the foregoing. The Remarketing Agent has provided the following 
sentence for inclusion in this Reoffering Circular. The Remarketing Agent has reviewed the 
information in this Reoffering Circular in accordance with, and as part of, its responsibilities to 
investors under the federal securities laws as applied to the facts and circumstances of this 
transaction, but the Remarketing Agent does not guarantee the accuracy or completeness of such 
information. The information and expressions of opinion herein are subject to change without 
notice and neither the delivery of this Reoffering Circular nor any sale made hereunder shall, 
under any circumstances, create any implication that there has been no change in the affairs of 
the parties referred to above since the date hereof. The information set forth herein with respect 
to the Issuers has been obtained from the Issuers, and all other information has been obtained 
from the Company and from other sources which are believed to be reliable, but it is not 
guaranteed as to accuracy or completeness by, and is not to be construed as a representation by, 
the Remarketing Agent. 

In connection with the reoffering ofthe Bonds, the Remarketing Agent may over-allot or 
effect transactions which stabilize or maintain the market prices of such Bonds at levels above 
those which might otherwise prevail in the open market. Such stabilizing, if commenced, may 
be discontinued at any time. 

IN MAKING AN INVESTMENT DECISION, INVESTORS MUST REL Y ON THEIR 
OWN EXAMINATION OF THE ISSUERS, THE COMPANY, THE BOND INSURER AND 
THE TERMS OF THE REOFFERlNG, INCLUDING THE MERITS AND RISKS INVOLVED. 
THESE SECURITIES HA VE NOT BEEN RECOMMENDED BY ANY FEDERAL OR 
STATE SECURITIES COMMISSION OR REGULATORY AUTHORITY. FURTHERMORE, 
THE FOREGOING AUTHORITIES HAVE NOT CONFIRMED THE ACCURACY OR 
DETERMINED THE ADEQUACY OF THIS DOCUMENT. ANY REPRESENTATION TO 
THE CONTRARY IS A CRIMINAL OFFENSE. 

-i-
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$8,927,000 
County of Trimble, Kentucky 

Environmental Facilities Revenue Bonds 
2007 Series A 

(Kentucky Utilities Company Project) 
Due: March 1,2037 

(AMT) 

Geueral Information 

This Reoffering Circular is provided to furnish information in connection with the 
reoffering by (i) the County of Carroll, Kentucky ("Carroll County") of its Environmental 
Facilities Revenue Bonds, 2007 Series A (Kentucky Utilities Company Project), in the aggregate 
principal amount of $17,875,000 (the "Carroll County Bonds") issued on May 24, 2007 pursuant 
to an Indenture of Trust dated as of March 1,2007 (the "Carroll County Indenture") between 
Carroll County and Deutsche Bank Trust Company Americas (the "Carroll County Trustee"), as 
Trustee, Paying Agent and Bond Registrar, and (ii) the County of Trimble, Kentucky ("Trimble 
County") of its Environmental Facilities Revenue Bonds, 2007 Series A (Kentucky Utilities 
Company Project), in the aggregate principal amount of $8,927,000 (the "Trimble County 
Bonds" and, collectively with the Carroll County Bonds, the "Bonds") issued on May 24, 2007 
pursuant to an Indenture of Trust dated as of March 1,2007 (the "Trimble County Indenture" 
and, collectively with the Carroll County Indenture, the "Indentures") between Trimble County 
and Deutsche Bank Trust Company Americas (the "Trimble County Tmstee" and, collectively 
with the Carroll County Trustee, the "Trustee"), as Trustee, Paying Agent and Bond Registrar. 

Pursuant to separate Loan Agreements by and between Kentucky Utilities Company (the 
"Company") and the respective Issuers, dated as of March 1,2007 (each, a "Loan Agreement" 
and, collectively, the "Loan Agreements"), proceeds from the sale of the Bonds, other than 
accrued interest, if any, paid by the initial purchasers thereof, were loaned by the respective 
Issuers to the Company. The Loan Agreements are separate undet1akings by and between the 
Company and the applicable Issuer. 

Approximately $16 million of proceeds and accrued interest from the Carroll County 
Bonds have thus far been applied to finance certain solid waste disposal facilities (the "Carroll 
County Project") owned by the Company. The remaining balance of approximately $2 million 
of proceeds and accrued interest from the Carroll County Bonds remains in escrow and will be 
applied to finance the remainder of the Carroll County Project. The proceeds and accmed 
interest of the Trimble County Bonds were applied to finance certain solid waste disposal 
facilities (the "Trimble County Project") owned by the Company. For information regarding the 
Carroll County Project and Trimble County Project (the "Projects"), see "The Projects" 
described generally under that caption in the 2007 Official Statement (as hereinafter defined). 

The Bonds are being convet1ed to bear interest during a Long Term Rate Period to the 
respective dates appearing on the cover of this Reoffering Circular, but may be subsequently 
converted again to bear interest at a Daily Rate, a Weekly Rate, a Flexible Rate, a Semi-Annual 
Rate, an Annual Rate or an Auction Rate. This Reoffering Circular pertains only to the Bonds 
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during such period of time that they bear interest at the Long Term Rate, established on the 
Conversion Date of April 3, 2008. 

The Bonds are special and limited obligations of the respective Issuer and the respective 
Issuer's obligation to pay the principal of and interest and any premium on, and purchase price of, 
its respective series of Bonds is limited solely to the revenues and other amounts received by the 
Trustee under the applicable Indenture pursuant to the applicable Loan Agreement. The Bonds 
do not constitute an indebtedness, general obligation or pledge of the faith and credit or taxing 
power of the respective Issuer, the Commonwealth of Kentucky or any political subdivision 
thereof. 

Ambac Assurance Corporation ("Ambac Assurance" or the "Bond Insurer"), concurrently 
with the issuance of the Bonds, issued separate Financial Guaranty Insurance Policies in respect 
of each series of Bonds (each a "Bond Insurance Policy"), insuring the payment of regularly 
scheduled payments ofthe principal of the applicable series of Bonds and interest thereon that 
have become "Due for Payment" (as this term is defined in each such Bond Insurance Policy), 
but in either case shall be unpaid by reason of nonpayment by the Issuer. Each Bond Insurance 
Policy was issued pursuant to an Insurance Agreement between the Company and Ambac 
Assurance dated the date of issuance of the applicable series of Bonds (the "Insurance 
Agreement"). The Bond Insurance Policy will not insure payment of the purchase price of 
Bonds subject to mandatory purchase or purchase on the demand of the Bondholders thereof or 
payment of the principal, premium or interest on the Bonds as a result of an acceleration, 
redemption (other than special mandatory redemption upon occurrence of a Determination of 
Taxability as hereinafter described) 01' other advancement of maturity. Certain updated 
information with respect to the Bond Insurer is included in this Reoffering Circular. See "The 
Bond Insurer" herein and "The Bond Insurance Policy and the Bond Insurer" in the 2007 Official 
Statement. 

Brief descriptions of the Company, the Issuers, the Bonds, the Loan Agreements, the 
Indentures and the Bond Insurance Policies are contained in certain p0l1ions of the Official 
Statement (including the appendices thereto) dated May 17,2007, as supplemented by the 
Supplement dated May 22, 2007 (the "2007 Official Statement"). The 2007 Official Statement, 
other than Appendices A, Band C thereto, is incorporated by reference in this Reoffering 
Circular. Capitalized terms used but not defined herein shall have the meanings set forth in the 
2007 Official Statement. Information with respect to the Company is set forth in Appendix A 
hereto and has been furnished by the Company. The Issuers and Bond Counsel assume no 
responsibility for the accuracy 01' completeness of such Appendix A or such information. 
Appendix B to this Reoffering Circular contains the opinions of Bond Counsel delivered on May 
24,2007, the date on which the Bonds were initially issued, and the proposed forms of opinion 
of Bond Counsel to be delivered in connection with the conversion of each issue of the Bonds to 
the Long Term Rate Period. Such descriptions and information do not purport to be complete, 
comprehensive 01' definitive and are not to be construed as a representation or a guaranty of 
accuracy 01' completeness. All references herein to the documents are qualified in their entirety 
by reference to such documents, and references herein to a series of Bonds are qualified in their 
entirety by reference to the definitive form thereof included in the applicable Indenture. Copies 
of the Loan Agreements and the Indentures will be available for inspection at the principal 
corporate trust office of the Trustee. All statements herein are qualified in their entirety by 

2 



Attachment to Response to KU AG·I Question No. 217 
Page 6 of 153 

Arbough 

reference to each such document and, with respect to the enforceability of celtain rights and 
remedies, to laws and principles of equity relating to or affecting generally the enforcement of 
creditors' rights. 

Separate Series 

The Carroll County Bonds and the Trimble County Bonds will be paid from payments 
made by or on behalf of the Company, will have substantially the same claim to such source of 
funds and are treated for federal income tax purposes as a single issue of obligations. The 
Carroll County Bonds and the Trimble County Bonds, however, are separate series and optional 
or mandatory redemption of either the Carroll County Bonds or the Trimble County Bonds may 
be made in the manner described below without the redemption of the other series. Similarly, a 
default under one of the series of Bonds or one of the Loan Agreements will not necessarily 
constitute a default under the other series of Bonds or Loan Agreement. Each series of Bonds 
can bear interest at an Interest Rate Mode different from the Interest Rate Mode borne by the 
other series of Bonds. Unless specifically otherwise noted, any discussion herein and under the 
captions "Summary of the Bonds," "Security; Limitation of Liens," "The Bond Insurance Policy 
and the Bond Insurer," "Summary of the Loan Agreement," "Summary of the Indenture," 
"Enforceability Of Remedies," "Tax Treatment," "Continuing Disclosure" and "Appendix E
Summary of Certain Provisions of the Bonds While Bearing Interest at a Flexible Rate, a 
Variable Rate or a Long Term Rate" in the 2007 Official Statement applies equally, but 
separately, to the Carroll County Bonds and the Trimble County Bonds. 

As used herein and under such captions with respect to the Carroll County Bonds, the 
term "Project" shall mean the Carroll County Project, the term "Bonds" shall mean the Carroll 
County Bonds, the term "Loan Agreement" shall mean the Loan Agreement pursuant to which 
Carroll County loaned the proceeds from the sale of the CatToll County Bonds to the Company, 
the term "Indenture" shall mean the Carroll County Indenture, the term "Issuer" shall mean 
Carroll County and the term "Trustee" shall mean the Carroll County Trustee. 

As used herein and under such captions with respect to the Trimble County Bonds, the 
term "Project" shall mean the Trimble County Project, the term "Bonds" shall mean the Trimble 
County Bonds, the term "Loan Agreement" shall mean the Loan Agreement pursuant to which 
Trimble County loaned the proceeds from the sale of the Trimble County Bonds to the Company, 
the term "Indenture" shall mean the Trimble County Indenture, the term "Issuer" shall mean 
Trimble County and the term "Trustee" shall mean the Trimble County Trustee. 

Summary of the Bonds 

General 

The Bonds currently bear interest at Auction Rates. Pursuant to the terms and provisions 
of the Indentures summarized in the 2007 Official Statement, attached hereto as Appendix C, 
under the caption "Summary of the Bonds - Conversion ofInterest Rate Modes," the Company 
has exercised its option, effective April 3, 2008 (the "Conversion Date"), to convelt the interest 
rate on each series of the Bonds to the Long Term Rate to maturity. The Carroll County Bonds 
will bear interest at the Long Term Rate of 5.75% per annum from April 3, 2008, to and 
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including January 31, 2026, the day immediately preceding the maturity date ofthe Bonds. The 
Trimble County Bonds will bear interest at the Long Term Rate of 6.00% per annum from April 
3,2008, to and including February 28, 2037, the day immediately preceding the maturity date of 
the Bonds. On or after June 1,2018 (the initial date on which the Bonds will be subject to 
optional redemption), the Company may elect to convelt the interest rate mode on the Bonds of a 
series to another interest rate mode or to another Long Term Rate Period. 

Interest on the Bonds will be payable on each June 1 and December 1, commencing 
June 1,2008 (unless any such June 1 or December 1 is not a Business Day, in which case interest 
will be paid on the next succeeding Business Day) to the persons who are the registered owners 
of the Bonds as of the fifteenth day of the calendar month preceding such interest payment date. 
Interest also is payable at maturity upon surrender of the Bonds to the Trustee. Interest on the 
Bonds will be computed on the basis of a 360-day year, consisting of twelve 30-day months. 
Interest payable on any Interest Payment Date will be payable to the registered owner ofthe 
Bond as of the Record Date for such payment. The Record Date will be the close of business on 
May 15 and November 15 preceding each Interest Payment Date. 

The Carroll County Bonds were issued in the aggregate principal amount set forth on the 
covel' page ofthis Reoffering Circular and will mature on February 1,2026. The Trimble 
County Bonds were issued in the aggregate principal amount set forth on the covel' page of this 
Reoffering Circular and will mature on March 1,2037. The Bonds are also subject to 
redemption prior to maturity as described herein. 

Optional Redemption. The Bonds will be subject to redemption at the option of the 
Issuer, upon the written direction of the Company, in whole or in part, on any date on and after 
June 1, 2018 at a redemption price of 100% of the principal amount thereof, plus interest accrued, 
if any, to the redemption date. 

Extraordinary Optional Redemption. The Bonds are subject to optional redemption on 
the same terms as described in the 2007 Official Statement under the captions "Summary of the 
Bonds-Redemption Provisions-Extraordinary Optional Redemption in Whole" and 
"Summary of the Bonds-Redemption Provisions-Extraordinary Optional Redemption in 
Whole or in Part." 

Mandatory Redemption: Determination ofTaxability. The Bonds are subject to 
mandatory redemption on the same terms as described in the 2007 Official Statement under the 
caption "Summary of the Bonds-Redemption Provisions-Mandatory Redemption: 
Determination ofTaxabilitv." 

For a summary of celtain other provisions relating to the Bonds bearing interest at the 
Long Term Rate relating to, among other things, changing one Long Term Rate Period to 
another Long Term Rate Period, purchases of Bonds on the demand of the registered owners, 
and mandatory purchase dates, see "Summary of the Bonds" in the 2007 Official Statement and 
"Appendix E - Summary of Certain Provisions of the Bonds while Bearing Interest at a 
Flexible Rate, a Variable Rate or a Long Term Rate" in the 2007 Official Statement. 
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The information relating to Ambac Assurance contained herein has been furnished solely 
by Ambac Assurance. No representation is made by the Remarketing Agent, the Issuers or the 
Company as to the accuracy, completeness or adequacy of such information or as to the absence 
of material adverse changes in such information or the financial condition of Ambac Assurance 
subsequent to the date hereof. 

Ambac Assurance Corporation 

Ambac Assurance is a Wisconsin-domiciled stock insurance corporation regulated by the 
Office of the Commissioner ofInsurance of the State of Wisconsin, and is licensed to do 
business in 50 states, the District of Columbia, the Territory of Guam, the Commonwealth of 
Puerto Rico and the U.S. Virgin Islands, with admitted assets of approximately $10,792,000,000 
(unaudited) and statutory capital of approximately $6,409,000,000 (unaudited) as of December 
31,2007. Statutory capital consists of Ambac Assurance's policyholders' surplus and statutory 
contingency reserve. 

Ambac Assurance has been assigned the following financial strength ratings by the 
following rating agencies: Aaa, with negative outlook, by Moody's Investors Service, Inc. 
("Moody's"); AAA, with negative outlook, by Standard and Poor's Ratings Services, a division 
of The McGraw-Hili Companies, Inc. ("S&P"); and AA, with negative outlook, by Fitch Ratings 
("Fitch"). 

Ambac Assurance has obtained a ruling from the Internal Revenue Service to the effect 
that the insuring of an obligation by Ambac Assurance will not affect the treatment for federal 
income tax purposes of interest on such obligation and that insurance proceeds representing 
maturing interest paid by Ambac Assurance under policy provisions substantially identical to 
those contained in the financial guaranty insurance policy shall be treated for federal income tax 
purposes in the same manner as if such payments were made by the Issuer of the Bonds. 

Ambac Assurance makes no representation regarding the Bonds or the advisability of 
investing in the Bonds and makes no representation regarding, nor has it pa11icipated in the 
preparation of, this Reoffering Circular other than the information supplied by Ambac Assurance 
and presented under the heading "The Bond Insurer" herein, presented under the headings "The 
Bond Insurance Policy and the Bond Insurer - Payment Pursuant to Bond Insurance Policy" and 
"- Insurance Agreement with Company" in the 2007 Official Statement and presented in 
Appendix D to the 2007 Official Statement. 

Available Information 

The parent company of Ambac Assurance, Ambac Financial Group, Inc. ("AFG"), is 
subject to the informational requirements of the Securities Exchange Act of 1934, as amended 
(the "Exchange Act"), and in accordance therewith files repo11s, proxy statements and other 
information with the Securities and Exchange Commission (the "SEC"). These reports, proxy 
statements and other information can be read and copied at the SEC's public reference room at 
100 F Street, N.E., Room 1580, Washington, D.C. 20549. Please call the SEC at 1-800-SEC-
0330 for further information on the public reference room. The SEC maintains an internet site at 
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http://www.sec.gov that contains reports, proxy and information statements and other 
information regarding companies that file electronically with the SEC, including AFG. These 
reports, proxy statements and other information can also be read at Ambac Assurance's internet 
website at www.ambac.com and at the offices ofthe New York Stock Exchange, Inc., 20 Broad 
Street, New York, New York 10005. 

Copies of Ambac Assurance's financial statements prepared on the basis of accounting 
practices prescribed 01' permitted by the State of Wisconsin Office of the Commissioner of 
Insurance are available without charge from Ambac Assurance. The address of Ambac 
Assurance's administrative offices is One State Street Plaza, 19th Floor, New York, New York 
10004, and its telephone number is (212) 668-0340. 

Incorporation of Certain Documents by Reference 

The following documents filed by the AFG with the SEC (File No. 1-10777) are 
incorporated by reference in this Reoffering Circular: 

I. AFG's Annual RepOli on Form 10-K for the fiscal year ended December 31, 2007 
and filed on February 29,2008; 

2. AFG's Current Report on Form 8-K dated and filed on March 7, 2008; and 

3. AFG's Current Report on Form 8-K dated and filed on March 12,2008. 

Ambac Assurance's consolidated financial statements and all other information relating 
to Ambac Assurance and subsidiaries included in AFG's periodic repOlis filed with the SEC 
subsequent to the date of this Reoffering Circular and prior to the Conversion Date shall, to the 
extent filed (rather than furnished pursuant to Item 9 of Form 8-K), be deemed to be incorporated 
by reference into this Reoffering Circular and to be a patt hereof from the respective dates of 
filing of such reports. 

Any statement contained in a document incorporated in this Reoffering Circulat· by 
reference shall be modified or superseded for the purposes of this Reoffering Circular to the 
extent that a statement contained in a subsequently filed document incorporated by reference 
herein modifies or supersedes such statement. Any statement so modified 01' superseded shall 
not be deemed, except as so modified or superseded, to constitute a part of this Reoffering 
Circular. 

Copies of all information regarding Ambac Assurance that is incorporated by reference in 
this Reoffering Circular are available for inspection in the same manner as described above in 
"Available Information". 

All documents subsequently filed by AFG pursuant to the requirements of the Exchange 
Act after the date of this Reoffering Circular will be available for inspection in the same manner 
as described above in "Available Information". 
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Subject to the terms and conditions of a Remarketing and Bond Purchase Agreement 
dated as of April 3, 2008 (the "Remarketing Agreement"), between the Remarketing Agent and 
the Company, the Remarketing Agent has agreed to purchase and reoffer the Bonds delivered to 
the Paying Agent for purchase on April 3, 2008, at a price equal to 100% of the principal amount 
of the Bonds, plus accrued interest (if any), and in connection therewith will receive 
compensation in the amount of $134,010, plus reimbursement of certain expenses. Under the 
terms of the Remarketing Agreement, the Company has agreed to indemnify the Remarketing 
Agent against celiain civil liabilities, including liabilities under federal securities laws. 

Tax Treatment 

On May 24, 2007, the date of original issuance and delivery of the Bonds, Bond Counsel 
delivered its opinions stating that under existing law, including current statutes, regulations, 
administrative rulings and official interpretations, subject to the qualifications and exceptions set 
forth below, interest on the Bonds would be excluded from the gross income of the recipients 
thereof for federal income tax purposes, except that no opinion would be expressed regarding 
such exclusion from gross income with respect to any Bond during any period in which it is held 
by a "substantial user" of the applicable Project or a "related person" as such terms are used in 
Section I 47(a) of the Code. Interest on the Bonds would be an item of tax preference in 
determining alternative minimum taxable income for individuals and corporations under the 
Code. Bond Counsel further opined that, subject to the assumptions stated in the preceding 
sentence, (i) interest on the Bonds would be excluded from gross income of the owners thereof 
for Kentucky income tax purposes and (ii) the Bonds would be exempt from all ad valorem taxes 
in Kentucky. Such opinions have not been updated as of the date hereof and no continuing tax 
exemption opinions are expressed by Bond Counsel. 

Bond Counsel also will deliver opinions in connection with this reoffering to the effect 
that the conversion of the interest rate on the Bonds to the Long Term Rate to maturity (i) is 
authorized or permitted by Sections 103.200 to 103.285, inclusive, of the Kentucky Revised 
Statutes (the "Act") and the Indenture and (ii) will not adversely affect the validity of the Bonds 
or any exclusion from gross income of interest on the Bonds for federal income tax purposes to 
which interest on the Bonds would otherwise be entitled. 

The opinions of Bond Counsel as to the excludability of interest from gross income for 
federal income tax purposes were based upon and assumed the accuracy of certain 
representations of facts and circumstances, including with respect to the Projects, which were 
within the knowledge of the Company and compliance by the Company with certain covenants 
and undeliakings set forth in the proceedings authorizing the Bonds which are intended to assure 
that the Bonds are and will remain obligations the interest on which is not includable in gross 
income of the recipients thereof under the law in effect on the date of such opinion. Bond 
Counsel did not independently verify the accuracy of the celiifications and representations made 
by the Company and the Issuer. On the date of the opinions and subsequent to the original 
delivery of the Bonds on May 24, 2007, such representations of facts and circumstances must be 
accurate and such covenants and undertakings must continue to be complied with in order that 
interest on the Bonds be and remain excludable from gross income of the recipients thereof for 
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federal income tax purposes under existing law. Bond Counsel expressed no opinion (i) 
regarding the exclusion of interest on any Bond from gross income for federal income tax 
plll'poses on or after the date on which any change, including any interest rate conversion, 
permitted by the documents other than with the approval of Bond Counsel is taken which 
adversely affects the tax treatment of the Bonds or (ii) as to the treatment for purposes offederal 
income taxation of interest on the Bonds upon a Determination ofTaxability. 

Bond Counsel fmiher opined that the Code prescribed a number of qualifications and 
conditions for the interest on state and local government obligations to be and to remain 
excluded from gross income for federal income tax purposes, some of which, including 
provisions for potential payments by the Issuers to the federal government, require future or 
continued compliance after issuance of the Bonds in order for the interest to be and to continue 
to be so excluded from the date of issuance. Noncompliance with certain of these requirements 
by the Company or the Issuers with respect to the Bonds could cause the interest on the Bonds to 
be included in gross income for federal income tax plll'poses and to be subject to federal income 
taxation retroactively to the date of their issuance. The Company and the Issuers each 
covenanted to take all actions required of each to aSSlll'e that the interest on the Bonds shall be 
and remain excluded from gross income for federal income tax purposes, and not to take any 
actions that would adversely affect that exclusion. 

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

(a) The Code also provides for a "branch profits tax" which subjects to tax, at 
a rate of 30%, the effectively connected eamings and profits of a foreign corporation 
which engages in a United States trade or business. Interest on the Bonds would be 
includable in the amount of effectively connected eamings and profits and thus would 
increase the branch profits tax liability. 

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

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

Owners of the Bonds should be aware that the ownership of the Bonds may result in 
collateral federal income tax consequences. For instance, the Code provides that property and 
casualty insurance companies will be required to reduce their loss reserve deductions by 15% of 
the tax-exempt interest received on certain obligations, such as the Bonds, acquired after August 
7, 1986. (For purposes of the immediately preceding sentence, a portion of dividends paid to an 
affiliated insurance company may be treated as tax-exempt interest.) The Code further provides 
for the disallowance of any deduction for interest expenses incurred by banks and celiain other 
financial institutions allocable to carrying celiain tax-exempt obligations, such as the Bonds, 
acquired after August 7, 1986. The Code also provides that, with respect to taxpayers other than 
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such financial institutions, such taxpayers will be unable to deduct any pOliion of the interest 
expenses incurred or continued to purchase Or carry the Bonds. The Code also provides, with 
respect to individuals, that interest on tax-exempt obligations, including the Bonds, is included in 
modified adjusted gross income for purposes of determining the taxability of social security and 
railroad retirement benefits. FUrthermore, the earned income tax credit is not allowed for 
individuals with an aggregate amount of disqualified income within the meaning of Section 32 of 
the Code, which exceeds $2,200. Interest on the Bonds will be taken into account in the 
calculation of disqualified income. Prospective purchasers of the Bonds should consult their 
own tax advisors regarding such matters and any other tax consequences of holding the Bonds. 

From time to time, there are legislative proposals in Congress which, if enacted, could 
alter or amend one Or more of the federal tax matters referred to above or could adversely affect 
the market value of the Bonds. It cannot be predicted whether or in what form any such proposal 
might be enacted or whether, if enacted, it would apply to obligations (such as the Bonds) issued 
prior to enactment. 

The opinions of Bond Counsel relating to conversion of the Bonds in substantially the 
forms in which they are expected to be delivered on the Conversion Date, redated to the 
Conversion Date, are attached as Appendix B-3 and Appendix B-4. 

Other Company Auction Rate SeclIrities 

At December 31, 2007, the Company had an aggregate of $333 million of outstanding 
pollution control indebtedness, of which $300 million is in the form of auction rate securities that 
are insured by mono line bond insurers whose ratings have been under pressure due to exposures 
relating to sub-prime mortgages. In the first quarter of2008, the ratings of the Company's 
$50,000,000 Carroll County 2004 Series A bonds were downgraded from AAA to AA and 
subsequently to A by S&P, and from Aaa to A2 by Moody's, and the Company's $16,693,620 
Carroll County 2006 Series C bonds were downgraded from Aaa to A2 by Moody'S, from AAA 
to A- by S&P and from AAA to A by Fitch due to downgrades of the bond insurers, Financial 
Guaranty Insurance Company and XL Capital Assurance Inc., respectively. Also in the first 
quarter of2008, the ratings of the Bonds and the Company's $96,000,000 Carroll County 2002 
Series C bonds, $13,266,950 Carroll County 2005 Series A bonds, $13,266,950 Carroll County 
2005 Series B bonds, $16,693,620 Carroll County 2006 Series A bonds, and $54,000,000 Carroll 
County 2006 Series B bonds were downgraded from AAA to AA by Fitch due to a downgrade of 
the bond insurer, Ambac Assurance. 

As a result of the ratings downgrades, the additional pressures facing the bond insurers 
and the overall unceliainty in the auction rate securities market, the auction process for the bonds 
in 2008 has resulted in significantly higher interest rates, which translates into higher interest 
expense for the Company. The instruments govel'l1ing these auction rate bonds permit the 
Company to conveli the bonds to other interest rate modes, such as various sholi-term variable 
rates, long-term fixed rates or intermediate-term fixed rates that are reset infrequently. In 
February 2008, the Company issued a notice to bondholders of its intention to convert the Bonds 
from the auction rate mode to a fixed interest rate mode, as permitted under the loan documents. 
The Company also has notified the indenture trustee that it intends to convert the Carroll County 
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2006 Series C bonds to a weekly rate and will purchase the approximately $17 million of such 
bonds in the remarketing. 

Unceltainty in markets relating to auction rate securities or steps the Company has taken 
or may take to mitigate such unceltainty, such as additional conversions, subsequent 
restructurings or redemptions and refinancings, could result in the Company incurring increased 
interest expense, transaction expenses or other costs and fees or experiencing reduced liquidity 
relating to existing or future pollution control financing structures. 

Legal Matters 

Celtain legal matters in connection with the conversion and reoffering of the Bonds will 
be passed upon by Stoll Keenon Ogden PLLC, Louisville, Kentucky, Bond Counsel. Certain 
legal matters peltaining to the Company will be passed upon by Jones Day, Chicago, Illinois, and 
John R. McCall, Esq., Executive Vice President, General Counsel, Corporate Secretary and 
Chief Compliance Officer of the Company. Winston & Strawn LLP, Chicago, Illinois, will pass 
upon certain legal matters for the Remarketing Agent. 
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This Reoffering Circular has been duly approved, executed and delivered by the 
Company. 

11 

KENTUCKY UTILITIES COMPANY 

By: /s/ Daniel K. Arbough 
Treasurer 
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Kentucky Utilities Company 

Financial Statements and Additional Information 

As o/December 31, 2007 and 2006 
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KU, incorporated in Kentucky in 1912 and in Virginia in 1991, is a regulated public utility engaged in the 
generation, transmission, distribution and sale of electric energy in Kentucky, Virginia and Tennessee. KU 
provides electricity to approximately 506,000 customers in 77 counties in central, southeastern and western 
Kentucky, to approximately 30,000 customers in 5 counties in southwestern Virginia and 5 customers in 
Tennessee. KU's service area covers approximately 6,600 square miles. KU's coal-fired electric generating 
stations produce most ofKU's electricity. The remainder is generated by a hydroelectric power plant and 
natural gas and oil fueled CTs. In Virginia, KU operates under the name Old Dominion Power Company. KU 
also sells wholesale electric energy to 12 municipalities. 

KU is a wholly-owned subsidiary ofE.ON U.S., formerly known as LG&E Energy LLC. E.ON U.S. is an 
indirect wholly-owned subsidiary of E.ON, a German corporation, making KU an indirect wholly-owned 
subsidiary ofE.ON. KU's affiliate, LG&E, is a regulated public utility engaged in the generation, transmission, 
distribution and sale of electric energy and the distribution and sale of natural gas in Kentucky. 

OPERATIONS 

The sources of operating revenues and volumes of sales for the years ended December 31, 2007 and 2006, were 
as follows: 

2007 2006 
Revenues Volumes Revenues Volumes 
(millions) (OOOMwh) (millions) (OOOMwh) 

Residential $ 430 6,847 $ 380 6,313 
Industrial & Commercial 597 11,047 547 10,776 
Municipals 90 2,058 85 1,978 
Other Retail 98 1,691 89 1,608 
Wholesale 58 1.582 109 2,473 
Total $1,213 23,225 $1,210 23,148 

KU set a new record peak load of 4,344 Mw on August 9, 2007, when the temperature reached 98 degrees 
Fahrenheit in Lexington. 
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KU's power generating system includes coal-fired units operated at its four steam generating stations. Natural 
gas and oil fueled CTs supplement the system during peak or emergency periods. As of December 31,2007, 
KU owned and operated the following generating stations while maintaining a 12%-14% reserve margin: 

Steam Stations: 
Tyrone - Woodford County, KY 
Green River - Muhlenberg County, KY 
E.W. Brown - Mercer County, KY 
Ghent - Carroll County, KY 

Total Steam Stations 

Dix Dam Hydroelectric Station - Mercer County, KY 

CT Generators (Peaking capability): 
E.W. Brown - Mercer County, KY' 
Haefling - Fayette County, KY 
Paddy's Run-Jefferson County, KY' 
Trimble County - Trimble County, KY • 

Total CT Generators 
Total Capability Rating 

Summer Capability 
Rating (Mw) 

71 
163 
697 

1,932 
2,863 

24 

757 
36 
74 

632 
1,499 
4.386 

* Some of these units are jointly owned with LG&E. See Note 10 of Notes to 
Financial Statements for information regarding jointly owned units. 

At December 31, 2007, KU's transmission system included 111 substations (39 of which are shared with the 
distribution system) with a total capacity of approximately 17,223 MVA and approximately 4,030 miles of 
lines. The distribution system included 481 substations (39 of which are shared with the transmission system) 
with a total capacity of approximately 6,653 MVA, 14,082 miles of overhead lines and 2,046 miles of 
underground conduit. 

KU has a purchase power agreement with OMU, owns 20% ofEEI's common stock and owns 2.5% ofOVEC's 
common stock. Additional information regarding these relationships is provided in Notes 1 and 9 of Notes to 
Financial Statements. 

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

RATES AND REGULATIONS 

E.ON, KU's ultimate parent, is a registered holding company under PUHCA 2005. E.ON, its utility 
subsidiaries, including KU, and certain of its non-utility subsidiaries are subject to extensive regulation by the 
FERC with respect to numerous matters, including: electric utility facilities and operations, wholesale sales of 
power and related transactions, accounting practices, issuances and sales of securities, acquisitions and sales of 
utility properties, payments of dividends out of capital and surplus, financial matters and inter-system sales of 
non-power goods and services. KU believes that it has adequate authority (including financing authority) under 
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existing FERC orders and regulations to conduct its business and will seek additional authorization when 
necessary. 

In Februaty 2007, KU completed a series of financial transactions that allowed it to cease periodic repOliing 
under the Securities Exchange Act of 1934. See Note 7 of Notes to Financial Statements. 

KU is subject to the jurisdiction of the Kentucky Commission, the Virginia Commission, the Tennessee 
Regulatory Authority and the FERC in virtually all matters related to electric utility regulation, and as such, its 
accounting is subject to SFAS No. 71, Accountingfor the Effects of Certain Types of Regulation. Given its 
competitive position in the marketplace and the status of regulation in Kentucky and Virginia, KU has no plans 
or intentions to discontinue its application of SF AS No.7!. 

For a fmiher discussion of regulatory matters, see Notes 2 and 9 of Notes to Financial Statements. 

COAL SUPPLY 

Coal-fired generating units provided approximately 96% ofKU's net Kwh generation for 2007. The remaining 
net generation for 2007 was provided by natural gas and oil fueled CT peaking units and a hydroelectric plant. 
Coal is expected to be the predominant fuel used by KU in the foreseeable future, with natural gas and oil being 
used for peaking capacity and flame stabilization in coal-fired boilers or in emergencies. KU has no nuclear 
generating units and has no plans to build any in the foreseeable future. 

KU maintains its fuel inventory at levels estimated to be necessalY to avoid operational disruptions at its coal
fired generating units. Reliability of coal deliveries can be affected from time to time by a number of factors 
including fluctuations in demand, coal mine production issues and other supplier or transpOlier operating 
difficulties. 

KU has entered into coal supply agreements with various suppliers for coal deliveries for 2008 and beyond and 
normally augments its coal supply agreements with spot market purchases. KU has a coal inventOlY policy 
which it believes provides adequate protection under most contingencies. 

KU expects to continue purchasing most of its coal, which has sulfur content in the 0.7% - 3.5% range, from 
western and eastern Kentucky, West Virginia, southern Indiana, southern Illinois and Ohio for the foreseeable 
future. With the installation ofFGDs (S02 removal systems), KU expects its use of higher sulfur coal to 
increase. Coal is delivered to KU generating stations by a mix of transpOliation modes, including barge, truck 
and rail. 

ENVIRONMENTAL MA TIERS 

Protection of the environment is a major priority for KU. Federal, state and local regulatory agencies have 
issued KU permits for various activities subject to air quality, water quality and waste management laws and 
regulations. See Note 9 of Notes to Financial Statements for additional information. 

COMPETITION 

At this time, neither the Kentucky General Assembly nor the Kentucky Commission has adopted or approved a 
plan or timetable for retail electric industry competition in Kentucky. The nature or timing of the ultimate 
legislative or regulatory actions regarding industry restructuring and their impact on KU, which may be 
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significant, cannot currently be predicted. Some states that have already deregulated have begun discussions 
that could lead to re-regulation. See Note 2 of Notes to Financial Statements for additional information. 

EMPLOYEES AND LABOR RELATIONS 

KU had 95 I full-time regular employees at December 31,2007, 152 of which were operating, maintenance and 
construction employees represented by the IBEW Local 21 00 and the United Steelworkers of America ("USW A") 
Local 9447-01. Effective August I, 2006, KU and its employees represented by the IBEW Local 2100 entered 
into a new three-year collective bargaining agreement. The new agreement provides for negotiated increases or 
changes to wages, benefits or other provisions and for annual wage re-openers. A wage re-opener was 
negotiated and agreed to in July 2007. KU and employees represented by the USWA Local 9447-01 entered 
into a three-year collective bargaining agreement in August 2005, with provisions for annual wage re-openers. 
Wage re-openers were negotiated in July 2006 and July 2007. 
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OFFICERS OF THE COMPANY 

At December 31. 2007: ** 

Name Age 

Victor A. Staffieri 52 

John R. McCall 64 

S. Bradford Rives 49 

Martyn Gallus * 43 

Chris Hermann 60 

Paula H. Pottinger 50 

Paul W. Thompson 50 

Wendy C. Welsh 53 

Michael S. Beer 49 

Lonnie E. Bellar 43 

Kent W. Blake 41 

D. Ralph Bowling 50 

Laura G. Douglas 58 

R. W. Chip Keeling 51 

John P. Malloy 46 

Dorothy E. O'Brien 54 

George R. Siemens 58 

P. Greg Thomas 51 

John N. Voyles, Jr. 53 

Daniel K. Arbough 46 

Valerie L. Scott 51 
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Effective Date of Election 
to 

Position Present Position 

Chairman of the Board, President and Chief May 2001 
Executive Officer 

Executive Vice President, General Counsel, July 1994 
Corporate Secretary and Chief Compliance Officer 

Chief Financial Officer September 2003 

Senior Vice President - Energy Marketing December 2000 

Senior Vice President - Energy DelivelY February 2003 

Senior Vice President - Human Resources JanualY 2006 

Senior Vice President - Energy Services June 2000 

Senior Vice President - Information Technology December 2000 

Vice President - Federal Regulation and Policy September 2004 

Vice President - State Regulation and Rates August 2007 

Vice President - Corporate Planning and August 2007 
Development 

Vice President - Power Operations - WKE August 2002 

Vice President - Corporate Responsibility and November 2007 
Community Affairs 

Vice President - Communications March 2002 

Vice President - Energy Delivery - Retail Business April 2007 

Vice President and Deputy General Counsel- Legal October 2007 
and Environmental Affairs 

Vice President - External Affairs January 200 I 

Vice President - Energy Delivery - Distribution April 2007 
Operations 

Vice President - Regulated Generation June 2003 

Treasurer December 2000 

Controller January 2005 

Officers generally serve in the same capacities at KU and its affiliates, E.ON U.S. and LG&E. 
• Mr. Gallus is serving in a position with an international E.ON affiliate, effective January 2008. 
** David Sinclair, age 46, was promoted to Vice President - Energy Marketing in January 2008. 
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KU is subject to a number of risks, including without limitation, those listed below and elsewhere in this 
document. Such risks could affect actual results and cause results to differ materially from those expressed in 
any forward-looking statements made by KU. 

The rates that KU charges customers, as well as other aspects of the business, are subject to significant 
and complex governmental regulation. Federal and state entities regulate many aspects of utility operations, 
including financial and capital structure matters; siting and construction offacilities; rates, terms and conditions 
of service and operations; mandatory reliability and safety standards; accounting and cost allocation 
methodologies; tax matters; acquisition and disposal of utility assets and securities and other matters. Such 
regulations may subject KU to higher operating costs or increased capital expenditures and failure to comply 
could result in sanctions or possible penalties. In any rate-setting proceedings, federal or state agencies, 
intervenors and other permitted patties may challenge KU's rate request and ultimately reduce, alter 01' limit the 
rates KU seeks. 

Changes in transmission and wholesale power market structures, as well as KU's exit from the MISO, 
could increase costs 01' reduce revenues. The resulting changes to transmission and wholesale power market 
structures and prices are not estimable and may result in unforeseen effects on energy purchases and sales, 
transmission and related costs 01' revenues. 

Transmission and interstate market activities of KU, as well as other aspects of the business, are subject 
to significant FERC I·egulation. KU's business is subject to extensive regulation under the FERC covering 
matters including rates charged to transmission users and wholesale customers; interstate power market 
structure; construction and operation of transmission facilities; mandatory reliability standards; standards of 
conduct and affiliate restrictions and other matters. Existing FERC regulation, changes thereto 01' issuances of 
new rules or situations of non-compliance, can affect the earnings, operations 01' other activities of KU. 

KU undertakes significant capital projects and is subject to unforeseen costs, delays 01' failures in such 
projects, as well as risk of full recovery of such costs. The completion of these facilities without delays or 
cost overruns is subject to risks in many areas, including approval and licensing; permitting; construction 
problems or delays; increases in commodity prices or labor rates; contractor performance; weather and 
geological issues and political, labor and regulatory developments. 

KU's costs of compliance with environmental laws are significant and are snbject to continuing changes. 
Extensive federal, state and local environmental regulations are applicable to KU's air emissions, water 
discharges and the management of hazardous and solid waste, among other areas; and the costs of compliance 
01' alleged non-compliance cannot be predicted with certainty. Costs may take the form of increased capital or 
operating and maintenance expenses; monetary fines, penalties or forfeitures or other restrictions. 

KU's operating results are affected by weather conditions, including storms and seasonal temperature 
variations, as well as by significant man-made or accidental disturbances, including terrorism 01' natural 
disasters. These weather or man-made factors can significantly affect KU's finances or operations by changing 
demand levels; causing outages; damaging infrastructure or requiring significant repair costs; affecting capital 
markets or impacting future growth. 

KU is subject to risks regarding potential developments concerning global climate change matters. Such 
developments could include potential federal or state legislation or industry initiatives limiting OHO emissions; 
establishing costs or charges on OHO emissions or on fuels relating to such emissions; requiring OHO 
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remediation or sequestration; establishing renewable portfolio standards or generation fleet-diversification 
requirements to address GHG emissions; promoting energy efficiency and conservation or other measures. 
KU's generation fleet is predominantly coal-fired and may be highly impacted by developments in this area. 

KU's business is concentrated in the Midwest United States, specifically Kentucky. Local and regional 
economic conditions, such as population growth, industrial growth or expansion and economic development, as 
well as the operational or financial performance of major industries or customers, can affect the demand for 
energy. 

KU is subject to operational risks relating to its generating plants, transmission facilities and distribution 
equipment. Operation of power plants, transmission and distribution facilities subjects KU to many risks, 
including the breakdown or failure of equipment; accidents; labor disputes; delivery/transpOliation problems; 
disruptions of fuel supply and performance below expected levels. 

KU could be negatively affected by rising interest rates, downgrades to company 01' bond insurer credit 
ratings that could impact the Company's bond credit ratings 01' other negative developments in its ability 
to access capital markets. In the ordinary course of business, KU is reliant upon adequate long-term and short
term financing means to fund its significant capital expenditures, debt interest or maturities and operating needs. 
Increases in interest rates could result in increased costs to KU. 

KU is subject to commodity price risk, credit risk, counterparty risk and other risl{s associated with the 
energy business. General market or pricing developments 01' failures by counterparties to perform their 
obligations relating to energy, fuels, other commodities, goods, services 01' payments could result in potential 
increased costs to KU. 

KU is subject to risl{s associated with defined benefit retirement plans, health care plans, wages and other 
employee-related matters. Risks include adverse developments in legislation 01' regulation, future costs or 
funding levels, retul'l1S on investments, interest rates and actuarial matters, as well as, changing wage levels, 
whether related to collective bargaining agreements or employment market conditions, ability to attract and 
retain key personnel and changing costs of providing health care benefits. 
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For a discussion of current rates and regulatory matters, including base rate increase proceedings, merger 
surcredit proceedings, VDT proceedings, TC2 proceedings, Kentucky Commission, FERC and MISO 
proceedings and other rates or regulatory matters affecting KU, see Notes 2 and 9 of Notes to Financial 
Statements. 

Environmental 

For a discussion of environmental matters including additional reductions in S02, NOx and other emissions 
mandated by recent or potential regulations; items regarding notices of violations and other emissions 
proceedings; global warming or climate change matters and other environmental items affecting KU, see Note 9 
of Notes to Financial Statements. 

Litigation 

For a discussion of litigation matters, see Note 9 of Notes to Financial Statements. 

Other 

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

Years Ended December 31 

2007 2006 2005 2004 2003 

$1.273 $1.210 $1.207 $ 995 $ 892 

$ 268 $ 235 $ 202 $ 228 $ 162 

$ 167 $ 152 $ 112 $ 134 $ 91 

$3.796 $3,148 $2,156 $2,610 $2,505 

$1,264 $ 843 $ 146 $ 726 $ 688 

Management's Discussion and Analysis and Notes to Financial Statements should be read in 
conjunction with the above information. 
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Management's Discussion and Analysis 

The following discussion and analysis by management focuses on those factors that had a material effect on KU's 
financial results of operations and financial condition during 2007 and 2006 and should be read in connection with 
the financial statements and notes thereto. 

Forward Looking Statements 

Some of the following discussion may contain forward-looking statements that are subject to risks, unceliainties 
and assumptions. Such forward-looking statements are intended to be identified in this document by the words 
"anticipate," "expect," "estimate," "objective," "possible," "potential" and similar expressions. Actual results 
may materially vary. Factors that could cause actual results to materially differ include: general economic 
conditions; business and competitive conditions in the energy industry; changes in federal or state legislation; 
unusual weather; actions by state or federal regulatory agencies; actions by credit rating agencies and other 
factors described from time to time in KU's reports, including as noted in the Risk Factors section of this repmi. 

RESULTS OF OPERATIONS 

The electric utility business is affected by seasonal temperatures. As a result, operating revenues (and associated 
operating expenses) are not generated evenly throughout the year. 

Net Income 

Net income in 2007 increased $15 million compared to 2006. The increase was primarily the result of increased 
retail sales volumes, increased ECR surcharge and decreased purchased power expense. Partially offsetting 
these items were decreased wholesale sales, higher interest expense, decreased MISO related revenue and 
decreased equity in earnings of EEL 

Revemles 

Revenues in 2007 increased $63 million primarily due to: 
• Increased fuel costs ($57 million) billed to customers through the F AC due to increased fuel prices 

and sales volumes delivered 
• Increased sales volumes delivered ($30 million) resulting from a 2% increase in heating degree days 

and a 46% increase in cooling degree days 
• Increased ECR surcharge ($25 million) due to increased recoverable capital spending 
• Increased transmission service revenues ($4 million) 

These increases were patiially offset by: 
• Lower wholesale sales ($37 million) due to decreased volumes and lower wholesale market pricing 
• Lower MISO related revenue ($16 million) resulting from the exit from the MISO 

Expenses 

Fuel for electric generation comprises a large component of total operating expenses. Increases or decreases in 
the cost of fuel are reflected in retail rates through the FAC, subject to the approval of the Kentucky 
Commission, the Virginia Commission and the FERC. 

10 



Attachment to Response to KU AG-I Question No. 217 
Page 29 of 153 

Arbaugh 

Fuel for electric generation increased $37 million in 2007 primarily due to: 
• Increased cost of fuel burned ($20 million) due to higher coal prices 
• Increased generation ($ I 7 million) due to higher demand 

Power purchased expense decreased $14 million in 2007 primarily due to: 
• Decreased volumes purchased ($19 million) due to increased internal generation 
• Increased cost pel' Mwh of purchases ($5 million) due to higher fuel prices 

Other operation and maintenance expenses increased $1 million in 2007 primarily due to increased maintenance 
expenses ($12 million), partially offset by decreased other operation expenses ($11 million). 

Other maintenance expenses increased $ I 2 million in 2007 primarily due to: 
• Increased boiler maintenance expense ($7 million) 
• Increased electric plant maintenance ($5 million) 
• Increased vegetation management expense ($ I million) 
• Decreased overhead conductor and devices maintenance ($1 million) 

Other operation expenses decreased $ 11 million in 2007 primarily due to: 
• Decreased MISO Day I and Day 2 expenses ($16 million) due to the exit from the MISO 

effective September I, 2006, and refunds from the MISO for celiain charges 
• Decreased VDT workforce reduction expense ($3 million) due to completion ofVDT 

amortization in March 2006 
• Increased MISO Day 1 expense ($3 million) due to credit received from the MISO for financial 

transmission rights in 2006 
• Increased outside services expense ($3 million) 
• Increased wholesale expense ($1 million) due to a recorded credit in April 2006 for a FERC 

ordered refund from the MISO for charges assessed in excess of the rates in the MISO 
transmission tariff 

• Increased research and development expenses ($1 million) 

Equity earnings in EEl decreased $3 million in 2007 primarily due to decreased other electric earnings at EEl, 
resulting from decreased emission allowance sales in 2007 and increased purchased power expense. 

Other income - net increased $5 million in 2007 primarily due to increased other income ($7 million) relating to 
increased allowance for funds used during construction, gain on disposal of property and increased interest 
income from bond proceeds on deposit with a trustee, partially offset by increased other expenses ($2 million) 
relating to penalties. 

Interest expense increased $ I 7 million in 2007, primarily due to increased interest expense to affiliated 
companies resulting from increased affiliate borrowings to fund increased capital additions. 

CRITICAL ACCOUNTING POLICIES/ESTIMA TES 

Preparation of financial statements and related disclosures in compliance with generally accepted accounting 
principles requires the application of appropriate technical accounting rules and guidance, as well as the use of 
estimates. The application of these policies necessarily involves judgments regarding future events, including legal 
and regulatory challenges and anticipated recovery of costs. These judgments could materially impact the financial 
statements and disclosures based on varying assumptions, which may be appropriate to use. In addition, the 
financial and operating environment also may have a significant effect, not only on the operation of the business, 

11 



Attachment to Response to KU AG-1 Question No. 217 
Page 30 ofl53 

Arbough 

but on the results rep0l1ed through the application of accounting measures used in preparing the financial 
statements and related disclosures, even if the nature of the accounting policies applied has not changed. Specific 
risks for these critical accounting policies are described in the Notes to Financial Statements. Each of these has a 
higher likelihood of resulting in materially different rep0l1ed amounts under different conditions or using different 
assumptions. Events rarely develop exactly as forecasted and the best estimates routinely require adjustment. 

Critical accounting policies and estimates including unbilled revenue, allowance for doubtful accounts, regulatory 
mechanisms, pension and postretirement benefits and income taxes are detailed in Notes 1,2,3,5,6 and 9 of Notes 
to Financial Statements. 

Recent Accounting Pronouncements. Recent accounting pronouncements affecting KU are detailed in Note I 
of Notes to Financial Statements. 

~ LIQUIDITY AND CAPITAL RESOURCES 

KU uses net cash generated from its operations and extel'llal financing (including financing from affiliates) to 
fund construction of plant and equipment and the payment of dividends. KU believes that such sources of funds 
will be sufficient to meet the needs of its business in the foreseeable future. 

As of December 31,2007, KU is in a negative working capital position in pat1 because of the classification of 
certain variable-rate pollution control bonds totaling $33 million that are subject to tender for purchase at the 
option of the holder as current portion of long-term debt. Credit facilities totaling $35 million are in place to 
fund such tenders, if necessary. KU has never needed to access these facilities. KU expects to cover any 
working capital deficiencies with cash flow from operations, money pool borrowings and borrowings from 
Fidelia. 

Operating Activities 

Cash provided by operations was $302 million and $223 million in 2007 and 2006, respectively. 

The 2007 increase of $79 million was primarily the result of increases in cash due to changes in: 
• Eal'llings, net of non-cash items ($55 million) 
• Material and supplies ($33 million) due to lower coal inventories on hand at December 31, 2007 
• MISO exit fee ($20 million) due to the MISO exit being completed effective September I, 2006 
• Accrued income taxes ($15 million) due to income tax accrued during 2007 being greater than estimated 

payments 
• ECR recovery ($11 million) 
• Prepayments and other current assets ($9 million) 
• Other current liabilities ($8 million) 
• Other liabilities ($7 million) 
• Other regulatory assets ($4 million) 
• FAC recovery ($3 million) 

These increases were partially offset by cash used for changes in: 
• Pension and postretirement funding ($36 million) 
• Accounts payable ($26 million) 
• Property and other taxes payable ($14 million) 
• Accounts receivable ($10 million) 
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The primary use offunds for investing activities continues to be for capital expenditures. Net cash used for 
investing activities increased $382 million in 2007 compared to 2006 primarily due to increased capital 
expenditures of $395 million, offset by decreased restricted cash of $13 million. Restricted cash represents the 
escrowed proceeds of the Pollution Control Bonds issued, which are disbursed as qualifying costs are incurred. 

Financing Activities 

Net cash inflows from financing activities were $422 million and $124 million in 2007 and 2006, respectively. 
See Note 7 of Notes to Financial Statements for information of redemptions, maturities and issuances of long
term debt. 

Future Capital Requirements 

KU expects its capital expenditures for the three-year period ending December 31, 2010, to total approximately 
$1,465 million, consisting primarily of construction estimates for installation ofFGDs on Ghent and Brown 
units totaling approximately $425 million, construction ofTC2 totaling approximately $360 million, the Brown 
ash pond totaling approximately $40 million, a customer care system totaling approximately $25 million and 
on-going construction related to generation and distribution assets. See Note 9 of Notes to Financial Statements 
for additional information. 

KU's construction program is designed to ensure that there will be adequate capacity and reliability to meet the 
electric needs of its service area and to comply with environmental regulations. These needs are continually 
being reassessed and appropriate revisions are made, when necessary, in construction schedules. Future capital 
requirements may be affected in varying degrees by factors such as electric energy demand load growth, 
changes in construction expenditure levels, rate actions by regulatory agencies, new legislation, market entry of 
competing electric power generators, changes in commodity prices and labor rates, changes in environmental 
regulations and other regulatory requirements. See Contractual Obligations fmiher below and Note 9 of Notes 
to Financial Statements for current commitments. KU anticipates funding future capital requirements through 
operating cash flow, debt andlor infusions of capital from its parent. 

Regulatory approvals are required for KU to incur additional debt. The Virginia Commission and the FERC 
authorize the issuance of shOli-term debt while the Kentucky Commission, the Virginia Commission and the 
Tennessee Regulatory Authority authorize the issuance oflong-term debt. In November 2007, KU received a 
two-year authorization from the FERC to borrow up to $400 million in short-term funds. KU also has 
authorization from the Virginia Commission that expires at the end of2009 allowing short-term borrowing of 
up to $400 million. 

KU's debt ratings as of December 31,2007, were: 

Pollution control revenue bonds 
Issuer mting 
Corporate credit rating 

Moody's 
A2 
A2 

S&P 
BBB+ 

BBB+ 

These ratings reflect the views of Moody's and S&P. A security rating is not a recommendation to buy, sell or 
hold securities and is subject to revision or withdrawal at any time by the rating agency. See Note 7 of Notes to 
Financial Statements for a discussion of recent downgrade actions related to the pollution control revenue 
bonds. 
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The following is provided to summarize contractual cash obligations for periods after December 31, 2007. KU 
anticipates cash from operations and external financing will be sufficient to fund future obligations. Future 
interest obligations cannot be quantified because most ofKU's debt is variable rate. See Statements of 
Capitalization. 

(in millions) Payments Due by Period 
Contractual Cash Obligations 2008 2009 2010 2011 2012 Thereafter Total 

Short-term debt (a) $ 23 $ $ - $ $ - $ $ 23 
Long-term debt 33 50 1,181 (b) 1,264 
Operating leases (c) 6 5 3 2 2 4 22 
Unconditional power 

purchase obligations (d) 23 25 16 8 9 143 224 
Coal and gas purchase 
obligations (e) 329 146 93 57 57 682 
Retirement obligations (!) 23 24 23 23 23 124 240 
Other obligations (g) 307 .-12. _6 - - - -----.ill -- --
Total contractual 

cash obligations $711 S212. $174 S2l) $141 ~ ~ 

(a) Represents borrowings from affiliated company due within one year. 
(b) Includes long-term debt of $33 million classified as current liabilities because these bonds are subject to tender for 

purchase at the option of the holder and to mandatory tender for purchase upon the occurrence of certain events. These 
bonds mature in 2032. KU does not expect to pay these amounts in 2008. 

(c) Represents future operating lease payments. 
(d) Represents fnture minimum payments under OMU and OVEC power purchase agreements through 2010 and 2026, 

respectively. 
(e) Represents contracts to purchase coal and natural gas. 
(!) Represents currently projected cash flows for pension, postretirement and other post-employment benefit plans as 

calculated by the actuary. 
(g) Represents construction commitments, including commitments for TC2 and the FGDs. 

CONTROLS AND PROCEDURES 

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

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

The Company has assessed the effectiveness of its internal control over financial reporting as of December 31, 
2007. In making this assessment, the Company used the criteria set fOlih by the Committee of Sponsoring 
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Organizations of the Treadway Commission in Intel'l1al Control - Integrated Framework ("COSO"). The 
Company has concluded that, as of December 31, 2007, the Company's intel'l1al control over financialrepOlting 
was effective based on those criteria. 

KU is no longer subject to the intel'l1al control and other requirements of the Sarbanes-Oxley Act of2002 and 
associated rules (the "Act") and consequently has not issued Management's Report on intel'l1al Controls over 
Financial Reporting pursuant to Section 404 of the Act. 
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OPERATING REVENUES: 

Kentucky Utilities Company 
Statements ofIncome 

(Millions of $) 

Total operating revenues (Note I I) .................................................. . 

OPERATING EXPENSES: 
Fuel for electric generation ................ " ............................................. . 
Power purchased (Notes 9 and II) ................................................... . 
Other operation and maintenance expenses ..... " ............................... . 
Depreciation and amortization (Note I) .......................................... .. 

Total operating expenses ............. ", ............................................. . 

Net operating inCOll1e, ... , ...... " ....... ", .......................... " ....... , ..... , ........... .. 

Equity earnings in EEl (Note [) ............................................................. . 
Other inC0l11e - net .... , ........... " ...... ,,, ..................................................... . 
Interest expense (Notes 7 and 8) ............................................................ . 
Interest expense to affiliated companies (Note II) ................................ . 

Incolne before incollle taxes ........ "" ..................................................... . 

Federal and state income taxes (Note 6) ................................................ . 

Net incolne ............................................. , .. , .... , ... "" , .. , , .. , .. " ........ ,,,' ", .. , '" 

The accompanying notes are an integral part of these financial statements, 

Years Ended December 3 I 
2007 2006 

$1,273 ~ 

461 424 
168 182 
255 254 

----.l2l ~ 
1.005 -----'lJ2 

268 235 

(26) (29) 
(6) (I) 
[5 15 

-----±l ~ 

244 226 

-.n ~ 

$ 167 $ [52 

Statements of Retained Earnings 
(Millions of $) 

Balance January 1 .. , ............... ,"" .. , .. , .... ,., ... , .. ", ....... " .. , ...... ,,,., ... ,' ......... , 
Add net incolne ............ ,', ... , .. , .. , ........... ,", .. " ..... , ............ ,,, ..................... . 
Balance December 31 ............................................................................ . 

The accompanying notes are an integral part of these financial statements. 
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Kentucky Utilities Company 
Statements of Comprehensive Income 

(Millions of $) 

Net income .............. ,,, ..... ,,.,,, .......... ,, ................................... , ........................................ . 

Additional minimum pension liability adjustment, net of tax expense 
of$O and $13 for 2007 and 2006, respectively (Note 5) ......................................... . 

Other comprehensive income, net of tax (Note 12) ..................................................... .. 

Cotnprehensive inC0I11c .............................. " ................................................................. . 

The accompanying notes are an integral part of these financial statements. 
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ASSETS: 
CUiTent assets: 

Kentucky Utilities Company 
Balance Sheets 

(Millions of $) 

Cash and cash equivalents (Note 1) ................................................................... . 
Restricted cash (Note I) .................................................................................... . 
Accounts receivable -less reserve of $2 in 2007 and 2006 (Note I) ................ . 
Accounts receivable from affiliated companies (Note 11) ............................... .. 
Materials and supplies (Note 1): 

Fuel (predominantly coal) ........................................................................... . 
Other materials and supplies ........................................................................ . 

PrepaYlnents and other current assets ................................................................ . 
Total current assets .... " .. " .................................................... " ................................. . 

Other property and investments (Note 1) ................................................................ . 

Utility plant, at original cost (Note 1) .................................................................... .. 

Less: reserve for depreciation .......... " ....................... " ............. "." ........... , ........ . 
Total utility plant, net ....................................................................................... .. 

Construction ,york in progress ................... " ............. ,,, ........ , ............................. . 
Total utility plant and construction work in progress , ................................ , ........... . 

Deferred debits and other assets: 
Regulatory assets (Note 2): 

Pension and postretirement benefits (Notes 1 and 2) ................................... . 
Other ............................................................................................................ . 

Cash surrender value of key man life insurance ................................................ . 
Other assets ...................................................................................................... .. 

Total deferred debits and other assets ..................................................................... . 

Total Assets ............................................................................................................ . 

The accompanying notes are an integral part of these financial statements. 
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December 31 
2007 2006 

$ $ 6 
11 23 

172 123 
17 50 

42 64 
34 34 

~ __ 18 

288 318 

-----.22 ~ 

3,868 3,681 

1,622 ~ 
2,246 2,128 

....LQ1l ~ 
3,317 2,615 

28 64 
86 83 
37 35 

__ 11 __ 8 

~ ~ 

~ ~ 
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LIABILITIES AND EQUITY: 
Current liabilities: 

Kentucky Utilities Company 
Balance Sheets (continued) 

(Millions of $) 

Current portion of long-term debt (Note 7) ............................................................ .. 
Notes payable to affiliated companies (Notes 8 and I I) ........................................ .. 
Accounts payable ................................................................................................... .. 
Accounts payable to affiliated companies (Note I I) .............................................. .. 
Custolner deposits ...................... " .......... " ............................................................. ". 
Other current liabilities ..................................................................... " ........ " .......... .. 

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

Long-term debt: 
Long-term bonds (Note 7) ...................................................................................... .. 
Long-tenn notes to affiliated company (Note 7) .................................................... .. 

Total long-term debt ..................................................................................................... . 

Deferred credits and other liabilities: 
Accumulated deferred income taxes (Note 6) ........................................................ .. 
Accumulated provision for pensions and related benefits (Note 5) ........................ .. 
Investment tax credit (Note 6) ................................................................................ . 
Asset retirement obligations ................ " ... " .... " .............................. ,,, ........... " ........ .. 
Regulatory liabilities (Note 2): 

Accumulated cost of removal of utility plan!. ................................................... .. 
Deferred inconlc taxes ......... , ................................................................ " .......... . 

Other regulatory liabilities ....................................................................................... . 
Other liabilities ....................................................................................................... . 

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

Commitments and contingencies (Note 9) 

COMMON EQUITY: 
Common stock, without par value -

Authorized 80,000,000 shares, outstanding 37,817,878 shares ........................ . 
Additional paid-in-capital (Note II) ...................................................................... . 

Retained earnings ................................................................................................... . 
Undistributed subsidiary earnings .......................................................................... . 
Total retained earnings ................................................................................ , .......... . 
Total comnl0n equity ..................................... , .............................................. , ........ .. 

Total Liabilities and Equity ........................................................................................ .. 

The accompanying notes are an integral part of these financial statements. 
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December 3 I 
2007 2006 

$ 33 $ 141 
23 97 

160 83 
48 87 
20 19 

~ --.ll 
~ --"S) 

300 219 

2ll ~ 
1,231 -.W 

285 289 
83 126 
55 13 
30 28 

310 297 
22 27 
IO 6 

-.U __ 17 

-.-lli ~ 

308 308 
90 15 

1,016 854 

---.1l --.lQ 
1,037 ~ 
1,435 ~ 

~ ~ 
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Kentucky Utilities Company 
Statements of Cash Flows 

(Millions of $) 

CASH FLOWS FROM OPERATING ACTIVITIES: 
Net inC0l11e •.. ", .................................................... ," ......................... .. 

Items not requiring cash currently: 
Depreciation and amortization , ................................................... . 
Deferred incolne taxes-net ................................ " ............ " .......... . 
Investtnent tax creditMnet. ............................................................ . 
Provision for pension and postretirement plans ..... ", ................. . 
Other ... ,. ....................... ,.,. ... ,.,..,..,..,.,..,..,..,..,. ... ,..,..,.,.,,.,.,.,.,.,. ... . 

Change in certain current assets and liabilities: 
Accounts receivablc .... , .............. " ..... " .............................. "." ..... . 
Materials and supplies ................................................................ .. 
Accounts payable ........................................................................ . 
Accnled incoille taxes ................................................................. . 
Property and other taxes payable ................................................ . 
Prepayments and other current assets ........................................ .. 
Other current liabilities .............................................................. .. 

Pension and postretirement funding ................................................ " 
MISO exit fee ................................................................................... . 
Environmental cost recovery mechanism refundable ....................... . 
Other ................................................................................................. . 

Net cash provided by operating activities .................................. .. 
CASH FLOWS FROM INVESTING ACTIVITIES: 

Construction expenditures ............................................................... .. 
Change in restricted cash .................................................................. . 

Net cash used for investing activities ......................................... .. 
CASH FLOWS FROM FINANCING ACTIVITIES: 

Long-term borrowings from affiliated company .............................. . 
Sholi-term borrowings from affiliated company .............................. . 
Repayment of short-term borrowings from affiliated company ....... . 
Retirement of first mortgage bonds ................................................. .. 
Issuance of pollution control bonds .................................................. . 
Additional paid-in capital ................................................................ .. 

Net cash provided by financing activities ................................... . 
Change in cash and cash equivalents ............................... " .................... . 
Cash and cash equivalents at beginning of year ..................................... . 
Cash and cash equivalents at end of year ............................................... . 

Supplemental disclosures of cash flow information: 
Cash paid during the year for: 

Incolne taxes ............................................................................... . 
Interest on borro\ved tllOney ...................................................... .. 
Interest to affiliated companies on borrowed money ................. .. 

The accompanying notes are an integral pali of these financial statements. 
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Years Ended December 31 
2007 2006 

$ 167 $ 152 

121 115 
(6) 14 
42 II 
36 4 
(7) 2 

(16) (6) 
22 (II) 

(26) 
2 (13) 

(4) 10 
I (8) 

10 2 
(43) (7) 

(20) 
(I) (12) 

__ 4 ---112) 
..--lQ2 ~ 

(742) (347) 

~ -Ll) 
--illQ) ~) 

448 100 
289 763 

(363) (736) 
(108) (36) 

81 33 

.---l2 ---
422 JM 

(6) (I) 
__ 6 __ 7 

$ - $ 6 

$38 $82 
16 15 
29 20 
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LONG-TERM DEBT (Note 7): 
First m011gage bonds: 

Kentucky Utilities Company 
Statements of Capitalization 

(Millions of $) 

P due May 15,2007,7.92% (Note 3) ................................................................ . 
Pollution control series: 

10, due November I, 2024, variable % ............................................................ .. 
Mercer Co. 2000 Series A, due May 1,2023, variable % ................................ .. 
Carroll Co. 2002 Series A, due February 1,2032, variable % .......................... . 
Carroll Co. 2002 Series B, due February 1, 2032, variable % .......................... . 
Muhlenberg Co. 2002 Series A, due February 1,2032, variable % .................. . 
Mercer Co. 2002 Series A, due February 1,2032, variable % .......................... . 
Carroll Co. 2002 Series C, due October 1,2032, variable % ............................ . 
Carroll Co. 2004 Series A, due October 1, 2034, variable % .......................... .. 
Carroll Co. 2005 Series A, due June 1,2035, variable % ................................ .. 
Carroll Co. 2005 Series B, due June 1,2035, variable % ................................ .. 
Carroll Co. 2006 Series A, due June I, 2036, variable % ................................ .. 
Carroll Co. 2006 Series C, due June I, 2036, variable % ................................ .. 
Carroll Co. 2007 Series A, due February I, 2026, variable % .......................... . 
Carroll Co. 2006 Series B, due October I, 2034, variable % ............................ . 
Trimble Co. 2007 Series A, due March 1,2037, variable % ............................ . 

Notes payable to Fidelia: 
Due November 24, 2010, 4.24%, unsecured .................................................... .. 
Due January 16,2012,4.39%, unsecured ........................................................ .. 
Due April 30, 2013, 4.55%, unsecured ............................................................ .. 
Due August 15,2013,5.31%, unsecured .......................................................... . 
Due July 8, 2015, 4.735%, unsecured .............................................................. .. 
Due December 21, 2015,5.36%, unsecured .......... " ......................................... . 
Due October 25, 2016, 5.675% unsecured ........................................................ . 
Due June 23,2036,6.33%, unsecured .............................................................. . 
Due December 19,2014,5.45% unsecured ...................................................... . 
Due June 20, 2017, 5.98% unsecured .............................................................. .. 
Due October 25, 2019, 5.71% unsecured .......................................................... . 
Due February 7, 2022, 5.69% unsecured .......................................................... . 
Due September 14,2028,5.96% unsecured .................................................... .. 
Due March 30, 2037, 5.86% unsecured ............................................................ . 

Total long-term debt outstanding ........................................................................... . 

Less CUITcnt portion of long-term debt .. " ................................................. , ............. . 

Long-term debt ...................................................................................................... .. 

COMMON EQUITY: 
Common stock, without par value -

Authorized 80,000,000 shares, outstanding 37,817,878 shares ........................ . 
Additional paid-in-capital (Note 11) ...................................................................... . 

Retained earnings ..... , ............ , .............................................................. " ...... ,,, ...... .. 
Undistributed subsidiary earnings .......................................................................... . 
Total retained earnings .... ", ...... , ....... , ... " ......... " ............................ " ....................... , 
Total COlnnl0n equity ..... " ................................................ , ..................................... .. 

Total capitalization ....................................................... " ............... , .. , .... , ............ , .. ,,, .. .. 

The accompanying notes are an integral part of these financial statements. 
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Note 1 - Summary of Significant Accounting Policies 

KU, incorporated in Kentucky in 1912 and in Virginia in 1991, is a regulated public utility engaged in the 
generation, transmission, distribution and sale of electric energy in Kentucky, Virginia and Tennessee. KU 
provides electricity to approximately 506,000 customers in 77 counties in central, southeastern and western 
Kentucky, to approximately 30,000 customers in 5 counties in southwestern Virginia and 5 customers in 
Tennessee. KU's coal-fired electric generating stations produce most ofKU's electricity. The remainder is 
generated by a hydroelectric power plant and natural gas and oil fueled CTs. In Virginia, KU operates under the 
name Old Dominion Power Company. KU also sells wholesale electric energy to 12 mlmicipalities. 

KU is a wholly-owned subsidiary ofE.ON U.S., formerly known as LG&E Energy LLC. E.ON U.S. is an 
indirect wholly-owned subsidiary ofE.ON, a German corporation, making KU an indirect wholly-owned 
subsidiary ofE.ON. KU's affiliate, LG&E, is a regulated public utility engaged in the generation, transmission, 
distribution and sale of electric energy and the distribution and sale of natural gas in Kentucky. 

Celtain reclassification entries have been made to the previous years' financial statements to conform to the 
2007 presentation with no impact on net assets, liabilities and capitalization or previously repOlted net income 
and cash flows. 

Regulatory Accounting. KU is subject to SFAS No. 71, under which regulatory assets are created based on 
expected recovery from customers in future rates to defer costs that would otherwise be charged to expense. 
Likewise, regulatory liabilities are created based on expected return to customers in future rates to defer credits 
that would otherwise be reflected as income, or, in the case of costs of removal, are created to match long-term 
future obligations arising from the current use of assets. The accounting for regulatory assets and liabilities is 
based on specific ratemaking decisions or precedent for each item as prescribed by the FERC, the Kentucky 
Commission or the Virginia Commission. See Note 2, Rates and Regulatory Matters, for additional detail 
regarding regulatory assets and liabilities. 

Cash and Cash Equivalents. KU considers all highly liquid investments with an original maturity of three months 
or less to be cash equivalents. 

Restricted Cash. Proceeds from bond issuances for environmental equipment (primarily related to the installation 
ofFGDs) are held in trust pending expenditure for qualifying assets. 

Allowance for Doubtful Accounts. The allowance for doubtful accounts is based on the ratio of the amounts 
charged-off during the last twelve months (0 the retail revenues billed over the same period multiplied by the retail 
revenues billed over the last four months. Accounts with no payment activity are charged-off after four months, 
although collection effOlts continue thereafter. 

Materials and Supplies. Fuel and other materials and supplies inventories are accounted for using the average-cost 
method. Emission allowances are included in other materials and supplies and are not currently traded by KU. At 
December 31, 2007 and 2006, the emission allowances inventory was less than $1 million and approximately $2 
million, respectively. 
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Other Property and Investments. Other property and investments on the balance sheets consists ofKU's 
investment in EEl, economic development loans provided to various communities in KU's service territory, KU's 
investment in OVEC, funds related to KU's long-tenll purchased power contract with OMU and non-utility plant. 

Although KU holds investment interests in OVEC and EEl, it is not the primary beneficiary, therefore, neither 
are consolidated into KU's financial statements. KU and 11 other electric utilities are participating owners of 
OVEC, located in Piketon, Ohio. OVEC owns and operates two power plants that burn coal to generate 
electricity, Kyger Creek Station in Ohio and Clifty Creek Station in Indiana. Pursuant to current contractual 
arrangements, KU's share of OVEC's output is 2.5%, approximately 55 Mw of generation capacity. 

As of December 31, 2007 and 2006, KU's investment in OVEC totaled less than $1 million and is accounted for 
under the cost method of accounting. KU's maximum exposure to loss as a result ofits involvement with 
OVEC is limited to the value ofits investment. In the event of the inability ofOVEC to fulfill its power 
provision requirements, KU anticipates substituting such power supply with either owned generation or market 
purchases and believes it would generally recover associated incremental costs through regulatory rate 
mechanisms. See Note 9, Commitments and Contingencies, for further discussion of developments regarding 
KU's ownership interests and power purchase rights. 

KU owns 20% of the common stock of EEl, which owns and operates ai, I 62-Mw generating station in 
southem Illinois. Prior to 2006, KU was entitled to take 20% of the available capacity of the station under a 
pricing formula comparable to the cost of other power generated by KU. This contract governing the purchases 
from EEl terminated on December 31, 2005. Since December 31, 2005, EEl has sold power under general 
market-based pricing and terms. KU has not contracted with EEl for power under the new arrangements, but 
maintains its 20% ownership in the common stock of EEL Replacement power for the EEl capacity has been 
largely provided by KU generation. 

KU's investment in EEl is accounted for under the equity method of accounting and, as of December 31, 2007 
and 2006, totaled $23 million and $18 million, respectively. KU's direct exposure to loss as a result of its 
involvement with EEl is generally limited to the value of its investment. 

Utility Plant. KU's utility plant is stated at original cost, which includes payroll-related costs such as taxes, fringe 
benefits and administrative and general costs. ConstlUction work in progress has been included in the rate base for 
determining retail customer rates in Kentucky. KU has not recorded a significant allowance for funds used during 
construction. 

The cost of plant l'etired or disposed of in the normal course of business is deducted from plant accounts and such 
cost is charged to the reserve for depreciation. When complete operating units are disposed of, appropriate 
adjustments are made to the reserve for depreciation and gains and losses, if any, are recognized. 

Depreciation and Amortization. Depreciation is provided on the straight-line method over the estimated 
service lives of depreciable plant. The amounts provided were approximately 3.2% in 2007 and 3.1 % in 2006 of 
average depreciable plant. Of the amount provided for depreciation at December 31,2007 and 2006, 
approximately 0.5% was related to the retirement, removal and disposal costs of long lived assets. 

Unamortized Debt Expense. Debt expense is capitalized in deferred debits and amOltized using the straight line 
method, which approximates the effective interest method, over the lives of the related bond issues. 

Income Taxes. Income taxes are accounted for under SFAS No. 109,Accounfing/or income Taxes and FIN 48, 
Accounting/or Uncertainty in income Taxes, an interpretation o/SFAS No. 109. In accordance with these 
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statements, deferred tax assets and liabilities are recognized for the future tax consequences attributable to 
differences between the financial statement carrying amounts of existing assets and liabilities and their 
respective tax bases, as measured by enacted tax rates that are expected to be in effect in the periods when the 
deferred tax assets and liabilities are expected to be settled or realized. Significant judgment is required in 
determining the provision for income taxes, and there are transactions for which the ultimate tax outcome is 
uncertain. PIN 48 prescribes a recognition threshold and measurement attribute for the financial statement 
recognition and measurement of a tax position taken or expected to be taken in a tax return .. Uncertain tax 
positions are analyzed periodically and adjustments are made when events occur to wan'ant a change. See Note 
6, Income Taxes. 

Deferred Income Taxes. Deferred income taxes are recognized at currently enacted tax rates for all material 
temporary differences between the financial reporting and income tax bases of assets and liabilities. 

Investment Tax Credits. The EP Act 2005 added Section 48A to the Internal Revenue Code, which provides for 
an investment tax credit to promote the commercialization of advanced coal technologies that will generate 
electricity in an environmentally responsible manner. KU and LG&E received an investment tax credit related 
to TC2, for more details see Note 6, Income Taxes. Investment tax credits prior to 2006 resulted from provisions 
of the tax law that permitted a reduction ofKU's tax liability based on credits fOl' construction expenditures. 
Deferred investment tax credits are being amOltized to income over the estimated lives ofthe related propelty that 
gave rise to the credits. 

Revenue Recognition. Revenues are recorded based on service rendered to customers through month-end. KU 
accrues an estimate for unbilled revenues from each meter reading date to the end of the accounting period based 
on allocating the daily system net deliveries between billed volumes and unbilled volumes. The allocation is based 
on a daily ratio of the number of meter reading cycles remaining in the month to the total number of meter reading 
cycles in each month. Each day's ratio is then mUltiplied by each day's system net deliveries to determine an 
estimated billed and unbilled volume for each day of the accounting period. The unbilled revenue estimates 
included in accounts receivable were $59 million and $42 million at December 31,2007 and 2006, respectively. 

Fuel Costs. The cost of fuel for generation is charged to expense as used. 

Management's Use of Estimates. The preparation of financial statements in conformity with generally accepted 
accounting principles requires management to make estimates and assumptions that affect the reported assets and 
liabilities and disclosure of contingent items at the date of the financial statements and the repOlted amounts of 
revenues and expenses during the reporting period. Accrued liabilities, including legal and environmental, are 
recorded when they are probable and estimable. Actual results could differ from those estimates. 

Recent Accounting Pronouncements. The following are recent accounting pronouncements affecting KU: 

SPAS No. 160 

In December 2007, the FASB issued SPAS No. 160, Noncontrolling interests in Consolidated Financial 
Statements, which is effective for fiscal years, and interim periods within those fiscal years, beginning on or 
after December 15, 2008. The objective of this statement is to improve the relevance, comparability and 
transparency of financial information in a repOlting entity's consolidated financial statements. The Company 
expects the adoption of SPAS No. 160 to have no impact on its statements of operations, financial position and 
cash flows. 
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In February 2007, the FASB issued SFAS No. 159, The Fail' Value Option/or Financial Assets and Financial 
Liabilities - Including an Amendment 0/ FASB Statement No. 115. SFAS No. 159 permits entities to choose to 
measure many financial instruments and celtain other assets and liabilities at fail' value on an instrument-by
instrument basis (the fail' value option). Ul1l'ealized gains and losses on items for which the fail' value option has 
been elected are to be recognized in earnings at each subsequent reporting date. SF AS No. 159 is effective for 
fiscal years beginning after November 15,2007. SFAS No. 159 was adopted effective January 1,2008 and had 
no impact on the statements of operations, financial position and cash flows. 

SFASNo.157 

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements, which, except as described 
below, is effective for fiscal years beginning after November 15, 2007. This statement defines fair value, 
establishes a framework for measuring fail' value in generally accepted accounting principles and expands 
disclosures about fair value measurements. SF AS No. 157 does not expand the application of fail' value 
accounting to new circumstances. In February 2008, the FASB issued FASB Staff Position 157-2, Effective 
Date 0/ FASB Statement No. 157, which delays the effective date of SFAS No. 157 for all nonfinancial assets 
and liabilities, except those that are recognized or disclosed at fail' value in the financial statements on a 
recurring basis (at least annually), to fiscal years beginning after November 15,2008 and interim periods within 
those fiscal years. SFAS No. 157 was adopted effective January 1,2008, except as it applies to those 
nonfinancial assets and liabilities, and had no impact on the statements of operations, financial position and cash 
flows, however, the Company will provide additional disclosures relating to its financial derivatives, AROs and 
pension assets as required in 2008. 

FIN 48 

In July 2006, the FASB issued FIN 48 which clarifies the accounting for the uncertainty of income tax positions 
recognized in an enterprise's financial statements in accordance with SFAS No. 109. This interpretation 
prescribes a recognition threshold and measurement attribute for the financial statement recognition and 
measurement of a tax position taken 01' expected to be taken in a tax return. 

The evaluation of a tax position in accordance with FIN 48 is a two-step process. The first step is recognition 
based on the determination of whether it is "more likely than not" that a tax position will be sustained upon 
examination. The second step is to measure a tax position that meets the "more likely than not" threshold. The 
tax position is measured as the amount of potential benefit that exceeds 50% likelihood of being realized. 

FIN 48 is effective for fiscal years beginning after December 15,2006, and was adopted effective Janumy I, 
2007. The impact of FIN 48 on the statements of operations, financial position and cash flows was not material. 

Note 2 - Rates and Regulatory Matters 

KU is subject to the jurisdiction of the Kentucky Commission, the Virginia Commission, the Tennessee 
Regulatory Authority and the FERC in vittually all matters related to electric utility regulation, and as such, its 
accounting is subject to SF AS No. 71. Given its competitive position in the marketplace and the status of 
regulation in Kentucky and Virginia, KU has no plans or intentions to discontinue its application of SF AS No. 
71. 
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In December 2003, KU filed an application with the Kentucky Commission requesting an adjustment in KU's 
rates. The revenue increase requested was $58 million. In June 2004, the Kentucky Commission issued an 
Order approving an increase in KU's base rates of approximately $46 million (7%). The rate increase took 
effect on July 1,2004. 

Final proceedings took place during the first quarter of 2006 concerning the sole remaining open issue relating 
to state income tax rates used in calculating the granted rate increase. On March 31, 2006, the Kentucky 
Commission issued an Order resolving this issue in KU's favor consistent with the original rate increase order. 

Regulatory Assets and Liabilities 

The following regulatory assets and liabilities were included in the balance sheets as of December 31: 

(in millions) 2007 2006 
ARO $ 24 $ 22 
MISO exit 20 20 
FAC 17 16 
Unam0l1ized loss on bonds 10 10 
ECR 11 10 
Other __ 4 __ 5 

Subtotal 86 83 

Pension and postretirement benefits ~ ~ 
Total regulatory assets $ 114 $ 147 

Accumulated cost of removal of utility plant $ 310 $ 297 
Deferred income taxes - net 22 27 
Other ---.lQ __ 6 

Total regulatory liabilities $ 342 $ 330 

KU does not currently earn a rate of return on the FAC regulatory asset, which is a separate recovery 
mechanism with recovery within twelve months. No return is earned on the pension and postretirement benefits 
regulatory asset which represents the changes in funded status of the plans. The Company will seek recovery of 
this asset in future proceedings with the Kentucky and Virginia Commissions. No return is currently earned on 
the ARO asset. This regulatory asset will be offset against the associated regulatory liability, ARO asset and 
ARO liability at the time the underlying asset is retired. The MISO exit amount represents the costs relating to 
the withdrawal from MISO membership. KU will seek recovery of this asset in future proceedings with the 
Kentucky and Virginia Commissions. KU currently earns a rate of return on the remaining regulatory assets. 
Other regulatory assets include VDT costs, the merger surcredit and deferred storm costs. Other regulatory 
liabilities include DSM and MISO costs included in base rates that will be netted against costs of withdrawing 
from the MISO in the next rate case. 
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ARO. A summary ofKU's net ARO assets, regulatory assets, liabilities and cost of removal established under 
FIN 47, Accollntingjor Conditional Asset Retirement Obligations, an Infelpretation ojSFAS No. 143, and 
SFAS No. 143, Accountingjor Asset Relli'ement Obligations, follows: 

ARONet ARO RegulatOlY RegulatOlY Accumulated Cost of Removal 
(in millions) Assets Liabilities Assets Liabilities Cost of Removal DeQreciation 
As of December 31,2005 $6 $(27) $20 $ (2) $2 $ I 
ARO accretion (I) I 
ARO depreciation --11) - _I - - -- - - -
As of December 31,2006 5 (28) 22 (2) 2 I 
ARO accretion - -----G) ---.2 - - -- - - -
As of December 31, 2007 $.2 ~ $24 1m $2 1-1 

Pursuant to regulatory treatment prescribed under SFAS No. 71, an offsetting regulatory credit was recorded in 
depreciation and amOltization in the income statement of $2 million in 2007 and 2006 for the ARO accretion 
and depreciation expense. KU AROs are primarily related to the final retirement of assets associated with 
generating units. For assets associated with AROs, the removal cost accrued through depreciation under 
regulatory accounting is established as a regulatory liability pursuant to regulatory treatment prescribed under 
SFAS No. 71. There were no FIN 47 net asset additions during 2007 or 2006. For the years ended December 31, 
2007 and 2006, KU recorded less than $1 million of depreciation expense related to the cost of removal of ARO 
related assets. An offsetting regulatory liability was established pursuant to regulatory treatment prescribed 
under SFAS No. 71. 

KU transmission and distribution lines largely operate under perpetual propelty easement agreements which do 
not generally require restoration upon removal of the property. Therefore, under SFAS No. 143, no material 
asset retirement obligations are recorded for transmission and distribution assets. 

MISO Exit. Following receipt of applicable FERC, Kentucky Commission and other regulatory orders, KU 
withdrew from the MISO effective September 1,2006. Specific proceedings regarding the costs and benefits of 
the MISO and exit matters had been underway since July 2003. Since the exit from the MISO, KU has been 
operating under a FERC-approved open access-transmission tariff. KU now contracts with the Tennessee 
Valley Authority to act as its transmission Reliability Coordinator and Southwest Power Pool, Inc. to function 
as Independent Transmission Organization, pursuant to FERC requirements. 

KU and the MISO have agreed upon overall calculation methods for the contractual exit fee to be paid by the 
Company following its withdrawal. In October 2006, KU paid approximately $20 million to the MISO pursuant 
to an invoice regarding the exit fee and made related FERC compliance filings. The Company's payment of this 
exit fee amount was with reservation of its rights to contest the amount, or components thereof, following a 
continuing review of its calculation and supporting documentation. In December 2006, KU provided notice to 
the MISO of its disagreement with the calculation of the exit fee. KU and the MISO have resolved their dispute 
regarding the calculation of the exit fee and, in November 2007, filed an application with the FERC for 
approval of a recalculation agreement. In March 2008, the FERC approved the parties' recalculation of the exit 
fee, and the approved agreement provides KUwith an immediate recovery of$lmillion and will provide an 
estimated $3 million over the next eight years for credits realized from other payments the MISO will receive, 
plus interest. Orders of the Kentucky Commission approving the Company's exit from the MISO have 
authorized the establishment of a regulatOlY asset for the exit fee, subject to adjustment for possible future 
MISO credits, and a regulatory liability for certain revenues associated with former MISO administrative 
charges, which may continue to be collected via base rates. The treatment of the regulatory asset and liability 
will be determined in KU's next rate case, however, the Company historically has received approval to recover 
and refund regulatory assets and liabilities. 
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FAC. KU's retail rates contain an FAC, whereby increases and decreases in the cost of fuel for generation are 
reflected in the rates charged to retail customers. The FAC allows the Company to adjust customers' accounts 
for the difference between the fuel cost component of base rates and the actual fuel cost, including 
transpOt1ation costs. Refunds to customers occur if the actual costs are below the embedded cost component. 
Additional charges to customers occur ifthe actual costs exceed the embedded cost component. The amount of 
the regulatOty asset or liability is the amount that has been under- or over-recovered due to timing or 
adjustments to the mechanism. 

The Kentucky Commission requires public hearings at six-month intervals to examine past fuel adjustments, 
and at two-year intervals to review past operations of the fuel clause and transfer of the then current fuel 
adjustment charge or credit to the base charges. 

In Janumy 2008, the Kentucky Commission initiated a routine examination ofKU's FAC for the six-month 
period May 1, 2007 through October 31, 2007. Data discovery is ongoing and a public hearing is scheduled in 
March 2008. 

In August 2007, the Kentucky Commission initiated a routine examination ofKU's FAC for the six-month 
period of November I, 2006 through April 30, 2007. Data discovery has concluded and a public hearing was 
held in October 2007. The Kentucky Commission issued an Order in January 2008, approving the charges and 
credits billed through the F AC during the review period. 

In December 2006, the Kentucky Commission initiated its periodic two-year review ofKU's past operations of 
the fuel clause and transfer offuel costs from the FAC to base rates for November 1,2004 through October 31, 
2006. In March 2007, the KIUC challenged KU's recovery of approximately $5 million in aggregate fuel costs 
KU incurred during a period prior to its exit from the MISO and requested the Kentucky Commission disallow 
this amount. A public hearing was held in May 2007. In October 2007, the Kentucky Commission issued its 
Order approving the calculation and application ofKU's FAC charges and fuel procurement practices and 
indicated that KU was in compliance with the provisions of Administrative Regulation 807 KAR 5:5056. The 
Kentucky Commission further approved KU's recommendation for the transfer offuel cost from the FAC to 
base rates. In November 2007, the KIUC filed a petition for rehearing, claiming the Kentucky Commission 
misinterpreted the KIUC's arguments in the proceeding. In the same month, the Kentucky Commission issued 
an Order denying the KIUC's request for rehearing. An appeal was not filed by the KIUC. 

In July 2006, the Kentucky Commission initiated a six-month review of the FAC for KU for the period of 
November I, 2005 through April 30, 2006. The Kentucky Commission issued an Order in November 2006, 
approving the charges and credits billed through the FAC during the review period. 

In January 2003, the Kentucky Commission reviewed KU's FAC for the six-month period ended October 31, 
200 I. The Kentucky Commission ordered KU to reduce its fuel costs for purposes of calculating its FAC by 
less than $1 million. At issue was the purchase of approximately 102,000 tons of coal from Western Kentucky 
Energy Corp., a non-regulated affiliate, for use at KU's Ghent facility. The Kentucky Commission further 
ordered that an independent audit be conducted to examine operational and management aspects of both KU's 
and LG&E's fuel procurement functions. The final report's recommendations, issued in Februaty 2004, related 
to documentation and process improvements. Management Audit Action Plans were agreed upon by KU and the 
Kentucky Commission Staff in the second quarter of2004, and resulted in Audit Progress Reports being filed 
by KU with the Kentucky Commission. In February 2007, the Kentucky Commission staff indicated that KU 
fully complied with all audit recommendations and that no further reports are required. 
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KU also employs an FAC mechanism for Virginia customers that uses an average fuel cost factor based 
primarily on projected fuel costs. The fuel cost factor may be adjusted annually for over or under collections of 
fuel costs from the previous year. In February 2007, KU filed an application with the Virginia Commission 
seeking approval of an increase of approximately $4 million in its fuel cost factor to reflect higher fuel costs 
incurred and under-collected during 2006, and anticipated higher fuel costs to be incurred in 2007. The Virginia 
Commission approved KU's request in April 2007. In February 2008, KU filed an application with the Virginia 
Commission seeking approval of a decrease of 0.599 centslKWh in its fuel cost factor applicable during the 
billing period April 2008 through March 2009. The decrease was requested because KU has fully recovered its 
under-recovered fuel expenses from the prior periods. 

Unamortized Loss on Bonds. The costs of early extinguishment of debt, including call premiums, legal and 
other expenses, and any unamortized balance of debt expense are amortized using the straight line method, 
which approximates the effective interest method, over the life of either replacement debt (in the case of 
refinancing) or the original life of the extinguished debt. 

ECR. Kentucky law permits K U to recover the costs of complying with the Federal Clean Air Act, including a 
return of operating expenses, and a return of and on capital invested, through the ECR mechanism. The amount 
of the regulatory asset or liability is the amount that has been under- or over-recovered due to timing or 
adjustments to the mechanism. 

In September 2007, the Kentucky Commission initiated six-month and two-year reviews for periods ending 
October 31,2006 and April 30, 2007, respectively, ofKU's environmental surcharge. Data discovery concluded 
in December 2007, and all parties to the case submitted requests with the Kentucky Commission to waive rights 
to a hearing on this matter. The case is submitted for decision and an order is anticipated in the second quarter 
of2008. 

In June 2006, KU filed an application for a CCN to construct an SCR at the Ghent station and to amend its ECR 
plan with the Kentucky Commission seeking approval to recover investments in environmental upgrades at the 
Company's generating facilities. The estimated capital cost of the upgrades for the years 2008 through 2010 is 
approximately $125 million, of which approximately $115 million is for the Air Quality Control System at TC2. 
A final Order was issued by the Kentucky Commission in December 2006, approving all expenditures and 
investments as submitted. In October 2007, KU met with the Kentucky Commission and other interested patties 
to discuss the status of the Ghent Unit 2 SCR construction. KU informed the Kentucky Commission that 
constl"Uction of the Ghent Unit 2 SCR was not going to commence before the CCN expired in December 2007, 
due to a change in the economics for the project. The CCN expired in December 2007, and KU has delayed 
constl"Uction of the Ghent Unit 2 SCR. 

In April 2006, the Kentucky Commission initiated six-month and two-year reviews ofKU's environmental 
surcharge for six-month periods ending July 2003, January 2004, January 2005, July 2005 and January 2006 
and for the two-year period ending July 2004. A final Order was received in January 2007, approving the 
charges and credits billed through the ECR during the review period as well as approving billing adjustments, a 
roll-in to base rates, revisions to the monthly surcharge filing and the rate of return on capital. 

VDT. In December 2001, the Kentucky Commission issued an Order approving a settlement agreement 
allowing KU to set up a regulatory asset of $54 million for workforce reduction costs and begin amortizing it 
over a five-year period starting in April 2001. Some employees rescinded their participation in the voluntary 
enhanced severance program which, along with the non-recurring charge of $7 million for FERC and Virginia 
jurisdictions, thereby decreased the charge to the regulatory asset from $64 million to $54 million. The Order 
reduced revenues by approximately $11 million through a surcredit on bills to ratepayers over the same five-
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amOltization costs of the workforce reduction. The five-year VDT amOltization period expired in March 2006. 

As patt of the settlement agreement in the rate case, in September 2005, KU filed with the Kentucky 
Commission a plan for the future ratemaking treatment of the VDT surcredit and costs. In February 2006, the 
AG, KIUC and KU reached a settlement agreement on the future ratemaking treatment of the VDT surcredits 
and costs and subsequently submitted a joint motion to the Kentucky Commission to approve the unanimous 
settlement agreement. Under the terms of the settlement agreement, the VDT surcredit will continue at the 
current level until such time as KU files for a change in base rates. The Kentucky Commission issued an Order 
in March 2006, approving the settlement agreement. 

Merger Surcredit. As part of the LG&E Energy merger with KU Energy Corporation in 1998, KU estimated 
non-fuel savings over a ten-year period following the merger. Costs to achieve these savings were deferred and 
amOltized over a five-year period pursuant to regulatory orders. In approving the merger, the Kentucky 
Commission adopted KU's proposal to reduce its retail customers' bills based on one-half of the estimated 
merger-related savings, net of deferred and amortized amounts, over a five-year period. The surcredit 
mechanism provides that 50% of the net non-fuel cost savings estimated to be achieved from the merger be 
provided to ratepayers through a monthly bill credit, and 50% be retained by KU over a five-year period. In that 
same order, the Kentucky Commission required KU, after the end of the five-year period, to present a plan for 
sharing with ratepayers the then-projected non-fuel savings associated with the merger. KU submitted this filing 
in January 2003, proposing to continue to share with ratepayers, on a 50%/50% basis, the estimated fifth-year 
gross level of non-fuel savings associated with the merger. In October 2003, the Kentucky Commission issued 
an Order approving a settlement agreement reached with the parties in the case. According to the Order, KU's 
merger surcredit would remain in place for another five-year term beginning July 1,2003, the merger savings 
would continue to be shared 50% with ratepayers and 50% with shareholders and KU would file a plan for the 
merger surcredit six months before its expiration. 

In December 2007, KU submitted to the Kentucky Commission its plan to allow the merger surcredit to 
terminate as scheduled on June 30, 2008. The Kentucky Commission has not issued a procedural schedule for 
this proceeding. 

Deferred Storm Costs. Based on an Order from the Kentucky Commission in June 2004, KU reclassified from 
maintenance expense to a regulatory asset, $4 million related to costs not reimbursed from the 2003 ice storll1. 
These costs will be amortized through June 2009. KU earns a return of these amortized costs, which are 
included in KU's jurisdictional operating expenses. 

Pension and Postretirement Benefits. KU adopted SFAS No. 158, Employers' Accollntingjor Defined Benefit 
Pension and Other Postretirement Plans, in 2006. This statement requires employers to recognize the over
funded or under-funded status of a defined benefit pension and postretirement plan as an asset or liability in the 
balance sheet and to recognize through comprehensive income the changes in the funded status in the year in 
which the changes occur. Under SFAS No. 71, KU can defer recoverable costs that would othelwise be charged 
to expense or equity by non-regulated entities. Current rate recovery in Kentucky and Virginia is based on 
SFAS No. 87, Employers' Accollntingjor Pensions, and SFAS No. 106, Employers' Accollntingjor 
Postretirement Benefits Other than Pensions, both of which were amended by SF AS No. 158. Regulators have 
been clear and consistent with their historical treatment of such rate recovery, therefore, KU has recorded a 
regulatory asset representing the probable recovery of the pOltion of the change in funded status of the pension 
and postretirement plans that is expected to be recovered. The regulatory asset will be adjusted annually as prior 
service cost and actuarial gains and losses are recognized in net periodic benefit cost. 
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Accumulated Cost of Removal of Utility Plant. As of December 31, 2007 and 2006, KU has segregated the 
cost of removal, previously embedded in accumulated depreciation, of $310 million and $297 million, 
respectively, in accordance with FERC Order No. 631. This cost of removal component is for assets that do not 
have a legal ARO under SFAS No. 143. For repOliing purposes in the balance sheets, KU has presented this 
cost of removal as a regulatory liability pursuant to SF AS No. 71. 

Defel'red Income Taxes - Net. Deferred income taxes represent the future income tax effects of recognizing 
the regulatory assets and liabilities in the income statement. Deferred income taxes are recognized at currently 
enacted tax rates for all material temporaty differences between the financial repOlting and income tax bases of 
assets and liabilities. 

DSM. KU's rates contain a DSM provision. The provision includes a rate mechanism that provides for 
concurrent recovery of DSM costs and provides an incentive for implementing DSM programs. The provision 
allows KU to recover revenues from lost sales associated with the DSM programs based on program plan 
engineering estimates and post-implementation evaluations. 

In July 2007, KU and LG&E filed an application with the Kentucky Commission requesting an order approving 
enhanced versions of the existing DSM programs along with the addition of several new cost effective 
programs. The total annual budget for these programs is approximately $26 million, an increase over the 
existing annual budget of approximately $10 million. Data discovery concluded in November 2007, and the 
Community Action Council ("CAC") for Lexington-Fayette, Bourbon, Harrison and Nicholas counties and the 
Kentucky Association for Community Action ("KACA"), filed a motion for hearing. In January 2008, the CAC 
and KA CA filed a motion with the Kentucky Commission to withdraw the request because the parties reached a 
settlement. The Kentucky Commission is allowing the current tariffs to remain in effect until a final order is 
issued. 

Other Regulatory Matters 

Utility Competition in Vil·ginia. The Commonwealth of Virginia passed the Virginia Electric Utility 
Restructuring Act in 1999. This act gave Virginia customers the ability to choose their electric supplier. Rates 
are capped at current levels through December 2010. The Virginia Commission will continue to require each 
Virginia utility to make annual filings of either a base rate change 01' an Annual Informational Filing consisting 
of a set of standard financial schedules. The Virginia Commission Staffwill issue a Staff Report regarding the 
individual utility's financial performance during the historic 12-monthperiod. The Staff Repoti can lead to an 
adjustment in rates, but through December 2010, rates are subject to the capped rate period and essentially 
"frozen". In April 2007, Virginia passed legislation terminating this competitive market and commencing re
regulation of utility rates in Virginia. The new act will end the cap on rates at the end of2008, rather than 
through December 2010, and end Cllstomer choice for most consumers in the applicable regions of the state. 
Thereafter, a hybrid model of regulation is expected to apply in Virginia, whereby utility rates would be 
reviewed evelY two years and a utility's rate of return on equity shall not be set lower than the average ofthe 
rates of return for other regional utilities, with certain caps, floors or adjustments. The legislation was effective 
in July 2007, and also includes a 10% nonbinding goal for renewable power generation by 2022, as well as 
incentives for new generation, including renewables. Under the legislation, KU retains an existing exemption 
from customer choice and other restructuring activities as applicable to KU's limited service territoty in 
Virginia. However, subject to future developments, KU mayor may not undertake such a rate proceeding in the 
first six months of 2009 based on calendar year 2008 financial data under the hybrid model of regulation, or 
make biennial rate filings with the Virginia Commission thereafter. 
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Regional Reliability Conncil. KU has changed its regional reliability council membership from the Reliabitt~OUgh 
First Corporation to the SERC Reliability Corporation ("SERC"), effective January 1,2007. Regional reliability 
councils are industry consoliiums that promote, coordinate and ensure the reliability of the bulk electric supply 
systems in North America. 

TC2 CCN Application. A CCN application for construction of the new, base-load, coal fired unit TC2, which 
will be jointly owned by KU and LG&E, was approved by the Kentucky Commission in November 2005, and 
initial CCN applications for three transmission lines were approved in September 2005 and May 2006. In 
August 2006, KU obtained dismissal of a judicial review of such CCN approvals by certain property owners. In 
December 2007, the Kentucky Court of Appeals reversed and remanded the lower Court's dismissal. Both 
parties have filed for reconsideration of elements of the appellate court's ruling. The transmission lines are also 
subject to routine regulatory filings and the right-of-way acquisition process. See Note 9, Commitments and 
Contingencies, for further discussion regarding the TC2 ail' permit. 

Ghent FGD Inquiry. In October 2006, the Kentucky Commission commenced an inquiry into elements of 
KU's planned construction of one of its three new FGDs at the Ghent generating station. The proceeding 
requested, and KU provided, additional information regarding configuration details, expenditures and the 
proposed construction sequence applicable to future construction phases of the Ghent FGD project. In January 
2007, the Kentucky Commission issued an Order completing its inquiry in the matter and confirming its 
approval ofKU's constnlCtion plan. The Order also provided general guidance for jurisdictional utilities 
regarding applicable information and data requirements for future CCN applications and subsequent 
proceedings. 

Market-Based Rate Authority. In July 2006, the FERC issued an Order in KU's market-based rate proceeding 
accepting KU's further proposal to address cetiain market power issues the FERC had claimed would arise 
upon an exit from the MISO. In particular, KU received permission to sell power at market-based rates at the 
interface of control areas in which it may be deemed to have market power, subject to a restriction that such 
power not be collusively re-sold back into such control areas. However, restrictions exist on sales by KU of 
power at market-based rates in the KU!LG&E and Big Rivers Electric Corporation control areas. In June 2007, 
the FERC issued Order No. 697 implementing celiain reforms to market-based rate regulations, including 
restrictions similar to those previously in place for KU's power sales at control area interfaces. As a condition 
of receiving and retaining market-based rate authority, KU must comply with applicable affiliate restrictions set 
forth in FERC's regulation. 

FERC Audit Results. In July 2006, the FERC issued a final report under a routine audit that its Office of 
Enforcement (formerly its Office of Market Oversight and Investigations) had conducted regarding the 
compliance ofE.ON U.S. and its subsidiaries, including KU, under the FERC's standards of conduct and codes 
of conduct requirements, as well as other areas. The finalrepoti contained certain findings calling for 
improvements in E.ON U.S. and its subsidiaries' structures, policies and procedures relating to transmission, 
generation dispatch, energy marketing and other practices. E.ON U.S. and its subsidiaries have agreed to certain 
corrective actions and have submitted procedures related to such corrective actions to the FERC. The corrective 
actions are in the nature of organizational and operational improvements as described above and are not 
expected to have a material adverse impact on the Company's results of operations or financial condition. 

Mandatory Reliability Standards. As a result of EPAct 2005, certain formerly voluntary reliability standards 
became mandatory in June 2007, and authority was delegated to various regional reliability organizations 
("RRO") by the Electric Reliability Organization, which was authorized by the FERC to enforce compliance 
with such standards, including promulgating new standards. Failure to comply with mandatoty reliability 
standards can subject a registered entity to sanctions, including potential fines of up to $1 million pel' day as 
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well as non-monetary penalties, depending upon the circumstances of the violation. KU is a member of the 
SERC, which acts as KU's RRO. The SERC is currently assessing KU's compliance with certain existing 
mitigation plans resulting from a prior RRO's audit of various reliability standards. While KU believes itself to 
be in substantial compliance with the mandatory reliability standards generally, KU cannot predict the outcome 
of the current SERC proceeding 01' of other analysis which may be conducted regarding compliance with 
particular reliability standards. 

IRP. Integrated resource planning regulations in Kentucky require major utilities to make triennial IRP filings 
with the Kentucky Commission. In April 2005, KU and LG&E filed their 2005 joint IRP with the Kentucky 
Commission. The IRP provides historical and projected demand, resource and financial data, and other 
operating performance and system information. The AG and the KIUC were granted intervention in the IRP 
proceeding. The Kentucky Commission issued its staff repott with no substantive issues noted and closed the 
case by Order in February 2006. KU and LG&E will submit the next joint triennial filing in April 2008. 

PUHCA 2005. E.ON, KU's ultimate parent, is a registered holding company under PUHCA 2005. E.ON, its 
utility subsidiaries, including KU, and certain of its non-utility subsidiaries, are subject to extensive regulation 
by the FERC with respect to numerous matters, including: electric utility facilities and operations, wholesale 
sales of power and related transactions, accounting practices, issuances and sales of securities, acquisitions and 
sales of utility propetties, payments of dividends out of capital and surplus, financial matters and inter-system 
sales of non-power goods and services. KU believes that it has adequate authority (including financing 
authority) under existing FERC orders and regulations to conduct its business and will seek additional 
authorization when necessaty. 

EPAct 2005. The EPAct 2005 was enacted in August 2005. Among other matters, this comprehensive 
legislation contains provisions mandating improved electric reliability standards and performance; granting 
enhanced civil penalty authority to the FERC; providing economic and other incentives relating to transmission, 
pollution control and renewable generation assets; increasing funding for clean coal generation incentives; 
repealing the Public Utility Holding Company Act of 1935; enacting PUHCA 2005 and expanding FERC 
jurisdiction over public utility holding companies and related matters via the Federal Power Act and PUHCA 
2005. 

In February 2006, the Kentucky Commission initiated an administrative proceeding to consider the 
requirements of the EPAct 2005, Subtitle E Section 1252, Smart Metering, which concerns time-based metering 
and demand response, and Section 1254, Interconnections. EPAct 2005 requires each state regulatory authority 
to conduct a formal investigation and issue a decision on whether 01' not it is appropriate to implement certain 
Section 1252, Smart Metering standards within eighteen months after the enactment of EPAct 2005 and to 
commence consideration of Section 1254, Interconnection standards within one year after the enactment of 
EPAct 2005. Following a public hearing with all Kentucky jurisdictional electric utilities, in December 2006, 
the Kentucky Commission issued an Order in this proceeding indicating that the EPAct 2005 Section 1252, 
Smart Metering and Section 1254, Interconnection standards should not be adopted. However, all five Kentucky 
Commission jurisdictional utilities are required to file real-time pricing pilot programs for their large 
commercial and industrial customers. KU developed a real-time pricing pilot for large industrial and 
commercial customers and filed the details of the plan with the Kentucky Commission in April 2007. Data 
discovety concluded in July 2007, and no patties to the case requested a hearing. In February 2008, the 
Kentucky Commission issued an Order approving the real-time pricing pilot program proposed by KU for 
implementation within approximately eight months. KU will notify the Kentucky Commission 10 days prior to 
the actual implementation date and will file annual reports on the program within 90 days of each plan year-end 
for the 3-year pilot period. 
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Green Energy Riders. In February 2007, KU and LG&E filed a Joint Application and Testimony for Proposed 
Green Energy Riders. The AG and KIUC were granted full intervention. In May 2007, a Kentucky Commission 
Order was issued authorizing KU to establish Small and Large Green Energy Riders, allowing customers to 
contribute funds to be used for the purchase of renewable energy credits. 

Home Energy Assistance Program. In July 2007, KU filed an application with the Kentucky Commission for 
the establishment of a new Home Energy Assistance program. During September 2007, the Kentucky 
Commission approved KU's new five-year program as filed, effective in October 2007. The program terminates 
in September 2012, and is funded through a $0.10 per month meter charge. 

Depreciation Study. In December 2007, KU filed a depreciation study with the Kentucky Commission 
requesting a change in the depreciation rates as required by a previous Order. An adjustment to the depreciation 
rates is dependent on an order being received by the Kentucky Commission, the timing of which cannot 
currently be determined. 

Note 3 - Financial Instruments 

The cost and estimated fair values ofKU's non-trading financial instruments as of December 31 follow: 

2007 2006 
Carrying Fair Carrying Fair 

(in millions) Value Value Value Value 
Long-term debt (including 
current portion of $33 million) $333 $333 $360 $360 

Long-term debt from affiliate $931 $996 $483 $487 

All.ofthe above valuations reflect prices quoted by exchanges except for the loans fi'om affiliate which are fair 
valued using accepted valuation models. The fair values of cash and cash equivalents, accounts receivable, cash 
surrender value of key man life insurance, accounts payable and notes payable are substantially the same as their 
carrying values. 

Interest Rate Swaps (hedging derivatives). KU has used over-the-counter interest rate swaps to hedge 
exposure to market fluctuations in certain of its debt instruments. Pursuant to Company policy, use of these 
financial instruments has been intended to mitigate risk, earnings and cash flow volatility and was not 
speculative in nature. Management had designated all of the interest rate swaps as hedge instruments. Financial 
instruments designated as fair value hedges and the underlying hedged items are periodically marked to market 
with the resulting net gains and losses recorded directly into net income. Upon termination of any fair value 
hedge, the resulting gain or loss is recorded into net income. 

KU had no outstanding interest rate swap agreements at December 31, 2007. KU was party to an interest rate 
swap agreement with a notional amount of$53 million as of December 31, 2006. The interest rate swap was 
terminated in February 2007, when the underlying debt was defeased. Undet· this swap agreement, KU paid 
variable rates based on the London Interbank Offer Rate averaging 7.44% and received fixed rates averaging 
7.92% at December 31, 2006. The swap agreement in effect at December 31, 2006 had been designated as a fair 
value hedge. The fair value designation was assigned because the underlying fixed rate debt had a finn future 
commitment. For 2007 and 2006, the effect of marking these financial instruments and the underlying debt to 
market resulted in pre-tax gains of less than $1 million recorded in interest expense. 
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Interest rate swaps hedge interest rate risk on the underlying debt under SFAS No. 133, Accountingfor 
Derivative Instruments and Hedging Activities, as amended, in addition to swaps being marked to market, the 
item being hedged must also be marked to market. Consequently, at December 31, 2006, KU's debt reflects a 
mark-to-market adjustment of less than $1 million. 

Energy Risk Management Activities (non-hedging derivatives). KU conducts energy trading and risk 
management activities to maximize the value of power sales fi'Om physical assets it owns. Energy trading 
activities are principally forward financial transactions to hedge price risk and are accounted for on a mark-to
market basis in accordance with SF AS No. 133, as amended. 

The table below summarizes KU's energy trading and risk management activities: 

(in millions) 
Fair value of contracts at beginning of period, net asset 

Unrealized gains and losses recognized at contract 
inception during the period 

Realized gains and losses recognized during the period 
Changes in fail' values attributable to changes in valuation 

techniques and assumptions 
Other unrealized gains and losses and changes in fair values 

Fair value of contracts at end of period, net asset 

2007 
$ I 

(1) 

2006 
$ I 

I 

(2) 
_I 
II 

No changes to valuation techniques for energy trading and risk management activities occurred during 2007 or 
2006. Changes in market pricing, interest rate and volatility assumptions were made during both years. All 
contracts outstanding at December 31, 2007 and 2006, have a maturity of less than one year and are valued 
using prices actively quoted for proposed or executed transactions or quoted by brokers. 

KU maintains policies intended to minimize credit risk and revalues credit exposures daily to monitor 
compliance with those policies. At December 31, 2007, 100% of the trading and risk management commitments 
were with counterpatties rated BBB-/Baa3 equivalent or better. 

KU hedges the price volatility of its forecasted electric wholesale sales with the sales of market-traded electric 
forward contracts for periods of less than one year. Hedge accounting treatment has not been elected for these 
transactions, and therefore gains and losses are shown in the statements of income in other income - net. No 
material pre-tax gains and losses resulted in 2007. Pre-tax gains of$1 million resulted in 2006. 

Note 4 - Concentrations of Credit and Other Risk 

Credit risk represents the accounting loss that would be recognized at the reporting date if counterpatties failed 
to perform as contracted. Concentrations of credit risk (whether on- or off-balance sheet) relate to groups of 
customers or counterparties that have similar economic or industry characteristics that would cause their ability 
to meet contractual obligations to be similarly affected by changes in economic or other conditions. 

KU's customer receivables and revenues arise from deliveries of electricity to approximately 506,000 customers 
in over 600 communities and adjacent suburban and rural areas in 77 counties in central, southeastern and 
western Kentucky, to approximately 30,000 customers in five counties in southwestern Virginia and 5 
customers in Tennessee. For the years ended December 31, 2007 and 2006, 100% of total revenue was derived 
from electric operations. 
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Effective August 1, 2006, KU and its employees represented by the IBEW Local 2100 entered into a new three-
year collective bargaining agreement. The new agreement provides for negotiated increases or changes to 
wages, benefits or other provisions and for annual wage re-openers. A wage re-opener was negotiated in July 
2007. KU and its employees represented by the USWA Local 9447-01 entered into a three-year collective 
bargaining agreement effective August 2005, with authorized annual wage re-openers. The employees 
represented by these two bargaining units comprise approximately 16% of KU' s workforce at December 31, 
2007. Wage re-openers were negotiated in July 2006, and July 2007. 

Note 5 - Pcnsion and Other Postrctirement Benefit Plans 

KU has both funded and unfunded non-contributory defined benefit pension plans and other postretirement 
benefit plans that together cover substantially all of its employees. The healthcare plans are contributory with 
participants' contributions adjusted annually. KU uses December 31 as the measurement date for its plans. 

Obligations and Funded Status. The following tables provide a reconciliation of the changes in the plans' 
benefit obligations and fair value of assets over the two-year period ending December 31, 2007, and a statement 
of the funded status as of December 31 for KU's sponsored defined benefit plans: 

Other Postretirement 
(in millions) Pension Benefits Benefits 

2007 2006 2007 2006 
Change in benefit obligation 

Benefit obligation at beginning of year $ 303 $ 318 $ 88 $ 95 
Service cost 6 6 2 2 
Interest cost 17 17 5 5 
Benefits paid, net of retiree contributions (19) (19) (5) (5) 
Actuarial gain and other ~232 (192 (142 (92 

Benefit obligation at end of year $ 284 $ 303 $ 76 $ 88 

Change in plan assets 
Fair value of plan assets at beginning of year $ 253 $ 247 $ 12 $ 9 

Actual return on plan assets 17 26 1 
Employer contributions 13 6 7 
Benefits paid, net of retiree contributions (19) (19) (5) (5) 
Administrative expenses and other ~12 

Fair value of plan assets at end of year $ 264 $ 253 $ 13 $ 12 

Fnnded status at end of year $ ~20) $ (502 $ (63) $ (76) 
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Amounts Recognized in Statement of Financial Position. The following tables provide the amounts 
recognized in the balance sheets and information for plans with benefit obligations in excess of plan assets as of 
December 31 : 

(in millions) Pension Benefits 
2007 2006 

Regulatory assets $ 37 $ 59 
Accrued benefit liability (non-current) (20) (50) 

Other Postretirement 
Benefits 

2007 2006 
$ (9) $ 5 

(63) (76) 

Additional year-end information for plans with accumulated benefit obligations in excess of plan assets: 

(in millions) 

Benefit obligation 
Accumulated benefit obligation 
Fail' value of plan assets 

Pension Benefits 
2007 2006 

$ 284 $ 303 
243 258 
264 253 

Other Postretirement 
Benefits 

2007 2006 
$ 76 $ 88 

13 12 

Components of Net Periodic Benefit Cost. The following table provides the components of net periodic 
benefit cost for the plans: 

(in millions) 

Service cost 
Interest cost 
Expected return on plan assets 
Am0l1ization of prior service costs 
Amortization of actuarial loss 
Amol1ization of transitional obligation 
Benefit cost at end of year 

Pension Benefits 
2007 2006 

$ 6 $ 6 
17 17 

(21) (20) 
1 I 
2 4 

$ 5 $ 8 

Other Postretirement 
Benefits 

2007 2006 
$ 2 $ 2 

5 5 
(1) (1) 

1 

1 
$ 6 $ 8 

The assumptions used in the measurement ofKU's pension benefit obligation are shown in the following table: 

Weighted-average assumptions as of December 31 : 
Discount rate 
Rate of compensation increase 

6.66% 
5.25% 

5.96% 
5.25% 

The discount rate is based on the November Mercer Pension Discount Yield Curve, adjusted by the basis point 
change in the Moody's Corporate Aa Bond Rate in December. 
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The assumptions used in the measurement ofKU's net periodic benefit cost are shown in the following table: 

Discount rate 
Expected long-term return on plan assets 
Rate of compensation increase 

5.90% 
8.25% 
5.25% 

5.50% 
8.25% 
5.25% 

To develop the expected long-term rate of return on assets assumption, KU considered the current level of 
expected returns 011 risk free investments (primarily government bonds), the historical level of the risk premium 
associated with the other asset classes in which the pOlifolio is invested and the expectations for future returns 
of each asset class. The expected return for each asset class was then weighted based on the target asset 
allocation to develop the expected long-term rate of return on assets assumption for the pOlifolio. 

The following describes the effects on pension benefits by changing the major actuarial assumptions discussed 
above: 

• A 1 % change in the assumed discount rate could have an approximate $30 million positive or 
negative impact to the 2007 accumulated benefit obligation and an approximate $40 million positive 
or negative impact to the 2007 projected benefit obligation. 

• A 25 basis point change in the expected rate of return on assets would have an approximate $1 
million positive or negative impact on 2007 pension expense. 

Assumed Healthcare Cost Trend Rates. For measurement purposes, a 9% annual increase in the per capita 
cost of covered healthcare benefits was assumed for 2007. The rate was assumed to decrease gradually to 5% by 
2015 and remain at that level thereafter. 

Assumed healthcare cost trend rates have a significant effect on the amounts reported for the healthcare plans. A 
I % change in assumed healthcare cost trend rates would have resulted in an increase 01' decrease of less than $1 
million on the 2007 total of service and interest costs components and an increase 01' decrease of $4 million in 
year-end 2007 postretirement benefit obligations. 

Expected Future Benefit Payments and Medicare Subsidy Receipts. The following list provides the amount 
of expected future benefit payments, which reflect expected future service and the estimated gross amount of 
Medicare subsidy receipts: 

Other Medicare 
Pension Postretirement Subsidy 

(in millions) Plans Benefits ReceiQts 
2008 $ 18 $ 6 $ (1) 
2009 18 7 (1) 
2010 17 7 (1) 
2011 17 7 (1) 
2012 17 7 (1) 
2013-17 90 37 (3) 
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Plan Assets. The following table shows KU's weighted-average asset allocation by asset category at December 
31 : 

Pension Plans Target Range 2007 2006 
Eqnity securities 45% -75% 57% 61% 
Debt securities 30% - 50% 43% 39% 
Other 0% -10% 0% 0% 
Totals 100% 100% 

The investment policy of the pension plans was developed in conjunction with financial consultants, investment 
advisors and legal counsel. The goal of the investment policy is to preserve the capital of the fund and maximize 
investment earnings. The return objective is to exceed the benchmark return for the policy index comprised of 
the following: Russell 3000 Index, MSCI-EAFE Index, Lehman Aggregate and Lehman U.S. Long 
Government/Credit Bond Index in proportions equal to the targeted asset allocation. 

Evaluation of performance focuses on a long-term investment time horizon of at least three to five years or a 
complete market cycle. The assets of the pension plans are broadly diversified within different asset classes 
(equities, fixed income securities and cash equivalents). 

To minimize the risk of large losses in a single asset class, no more than 5% ofthe potifolio will be invested in 
the securities of anyone issuer with the exclusion of the U.S. government and its agencies. The equity potiion 
of the fund is diversified among the market's various subsections to diversify risk, maximize returns and avoid 
undue exposure to any single economic sector, industry group or individual security. The equity subsectors 
include, but are not limited to, growth, value, small capitalization and international. 

In addition, the overall fixed income portfolio may have an average weighted duration, or interest rate 
sensitivity which is within +/- 20% of the duration of the overall fixed income benchmark. Foreign bonds in the 
aggregate shall not exceed 10% of the total fund. The potifolio may include a limited investment of up to 20% 
in below investment grade securities provided that the overall average portfolio quality remains "AA" 01' better. 
The below investment grade securities include, but are not limited to, medium-term notes, corporate debt, non
dollar and emerging market debt and asset backed securities. The cash investments should be in securities that 
either are of ShOli maturities (not to exceed 180 days) or readily marketable with modest risk. 

Derivative securities are permitted only to improve the pOlifolio's risk/return profile, to modify the pOlifolio's 
duration 01' to reduce transaction costs and must be used in conjunction with underlying physical assets in the 
portfolio. Derivative securities that involve speculation, leverage, interest rate anticipation, or any undue risk 
whatsoever are not deemed appropriate investments. 

The investment objective for the postretirement benefit plan is to provide current income consistent with 
stability of principal and liquidity while maintaining a stable net asset value of $1.00 per share. The 
postretirement funds are invested in a prime cash money market fund that invests primarily in a potifolio of 
short-term, high-quality fixed income securities issued by banks, cot'porations and the U.S. government. 

Contributions. KU made a discretionary contribution to the pension plan of $13 million in January 2007. After 
this payment, KU's pension plan assets are in excess of the December 31,2007 accumulated benefit obligation. 

In addition, KU made contributions to other postretirement benefit plans of $6 million and $7 million in 2007 
and 2006, respectively. In 2008, KU anticipates making voluntary contributions to fund the Voluntary 
Employee Beneficiaty Association trusts to match the annual postretirement expense and funding the 40 1 (h) 
plan up to the maximum amount allowed by law. 
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Pension Legislation. The Pension Protection Act of2006 was enacted in August 2006. The new rules are 
generally effective for plan years beginning after 2008. Among other matters, this comprehensive legislation 
contains provisions applicable to defined benefit plans which generally (i) mandate 100% funding of current 
liabilities within seven years; (ii) increase tax-deduction levels regarding contributions; (iii) revise certain 
actuarial assumptions, such as mortality tables and discount rates; and (iv) raise federal insurance premiums and 
other fees for under-funded and distressed plans. The legislation also contains similar provisions relating to 
defined-contribution plans and qualified and non-qualified executive pension plans and other matters. 

Thrift Savings Plans. KU has a thrift savings plan under section401(k) of the Internal Revenue Code. Under the 
plan, eligible employees may defer and contribute to the plan a pOltion of current compensation in order to provide 
future retirement benefits. KU makes contributions to the plan by matching a pOltion of the employee contributions. 
The costs of this matching were $2 million for 2007 and 2006. 

Note 6 - Income Taxes 

A United States consolidated income tax return is filed by E.ON U.S.'s direct parent, E.ON US Investments 
Corp., for each tax period. Each subsidiary of the consolidated tax group, including KU, will calculate its 
separate income tax for the tax period. The resulting separate-return tax cost or benefit will be paid to or 
received from the parent company or its designee. KU also files income tax returns in various state jurisdictions. 
With few exceptions, KU is no longer subject to U.S. federal income tax examinations for years before 2004. 
Statutes of limitations related to 2004 and later returns are still open. Tax years 2005, 2006 and 2007 are under 
audit by the IRS with the 2007 return being examined under an IRS pilot program named "Compliance 
Assurance Process". This program accelerates the IRS's review to the actual calendar year applicable to the 
return and ends 90 days after the return is filed. 

KU adopted the provisions of PIN 48 effective January 1,2007. At the date of adoption, KU had less than $1 
million of unrecognized tax benefits, primarily related to federal income taxes. If recognized, the less than $1 
million of unrecognized tax benefits would reduce the effective income tax rate. Additions and reductions of 
uncertain tax positions during 2007 were less than $1 million. 

Possible amounts of uncertain tax positions for KU that may decrease within the next 12 months total less than 
$1 million and are based on the expiration of statutes during 2008. 

KU, upon adoption of FIN 48, adopted a new financial statement classification for interest and penalties. Prior 
to the adoption of FIN 48, KU recorded interest and penalties for income taxes on the income statements in 
income tax expense and in the taxes accrued balance sheet account, net of tax. Upon adoption of FIN 48, 
interest is recorded as interest expense and penalties are recorded as operating expenses on the income 
statement and accrued expenses in the balance sheets, on a pre-tax basis. Interest of less than $1 million was 
accrued for 2007 and 2006 based on IRS and Kentucky Department of Revenue large corporate interest rates for 
underpayment of taxes. No penalties were accrued by KU upon adoption of FIN 48 or through December 31, 
2007. 
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Components of income tax expense are shown in the table below: 

(in millions) 2007 2006 
Current - federal $ 28 $ 51 

- state J3 11 
Deferred - federal- net (5) 

- state - net (I) 1 
Investment tax credit - deferred 43 12 
Amortization of investment tax credit ---1D --1l) 
Total income tax expense $ 77 $ 74 

Current federal income tax expense decreased and investment tax credit - deferred increased primarily 
due to the recording of investment tax credits of $43 million and $12 million at December 31, 2007 and 
2006, respectively, as discussed below. 

In June 2006, KU and LG&E filed a joint application with the U.S. Depatlment of Energy ("DOE") 
requesting certification to be eligible for investment tax credits applicable to the construction of TC2. 
The EPAct 2005 added Section 48A to the Internal Revenue Code, which provides for an investment tax 
credit to promote the commercialization of advanced coal technologies that will generate electricity in 
an environmentally responsible manner. KU's and LG&E's application requested up to the maximum 
amount of "advanced coal project" credit allowed per taxpayer, or $125 million, based on an estimate of 
15% of projected qualifying TC2 expenditures. In November 2006, the DOE and the IRS announced 
that KU and LG&E were selected to receive the tax credit. A final IRS certification required to obtain 
the investment tax credit was received in August 2007. KU's portion of the TC2 tax credit will be 
approximately $100 million over the construction period and will be amortized to income over the life of 
the related property beginning when the facility is placed in service. Based on eligible construction 
expenditures incurred, KU recorded investment tax credits of$43 million and $12 million in 2007 and 
2006, respectively, decreasing current federal income taxes. 

In September 2007, KU received Order 2007-00178 from the Kentucky Commission approving the accounting 
of the investment tax credit. In March 2008, certain groups filed suit in federal COUll in Notlh Carolina against 
the DOE and IRS claiming the investment tax credit program was violative of cetlain environmental laws and 
demanded relief, including suspension or termination of the program. KU is not able to predict the ultimate 
outcome of this proceeding. 
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Components of net deferred tax liabilities included in the balance sheets are shown below: 

(in millions) 2007 2006 
Deferred tax liabilities: 
Depreciation and other plant-related items $292 $291 
Regulatory assets and other --±Q ~ 
Total deferred tax liabilities 332 328 

Deferred tax assets: 
Income taxes due to customers 9 10 
Pensions and related benefits 17 11 
Liabilities and other ~ ~ 
Total deferred tax assets ~ -±4 

Net deferred income tax liability $283 $284 

Balance sheet classification 
Current assets $ (2) $ (5) 
Non-current liabilities 285 289 

Net deferred income tax liability $283 $284 

A reconciliation of differences between the statutory U.S. federal income tax rate and KU's effective income 
tax rate follows: 

Statutory federal income tax rate 
State income taxes, net of federal benefit 
Reduction of income tax accruals 
Qualified production deduction 
EEl dividend 
Amortization of investment tax credit 
Other differences 
Effective income tax rate 

35.0% 
304 

(004) 
(1.2) 
(2.9) 
(004) 
ill) 
31.6% 

35.0% 
3.9 

(0.5) 
(004) 
(3.4) 
(0.5) 
ill) 
32.7% 

The EEl dividend for 2007 and 2006 reflects tax benefits associated with the receipt of dividends from KU's 
investment in EEL Subsequent to an EEl management decision regarding changes in the distribution of EEl's 
previous earnings, KU elected to provide deferred taxes for all book and tax temporary differences in this 
investment. 

Other differences primarily relate to excess deferred taxes which reflect the benefits of deferred taxes reversing 
at tax rates that differ from statutory rates and various other permanent differences. 

H. R. 4520, known as the "American Jobs Creation Act of2004", allows electric utilities to take a deduction for 
qualified production activities income starting in 2005. 

Kentucky House Bill 272, also known as "Kentucky's Tax Modernization Plan", was signed into law in March 
2005. This bill contains a number of changes in Kentucky's tax system, including the reduction of the Corporate 
income tax rate from 8.25% to 7% effective January 1,2005, and a further reduction to 6% effective January 1, 
2007. As a result of the income tax rate changes, KU's deferred tax reserve amount will exceed its actual 
deferred tax liability attributable to existing temporary differences, since the new statutory rates are lower than 
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rates when the deferred tax liability originated. In December 2006, KU received approval from the Kentucky 
Commission to establish and amortize a regulatory liability of $11 million for these net excess deferred income 
tax balances. KU will amortize these depreciation-related excess deferred income tax balances under the 
average rate assumption method which matches the amortization of the excess deferred income taxes with the 
life of the timing differences to which they relate. Excess deferred income tax balances related to non
depreciation timing differences were expensed in 2006 due to their immaterial amount. There were no 
additional adjustments in 2007. 

KU expects to have adequate levels of taxable income to realize its recorded deferred tax assets. 

Note 7 - Long-Term Debt 

As of December 31, 2007 and 2006, long-term debt and the current portion of long-term debt consist primarily 
of pollution control bonds and long-term loans from affiliated companies as summarized below. 

(in millions) 
Outstanding at December 31, 2007: 

Noncurrent pOttion 
Current portion 

Outstanding at December 31, 2006: 
Noncurrent portion 
Current portion 

Stated 
Interest Rates 

Variable - 6.33% 
Variable 

Variable - 6.33% 
Variable -7.92% 

Maturities 

2010-2037 
2032 

2010-2036 
2007-2032 

Principal 
Amounts 

$1,231 
$ 33 

$ 702 
$ 141 

Pollution control series bonds are obligations ofKU issued in connection with tax-exempt pollution control 
revenue bonds issued by various governmental entities, principally counties in Kentucky. A loan agreement 
obligates KU to make debt service payments to the county that equate to the debt service due from the county 
on the related pollution control revenue bonds. Until a series of financing transactions was completed during 
February 2007, the county's debt was also secured by an equal amount ofKU's first mortgage bonds that were 
pledged to the trustee for the pollution control revenue bonds that match the terms and conditions of the 
county's debt, but require no payment of principal and interest unless KU defaults on the loan agreement. 
Proceeds from bond issuances for enviromnental equipment (primarily related to the installation ofFGDs) are held 
in trust pending expenditure for qualifying assets. At December 31, 2007, and 2006, KU had $11 million and $23 
million, respectively, ofbond proceeds in trust, included in restricted cash in the balance sheets. 

Several of the KU pollution control bonds are insured by mono line bond insurers whose ratings have been 
under pressure due to exposures relating to insurance of sub-prime mortgages. At December 31,2007, KU had 
an aggregate $333 million of outstanding pollution control indebtedness, of which $300 million is in the form of 
insured auction rate securities wherein interest rates are reset either weekly or every 35 days via an auction 
process. Beginning in late 2007, the interest rates on these insured bonds began to increase due to investor 
concerns about the creditworthiness of the bond insurers. In 2008, interest rates have continued to increase, and 
the Company has experienced "failed auctions" when there are insufficient bids for the bonds. When there is a 
failed auction, the interest rate is set pursuant to a formula stipulated in the indenture which can be as high as 
15%. During 2007, the average rate on the auction rate bonds was 3.96%, whereas the average rate in January 
and February of2008 was 4.72%. The instruments governing these auction rate bonds permit KU to convert the 
bonds to other interest rate modes, such as various short-term variable rates, long-term fixed rates or 
intermediate-term fixed rates that are reset infrequently. In the first quarter of2008, the ratings of the Carroll 
County 2004 Series A bonds were downgraded from AAA to AA and subsequently to A by S&P and from Aaa 
to A2 by Moody's, and the Carroll County 2006 Series C bonds were downgraded from Aaa to A2 by Moody's 
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and from AAA to A- by S&P due to downgrades of the bond insurer. In February 2008, KU issued a notice to 
bondholders of its intention to convert the Carroll County 2007 Series A bonds and the Trimble County 2007 
Series A bonds from the auction rate mode to a fixed interest rate mode, as permitted under the loan documents. 
In March 2008, KU will issue notices to bondholders of its intention to convert the Carroll County 2006 Series 
C bonds and the Mercer County 2000 Series A bonds from the auction mode to a weekly interest rate mode, as 
permitted under the loan documents. KU expects to purchase such bonds and hold some or all such bonds until 
a later date, including potential further conversion, remarketings or refinancings. Uncertainty in markets relating 
to auction rate securities or steps KU has taken or may take to mitigate such uncertainty, such as additional 
conversions, subsequent restructurings or redemptions and refinancings, could result in KU incurring increased 
interest expense, transaction expenses 01' other costs and fees or experiencing reduced liquidity relating to 
existing or future pollution control financing structures. See Note 13, Subsequent Events. 

All of KU's first mortgage bonds were released and terminated in February 2007. Only the tax-exempt pollution 
control revenue bonds issued by the counties remain. Under the provisions for cettain of KU's variable-rate 
pollution control bonds, the bonds are subject to tender for purchase at the option of the holder and to 
mandatory tender for purchase upon the occurrence of cettain events, causing the bonds to be classified as 
current portion of long-term debt in the balance sheets. The average annualized interest rate for these bonds 
during 2007 and 2006 was 3.72% and 3.56%, respectively. 

At December 31, 2006, KU had an interest rate swap used to hedge KU's underlying debt obligations. The swap 
hedged specific debt issuances and, consistent with management's designation, was accorded hedge accounting 
treatment. The swap effectively converted the fixed rate obligation on KU's first mOitgage bond Series P to 
variable-rate. At December 31, 2006, the remaining swap had a notional value of $53 million. The swap was 
terminated in February 2007, when the underlying bond was defeased. See Note 3, Financial Instruments. 

Redemptions and maturities of long-term debt for 2007 and 2006 are summarized below: 

($ in millions) Principal Securedl 
Year Description Amount Rate Unsecured Maturity 
2007 Pollution control bonds $ 54 Variable Secured 2024 
2007 First mortgage bonds $ 54 7.92% Secured 2007 
2006 First mortgage bonds $ 36 5.99% Secured 2006 

44 



• 
~ 

Attachment to Response to KU AG-l Question No. 217 
Page 63 of 153 

Issuances oflong-term debt for 2007 and 2006 are summarized below: 
Arbough 

($ in millions) Principal Secured/ 
Year Description Amount Rate Unsecured Maturit;t 
2007 Pollution control bonds $ 54 Variable Unsecured 2034 
2007 Pollution control bonds $ 18 Variable Unsecured 2026 
2007 Pollution control bonds $ 9 Variable Unsecured 2037 
2007 Due to Fidelia $ 53 5.69% Unsecured 2022 
2007 Due to Fidelia $ 75 5.86% Unsecured 2037 
2007 Due to Fidelia $ 50 5.98% Unsecured 2017 
2007 Due to Fidelia $100 5.96% Unsecured 2028 
2007 Due to Fidelia $ 70 5.71% Unsecured 2019 
2007 Due to Fidelia $100 5.45% Unsecured 2014 
2006 Pollution control bonds $ 17 Variable Unsecured 2036 
2006 Pollution control bonds $ 17 Variable Unsecured 2036 
2006 Due to Fidelia $ 50 5.675% Unsecured 2016 
2006 Due to Fidelia $ 50 6.33% Unsecured 2036 

In February 2007, KU completed a series of financial transactions impacting its periodic rep0l1ing requirements. 
The $54 million Pollution Control Series 10 bond was refinanced and replaced with a new unsecured tax
exempt bond of the same amount maturing in 2034. The $53 million Series P bond was defeased and replaced 
with an intercompany loan totaling $53 million from Fidelia. In conjunction with the defeasance, the Company 
terminated the related interest rate swap. Fidelia also agreed to eliminate the second lien on its two secured 
loans. Pursuant to the terms of the remaining tax-exempt bonds, the first mortgage bonds were cancelled and the 
underlying lien on substantially all ofKU's assets was released following the completion of these steps. KU no 
longer has any secured debt and is no longer subject to periodic reporting under the Securities Exchange Act of 
1934. 

Long-term debt maturities for KU are shown in the following table: 

(in millions) 
2008 - 2009 $ 
2010 33 
2011 
2012 50 
Thereafter 1,181 (a) 
Total $1,264 

(a) Includes long-term debt of$33 million classified as current liabilities because these bonds are subject to 
tender for purchase at the option of the holder and to mandatory tender for purchase upon the OCClllTenCe of 
certain events. These bonds mature in 2032. KU does not expect to pay these amounts in 2008. 
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KU participates in an intercompany money pool agreement wherein E.ON U.S. and/or LG&E make funds 
available to KU at market-based rates (based on an index of highly rated commercial paper issues) up to $400 
million. 

($ in millions) 
December 31, 2007 
December 31, 2006 

Total Money 
Pool Available 

$400 
$400 

Amount 
Outstanding 

$23 
$97 

Balance 
Available 

$377 
$303 

Average 
Interest Rate 

4.75% 
5.25% 

As of December 31, 2007 and 2006, E.ON U.S. maintained a revolving credit facility totaling $150 million and 
$200 million, respectively, with an affiliated company, E.ON North America, Inc., to ensure funding 
availability for the money pool. The balance is as follows: 

Total Amount Balance Average 
($ in millions) Available Outstanding Available Interest Rate 
December 31, 2007 $150 $ 62 $88 4.97% 
December 31, 2006 $200 $102 $98 5.49% 

During June 2007, KU entered into a short-term bilateral line of credit totaling $35 million. During the third 
quat1er of2007, KU extended the maturity date on this facility to June 2012. There was no outstanding balance 
under this facility at December 31, 2007. 

The covenants under this revolving line of credit include: 
• The debt/total capitalization ratio must be less than 70% 
• E.ON must own at least 66.667% of voting stock ofKU directly or indirectly 
• The corporate credit rating of the Company must be at 01' above BBB- and Baa3 as determined by 

S&P and Moody's 
• A limitation on disposing of assets aggregating more than 15% of total assets as of December 31, 

2006 

Note 9 - Commitments and Contingencies 

Operating Leases. KU leases office space, office equipment and vehicles and accounts for these leases as 
operating leases. In addition, KU reimburses LG&E for a portion of the lease expense paid by LG&E for KU's 
usage of office space leased by LG&E. Total lease expense was $6 million fot· 2007 and 2006. The future 
minimum annual lease payments for operating leases for years subsequent to December 31,2007, are shown in the 
following table: 

(in millions) 
2008 $6 
2009 5 
2010 3 
2011 2 
2012 2 
Thereafter -± 
Total $22 

46 



Attachment to Response to KU AG-I Question No. 217 
Page 65 of 153 

Arbaugh 
Owensboro Contract Litigation. In May 2004, the City of Owensboro, Kentucky and OMU commenced a suit 
now removed to the U.S. District Court for the Western District of Kentucky, against KU concerning a long-
term power supply contract (the "OMU Agreement") with KU. The dispute involves interpretational differences 
regarding issues under the OMU Agreement, including various payments or charges between KU and OMU and 
rights concerning excess power, termination and emissions allowances. The complaint seeks in excess of $6 
million in damages in connection with one of its claims for periods prior to 2004, plus damages in an 
unspecified amount for later-occurring periods on that claim and for other claims. OMU has additionally 
requested injunctive and other relief, including a declaration that KU is in material breach of the contract. KU 
has filed an answer in that court denying the OMU claims and presenting counterclaims and amended such 
filing in January 2007, to include further counterclaims alleging additional damages. During 2005, the FERC 
declined KU's application to exercise exclusive jurisdiction on matters. In July 2005, the district court resolved 
a summary judgment motion made by KU in OMU's favor, ruling that a contractual provision grants OMU the 
ability to terminate the contract without cause upon four years' prior notice, for which ruling KU retains certain 
rights to appeal. A motion to reconsider that ruling is presently pending before the Court. The patties are 
continuing various discovery proceedings, as well as settlement negotiations. A trial date has been set for 
October 2008. In May 2006, OMU issued a notification of its intent to terminate the OMU agreement contract 
in May 20 I 0, without cause, absent any earlier relief which may be permitted by the proceeding. The Company 
is currently unable to determine the final outcome of this matter. 

Sale and Leaseback Transaction. KU is a participant in a sale and leaseback transaction involving its 62% 
interest in two jointly owned CTs at KU's E.W. Brown generating station (Units 6 and 7). Commencing in 
December 1999, KU and LG&E entered into a tax-efficient, 18-year lease of the CTs. KU and LG&E have 
provided funds to fully defease the lease, and have executed an irrevocable notice to exercise an early purchase 
option contained in the lease after 15.5 years. The financial statement treatment of this transaction is no 
different than ifKU had retained its ownership. The leasing transaction was entered into following receipt of 
required state and federal regulatory approvals. 

In case of default under the lease, KU is obligated to pay to the lessor its share of certain fees or amounts. 
Primary events of default include loss or destruction of the CTs, failure to insure or maintain the CTs and 
unwinding ofthe transaction due to governmental actions. No events of default currently exist with respect to 
the lease. Upon any termination of the lease, whether by default or expiration of its term, title to the CTs reverts 
jointly to KU and LG&E. 

At December 31, 2007, the maximum aggregate amount of default fees or amounts was $10 million, of which 
KU would be responsible for 62% (approximately $6 million). KU has made arrangements with E.ON U.S., via 
guarantee and regulatory commitment, for E.ON U.S. to pay KU's full pOltion of any default fees or amounts. 

Letter of Credit. KU has provided a letter of credit totaling less than $1 million to SUppOlt certain obligations 
related to workers' compensation. 

PUl'chased Powel'. KU has purchased power arrangements with OMU and OVEC. Under the OMU agreement, 
which could last through January 1,2020, KU purchases all of the output of an approximately 400-Mw coal
fired generating station not required by OMU. The amount of purchased power available to KU during 2008-
2010, which is expected to be approximately 6% ofKU's total Kwh native load energy requirements, is 
dependent upon a number of factors including the OMU units' availability, maintenance schedules, fuel costs 
and OMU requirements. Payments are based on the total costs of the station allocated per terms of the OMU 
agreement. Included in the total costs is KU's proportionate share of debt service requirements on $246 million 
of OMU bonds outstanding at December 31, 2007. The debt service is allocated to KU based on its annual 
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KU has a contract for purchased power with OVEC, terminating in 2026, for various Mw capacities. KU has an 
investment of2.5% ownership in OVEC's common stock, which is accounted for on the cost method of 
accounting. KU's share of OVEC's output is 2.5%, approximately 55 Mw of generation capacity. Future 
obligations for power purchases are shown in the following table: 

(in millions) 
2008 $ 23 
2009 25 
2010 16 
2011 8 
2012 9 
Thereafter ~ 
Total $ 224 

Construction Program. KU had approximately $392 million of commitments in connection with its construction 
program at December 31,2007. 

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

TC2 Air Permit. The Sierra Club and other environmental groups filed a petition challenging the air permit 
issued for the TC2 base load generating unit which was issued by the Kentucky Division of Air Quality in 
November 2005. The filing of the challenge did not stay the permit, so the Company was free to proceed with 
construction during the pendancy of the action. In June 2007, the state hearing officer assigned to the matter 
recommended upholding the air permit with minor revisions. In September 2007, the Secretary of the Kentucky 
Environmental and Public Protection Cabinet issued a final Order approving the hearing officer's recommenda
tion and upholding the permit. In September 2007, KU administratively applied for a permit revision to reflect 
minor design changes. In October 2007, the environmental groups submitted comments objecting to the draft 
pennit revisions and, in part, attempting to reassert general objections to the generating unit. An agency 
decision on the final permit revisions may occur dul'ing 2008. The Company is currently unable to determine 
the final outcome of this matter. 

Mine Safety Compliance Costs. In March 2006, the Mine Safety and Health Administration enacted 
Emergency Temporary Standards regulations and has issued additional regulations as the result of the passage 
of the Mine Improvement and New Emergency Response Act of2006, which was signed into law in June 2006. 
At the state level, Kentucky and other states that supply coal to KU, have passed new mine safety legislation. 
These pieces of legislation require all underground coal mines to implement new safety measures and install 
new safety equipment. Under the terms of some of the coal contracts KU has in place, provisions are made to 
allow for price adjustments for compliance costs resulting from new or amended laws or regulations. KU has 
begun to receive information from the mines it contracts with regarding price adjustments related to these 
compliance costs and has hired a consultant to review all supplier claims for validity and reasonableness. At this 
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Environmental Matters. KU's operations are subject to a number of environmental laws and regulations in each 
ofthe jurisdictions in which it operates, governing, among other things, air emissions, wastewater discharges, the 
use, handling and disposal of hazardous substances and wastes, soil and groundwater contamination and employee 
health and safety. 

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

Ambient Air Quality. The Clean Air Act requires the EPA to periodically review the available scientific data for 
six criteria pollutants and establish concentration levels in the ambient air sufficient to protect the public health 
and welfare with an extra margin for safety. These concentration levels are known as national ambient air 
quality standards ("NAAQS"). Each state must identify "nonattainment areas" within its boundaries that fail to 
comply with the NAAQS and develop a SIP to bring such nonattainment areas into compliance. If a state fails 
to develop an adequate plan, the EPA must develop and implement a plan. As the EPA increases the stringency 
of the NAAQS through its periodic reviews, the attainment status of various areas may change, thereby 
triggering additional emission reduction obligations under revised SIPs aimed to achieve attainment. 

In 1997, the EPA established newNAAQS for ozone and fine particulates that required additional reductions in 
S02 and NOx emissions from power plants. In 1998, the EPA issued its final "NOx SIP Call" rule requiring 
reductions in NOx emissions of approximately 85% from 1990 levels in order to mitigate ozone transport from 
the midwestern U.S. to the northeastern U.S. To implement the new federal requirements, Kentucky amended 
its SIP in 2002 to require electric generating units to reduce their NOx emissions to 0.15 pounds weight per 
MMBtu on a company-wide basis. In 2005, the EPA issued the CAIR which requires additional S02 emission 
reductions of 70% and NOx emission reductions of 65% from 2003 levels. The CAIR provides for a two-phase 
cap and trade program, with initial reductions of NO x and S02 emissions due by 2009 and 2010, respectively, 
and final reductions due by 2015. The final rule is currently under challenge in a number of federal cOUli 
proceedings. In 2006, Kentucky proposed to amend its SIP to adopt state requirements similar to those under 
the federal CAIR. Depending on the level of action determined necessaty to bring local nonattainment areas 
into compliance with the new ozone and fine particulate standards, KU's power plants are potentially subject to 
additional reductions in S02 and NOx emissions. KU's weighted-average company-wide emission rate for S02 
in 2007 was approximately 1.33 Ibs.IMMBtu of heat input, with every generating unit below its emission limit 
established by the Kentucky Division for Air Quality. 

Hazardous Air Pollutants. As provided in the 1990 amendments to the Clean Air Act, the EPA investigated 
hazardous air pollutant emissions from electric utilities and submitted a report to Congress identifying mercury 
emissions from coal-fired power plants as warranting further study. In 2005, the EPA issued the CAMR 
establishing mercury standards for new power plants and requiring all states to issue new SIPs including 
mercury requirements for existing power plants. The EPA issued a model rule which provides for a two-phase 
cap and trade program with initial reductions due by 20 I 0 and final reductions due by 2018. The CAMR 
provides for reductions of70% from 2003 levels. The EPA closely integrated the CAMR and CAIR programs 
to ensure that the 2010 mercUlY reduction targets will be achieved as a "co-benefit" of the controls installed for 
purposes of compliance with the CAIR. The final rule is also currently under challenge in the federal courts. In 
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February 2008, a federal appellate court issued a decision in one of the proceedings vacating the current 
CAMR, an outcome that may have the effect of resulting in more stringent mercury reduction rules. However, 
the ruling could be subject to further appeal. In 2006, Kentucky proposed to amend its SIP to adopt state 
requirements similal' to those under the federal CAMR. In 2006, the Kentucky air agency adopted a regulation 
aimed at regulating additional hazardous air pollutants fi'om sources including power plants, but it was 
withdrawn in 2007. To the extent those rules are final, they are not expected to have a material impact on KU's 
power plant operations. 

Acid Rain Program. The 1990 amendments to the Clean Air Act imposed a two-phased cap and trade program 
to reduce S02 emissions from power plants that were thought to contribute to "acid rain" conditions in the 
northeastern U.S. The 1990 amendments also contained requirements for power plants to reduce NOx emissions 
through the use of available combustion controls. 

Regional Haze. The Clean Air Act also includes visibility goals for celiain federally designated areas, including 
national parks, and requires states to submit SIPs that will demonstrate reasonable progress toward preventing 
future impairment and remedying any existing impairment of visibility in those areas. In 2005, the EPA issued 
its Clean Air Visibility Rule detailing how the Clean Air Act's BART requirements will be applied to facilities, 
including power plants, built between 1962 and 1974 that emit certain levels of visibility impairing pollutants. 
Under the final rule, as the CAIR will result in more visibility improvement than BART, states are allowed to 
substitute CAIR requirements in their regional haze SIPs in lieu of controls that would otherwise be required by 
BART. The final rule has been challenged in the courts. 

Installation of Pollution Controls. Many of the programs under the Clean Air Act utilize cap and trade 
mechanisms that require a company to hold sufficient emissions allowances to cover its authorized emissions on 
a company-wide basis and do not require installation of pollution controls on every generating unit. Under cap 
and trade programs, companies are free to focus their pollution control efforts on plants where such controls are 
particularly efficient and utilize the resulting emission allowances for smaller plants where such controls are not 
cost effective. KU met its Phase I S02 requirements primarily through installation ofFGD equipment on Ghent 
Unit 1. KU's combined strategy for its Phase II S02 requirements, which commenced in 2000, includes the 
installation of additional FGD equipment, as well as using accumulated emissions allowances and fuel 
switching to defer celiain additional capital expenditures. In order to achieve the NOx emission reductions and 
associated obligations, KU installed additional NOx controls, including SCR technology, during the 2000 to 
2007 time period at a cost of $220 million. In 200 I, the Kentucky Commission granted approval to recover the 
costs incurred by KU for these projects through the environmental surcharge mechanism. Such monthly 
recovery is subject to periodic review by the Kentucky Commission. 

In order to achieve the emissions reductions mandated by the CAIR and CAMR, KU expects to incur additional 
capital expenditures totaling approximately $675 million during the 2008 through 2010 time period for 
pollution controls including FGD and SCR equipment, and additional operating and maintenance costs in 
operating such controls. In 2005, the Kentucky Commission granted approval to recover the costs incurred by 
KU for these projects through the ECR mechanism. Such monthly recovery is subject to periodic review by the 
Kentucky Commission. KU believes its costs in reducing S02, NOx and mercury emissions to be comparable to 
those of similarly situated utilities with like generation assets. KU's compliance plans are subject to many 
factors including developments in the emission allowance and fuels markets, future legislative and regulatory 
enactments, legal proceedings and advances in clean air technology. KU will continue to monitor these 
developments to ensure that its environmental obligations are met in the most efficient and cost-effective 
manner. 
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Potential GHG Controls. In 2005, the Kyoto Protocol for reducing GHG emissions took effect, obligating 37 
industrialized countries to undetlake substantial reductions in GHG emissions. The U.S. has not ratified the 
Kyoto Protocol and there are cUl'rently no mandatory GHG emission reduction requirements at the federal level. 
Legislation mandating GHG reductions has been introduced in the Congress, but no federal legislation has been 
enacted to date. In the absence of a program at the federal level, various states have adopted their own GHG 
emission reduction programs. Such programs have been adopted in various states including II nOllheastern 
U.S. states and the District of Columbia under the Regional GHG Initiative program and California. Substantial 
efforts to pass federal GHG legislation are ongoing. In addition, litigation is cUl'rently pending before various 
courts to determine whether the EPA and the states have the authority to regulate GHG emissions under existing 
law. In April 2007, the U.S. Supreme Court ruled that the EPA has the authority to regulate GHG under the 
Clean Ail' Act. KU is monitoring ongoing efforts to enact GHG reduction requirements at the state and federal 
level and is assessing potential impacts of such programs and strategies to mitigate those impacts. KU is unable 
to predict whether mandatory GHG reduction requirements willultitnately be enacted. As a Company with 
significant coal-fired generating assets, KU could be substantially impacted by programs requiring mandatory 
reductions in GHG emissions, although the precise impact on the operations of KU, including the reduction 
targets and deadlines that would be applicable, cannot be determined prior to the enactment of such programs. 

Brown New Source Review Litigation. In April 2006, the EPA issued an NOY alleging that KU had violated 
certain provisions of the Clean Ail' Act's new source review rules relating to work performed in 1997, on a 
boiler and turbine at KU's E.W. Brown generating station. In December 2006, the EPA issued a second NOY 
alleging the Company had exceeded heat input values in violation of the ail' permit for the unit. During 2006, 
KU provided data responses to the EPA with respect to the allegations in the NOYs. In March 2007, the 
Department of Justice filed a complaint in federal coutl in Kentucky alleging the same violations specified in 
the prior NOYs. The complaint seeks civil penalties, including potential per-day fines, remedial measures and 
injunctive relief. In April 2007, KU filed an answer in the civil suit denying the allegations. In July 2007, a July 
2009 date for trial on the merits was scheduled. The parties continue periodic settlement discussions and a $2 
million accrual has been recorded based on the current status of those discussions, however, KU cannot 
determine the overall outcome or potential effects of these matters, including whether substantial fines, 
penalties or remedial construction may result. 

Section 114 Requests. In August 2007, the EPA issued administrative information requests under Section 114 of 
the Clean Ail' Act requesting new source review-related data regarding cetlain construction and maintenance 
activities at LG&E's Mill Creek 4 and Trimble County 1 generating units and KU's Ghent 2 generating unit. 
The Companies are complying with the information requests and are not able to predict fmlhet· proceedings in 
this matter at this time. 

Ghent Opacity NO V. In September 2007, the EPA issued an NOY alleging that KU had violated cetlain 
provisions of the Clean Ail' Act's operating rules relating to opacity during June and July of2007 at Units 1 and 
3 ofKU's Ghent generating station. The parties have commenced initial discussions on this matter. KU is not 
able to estimate the outcome or potential effects of these matters, including whether substantial fines, penalties 
or remedial construction may result. 

General Environmental Proceedings. KU has recently settled certain environmental matters. During 2005 and 
2006, final judicial and administrative approvals were received regarding a consent decree relating to the 
October 1999 leak of approximately 38,000 gallons of diesel fuel (of which 34,000 gallons were recovered) 
from an underground pipeline at KU's E.W. Brown Station. Under the terms of the settlement, KU paid a civil 
penalty in 2006 and has agreed to construct a supplemental environmental project and maintain the project for 
ten years, each at a cost of less than $1 million. During 2006, final judicial and administrative approvals were 
received regarding a settlement associated with a former transformer scrap-yard which had been the subject of 
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April 2002 correspondence to KU and other potentially responsible parties. Under the terms of the settlement, 
the parties bore aggregate cleanup costs of approximately $2 million, of which KU's share was less than $1 
million, which was paid in December 2006. 

From time to time, KU appears before the EPA, various state or local regulatory agencies and state and federal 
courts regarding matters involving compliance with applicable environmental laws and regulations. Such 
matters include liability under the Comprehensive Environmental Response, Compensation and Liability Act 
for cleanup at various off-site waste sites and ongoing claims regarding GHG emissions from KU's generating 
stations. Based on analysis to date, the resolution of such matters is not expected to have a material impact on 
the operations ofKU. 

Note 10 - Jointly Owned Electric Utility Plant 

KU and LG&E have begun construction ofTC2, a jointly owned unit at the Trimble County site. KU 
and LG&E own undivided 60.75% and 14.25% interests, respectively, in TC2. Of the remaining 25% of 
TC2, Illinois Municipal Electric Agency ("IMEA") owns a 12.12% undivided interest and Indiana 
Municipal Power Agency ("IMP A") owns a 12.88% undivided interest. Each company is responsible for 
its proportionate share of capital cost dUl'ing construction, and fuel, operation and maintenance cost 
when TC2 begins operation, which is expected to occur in 20 I O. 

TC2 
LG&E KU IMPA IMEA Total 

Ownership interest 14.25% 60.75% 12.88% 12.12% 100% 
Mwcapacity 107 455 97 91 750 

(in millions) LG&E KU 
Construction work in progress $74 $332 

KU and LG&E jointly own the following CTs and related equipment: 

($ in millions) KU LG&E Total 
($) ($) ($) 

($) Net ($) Net ($) Net 
Mw ($) Depre- Book Mw ($) Depre- Book Mw ($) Depre- Book 

Ownership Percentage Capacity Cost ciation Value Capacity Cost ciation Value Capacity Cost ciation Value 

KU 47%, LG&E 53% (I) 129 51 (11 ) 40 146 58 (12) 46 275 109 (23) 86 
KU 62%, LG&E 38% (2) 190 78 (14) 64 118 50 (10) 40 308 128 (24) 104 
KU 71%, LG&E 29% (3) 228 80 (14) 66 92 32 (6) 26 320 112 (20) 92 
KU 63%, LG&E 37% (4) 404 137 (17) 120 236 79 (8) 71 640 216 (25) 191 
KU 71%, LG&E29% (5) n/a 9 (2) 7 n/a 3 3 nla 12 (2) 10 

1) Comprised of Paddy's Run 13 and E.W. Brown 5. In addition to the above jointly owned utility plant, there 
is an inlet air cooling system attributable to Unit 5 and units 8-1 I at the E.W. Brown facility. This inlet air 
cooling system is not jointly owned, however, it is used to increase production on the units to which it 
relates, resulting in an additional 88 Mw of capacity for KU. 

2) Comprised of units 6 and 7 at the E.W. Brown facility. 
3) Comprised of units 5 and 6 at the Trimble County facility. 
4) Comprised ofCT Substation 7-10 and units 7, 8, 9 and 10 at the Trimble County facility. 
5) Comprised of CT Substation 5 and 6 and CT Pipeline at the Trimble County facility. 
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Both KU's and LG&E's participating share of direct expenses of the jointly owned plants is included in the 
corresponding operating expenses on its respective income statement (e.g., fuel, maintenance of plant, other 
operating expense). 

Note 11 - Related Party Transactions 

KU, subsidiaries ofE.ON U.S. and subsidiaries ofE.ON engage in related party transactions. Transactions 
between KU and E.ON U.S. subsidiaries are eliminated upon consolidation ofE.ONU.S. Transactions between 
KU and E.ON subsidiaries are eliminated upon consolidation ofE.ON. These transactions are generally 
performed at cost and are in accordance with the FERC regulations under PUHCA 2005 and the applicable 
Kentucky Commission and Virginia Commission regulations. The significant related party transactions are 
disclosed below. 

Electric Purchases 

KU and LG&E purchase energy from each other in order to effectively manage the load of their retail and 
wholesale customers. These sales and purchases are included in the statements of income as operating revenues 
and purchased power operating expense. KU intercompany electric revenues and purchased power expense for 
the years ended December 31, were as follows: 

(in millions) 
Electric operating revenues from LG&E 
Purchased power from LG&E 

Interest Charges 

2007 
$46 

93 

2006 
$77 

99 

See Note 8, Notes Payable and Other Short-Term Obligations, for details of intercompany borrowing 
arrangements. Intercompany agreements do not require interest payments for receivables related to services 
provided when settled within 30 days. 

KU's intercompany interest income and expense for the years ended December 31, were as follows: 

(in millions) 
Interest on money pool loans 
Interest on Fidelia loans 

Other Intercompany Billings 

2007 
$ 6 

35 

2006 
$ 3 

21 

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

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

Intercompany billings to and from KU for the years ended December 31, were as follows: 

(in millions) 
E.ON U.S. Services billings to KU 
KU billings to LG&E 
LG&E billings to KU 
KU billings to E.ON U.S. Services 

2007 
$488 

6 
12 
26 

2006 
$353 

56 
53 
23 

In September and December 2007, KU received capital contributions from its shareholder, E.ON U.S. in the 
amount of $55 million and $20 million, respectively. 

~ Note 12 - Accumulated Other Comprehensive Income 

Accumulated other comprehensive income (loss) consisted of the following: 

Minimum 
Pension 
Liability Income 

(in millions) Adiustment Pre-Tax Taxes Net 
Balance at December 31, 2005 $ (32) $ (32) $ 13 $(19) 

Minimum pension liability adjustment -----.TI. -----.TI. -1.ll) ---D.2) 
Balance at December 31, 2006 ~ ~ ~ ~ 

Balance at December 31, 2007 $ - $ - $ - $ -

Subsequent to the application of SF AS No. 158, adjustments to the minimum pension liability are recorded as 
regulatory assets and liabilities. As a result, there are no adjustments to the minimum pension liability recorded 
in accumulated other comprehensive income at December 31, 2007 or 2006. 

Note 13 - Subsequent Events 

On January 18, 2008, the Kentucky Commission issued an Order approving the charges and credits billed 
through the FAC during the review period of November 1, 2006 through April 30, 2007. 

On January 31, 2008 and February 14, 2008, the ratings of the Carroll County 2004 Series A bonds were 
downgraded from AAA to AA by S&P and from Aaa to A2 by Moody's, respectively, due to downgrades of the 
bond insurer. On February 25, 2008, the bonds were subsequently downgraded from AA to A by S&P, due to a 
further downgrade of the insurer. 

On February 1,2008, the Kentucky Commission issued an Order approving the real-time pricing pilot program 
proposed by KU, for implementation within approximately eight months, for its large commercial and industrial 
customers. 

On February 7, 2008 and February 25, 2008, the Carroll County 2006 Series C bonds were downgraded from 
Aaa to A2 by Moody's and from AAA to A-by S&P, due to downgrades of the bond insurer. 
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On February 26, 2008, KU commenced steps, including notice to relevant parties, to convert the Carroll County 
2007 Series A bonds and the Trimble County 2007 Series A bonds, from the auction rate mode to a fixed 
interest rate mode. Such conversions are scheduled to occur on April 4, 2008. 

Beginning in late 2007, the interest rates on the insured bonds, wherein interest rates are reset either weekly 01' 

every 35 days via an auction process, began to increase due to investor concerns about the creditwOlihiness of 
the bond insurers. In 2008, interest rates have continued to increase, and the Company has experienced "failed 
auctions" when there are insufficient bids for the bonds. When there is a failed auction, the interest rate is set 
pursuant to a formula stipulated in the indenture which can be as high as 15%. During 2007, the average rate on 
the auction rate bonds was 3.96%, whereas the average rate in January and February of2008 was 4.72%. 

On March 4, 2008, the FERC issued an Order approving the MISO exit fee recalculation agreement which 
provides KU with an immediate recovery of $1 million and an estimated $3 million over the next eight years for 
credits realized from other payments the MISO will receive, plus interest. 

On March 17, 2008, KU commenced steps, including notice to relevant parties, to convert the Carroll County 
2006 Series C bonds from the auction rate mode to a weekly interest rate mode. Such conversion is scheduled 
to occur on April 16, 2008. 
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Report of Independent Auditors 

To the Shareholder of Kentucky Utilities Company: 

In our opinion, the accompanying balance sheets and the related statements of capitalization, income, retained 
earnings, cash flows and comprehensive income present fairly, in all material respects, the financial position of 
Kentucky Utilities Company at December 31, 2007 and 2006, and the results of its operations and its cash flows 
for the years then ended in conformity with accounting principles generally accepted in the United States of 
America. These financial statements are the responsibility of the Company's management. Our responsibility 
is to express an opinion on these financial statements based on our audits. We conducted our audits of these 
statements in accordance with auditing standards generally accepted in the United States of America. Those 
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial 
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting 
the amounts and disclosures in the financial statements, assessing the accounting principles used and significant 
estimates made by management, and evaluating the overall financial statement presentation. We believe that 
oUl' audits provide a reasonable basis for our opinion. 

As discussed in Note 2 to the financial statements, Kentucky Utilities Company changed the manner in which it 
accounts for defined benefit pension and other postretirement benefit plans as of December 31, 2006. 

lsi PricewaterhouseCoopers LLP 
Louisville, Kentucky 
March 18, 2008 
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We hereby certify that we have examined celtified copies of the proceedings of record of 
the County of Carroll, Kentucky (the "County"), acting by and through its Fiscal COUlt as its 
duly authorized governing body, preliminary to and in connection with the issuance by the 
County of its Environmental Facilities Revenue Bonds, 2007 Series A (Kentucky Utilities 
Company Project), dated their date of issuance, in the aggregate principal amount of$17,875,000 
(the "Bonds"). The Bonds are issued under the provisions of Sections 103.200 to 103.285, 
inclusive, of the Kentucky Revised Statutes (the "Act"), for the purpose of providing funds 
which will be used, with other funds provided by Kentucky Utilities Company (the "Company") 
for the purpose of financing a portion of the costs of conSl1llction, acquisition, installation and 
equipping of certain solid waste disposal facilities to serve the Ghent Generating Station of the 
Company in Carroll County, Kentucky (the "Project") in order to provide for the collection, 
storage, treatment and final disposal of solid wastes, as provided by the Act. 

The Bonds mature on February I, 2026 and bear interest initially at the Auction Rate, as 
defined in the Indenture, hereinafter described, subject to change as provided in such Indenture. 
The Bonds will be subject to optional and mandatory redemption prior to maturity at the times, 
in the manner and upon the telms set forth in the Bonds. From such examination of the 
proceedings of the Fiscal Court of the County referred to above and from an examination of the 
Act, we are of the opinion that the County is duly authorized and empowered to issue the Bonds 
under the laws of the Commonwealth of Kentucky now in force. 

We have examined an executed counterpart of a celtain Loan Agreement, dated as of 
March I, 2007 (the "Loan Agreement"), between the County and the Company and a certified 
copy of the proceedings of record of the Fiscal Court of the County preliminary to and in 
connection with the execution and delivery of the Loan Agreement, pursuant to which the 
County has agreed to issue the Bonds and to lend the proceeds thereof to the Company to 
provide funds to finance a portion of the costs of the acquisition, construction, installation and 
equipping of the Project. The Company has agreed to make Loan payments to the Trustee at 
times and in amounts fully adequate to pay maturing principal of, interest on and redemption 
premium, if any, on the Bonds as same become due and payable. From such examination, we 
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are of the opinion that such proceedings of the Fiscal COUlt of the County show lawful authority 
for the execution and delivery of the Loan Agreement; that the Loan Agreement has been duly 
authorized, executed and delivered by the County; and that the Loan Agreement is a legal, valid 
and binding obligation of the County, enforceable in accordance with its tenus, subject to the 
qualification that the enforcement thereof may be limited by laws relating to bankruptcy, 
insolvency or other similar laws affecting creditors' rights generally, including equitable 
provisions where equitable remedies are sought. 

We have also examined an executed counterpart of a certain Indenture of Trust, dated as 
of March 1, 2007 (the "Indenture"), by and between the County and Deutsche Bank Trust 
Company Americas, as trustee (the "Trustee"), securing the Bonds and setting forth the 
covenants and undertakings of the County in connection with the Bonds and a celtified copy of 
the proceedings of record of the Fiscal Court of the County preliminary to and in connection with 
the execution and delivery of the Indenture. Pursuant to the Indenture, celtain of the County's 
rights under the Loan Agreement, including the right to receive payments thereunder, and all 
moneys and securities held by the Trustee in accordance with the Indenture (except moneys and 
securities in the Rebate Fund created thereby) have been assigned to the Trustee, as security for 
the holders of the Bonds. From such examination, we are of the opinion that such proceedings of 
the Fiscal Court of the County show lawful authority for the execution and delivery of the 
Indenture; that the Indenture has been duly authorized, executed and delivered by the County; 
and that the Indenture is a legal, valid and binding obligation upon the patties thereto according 
to its tenus, subject to the qualification that the enforcement thereof may be limited by laws 
relating to bankruptcy, insolvency or other similar laws affecting creditors' rights generally, 
including equitable provisions where equitable remedies are sought. 

In our opinion the Bonds have been validly authorized, executed and issued in 
accordance with the laws of the Commonwealth of Kentucky now in full force and effect, and 
constitute legal, valid and binding special obligations of the County entitled to the benefit of the 
security provided by the Indenture and enforceable in accordance with their telms, subject to the 
qualification that the enforcement thereof may be limited by laws relating to bankruptcy, 
insolvency or other similar laws affecting creditors' rights generally, including equitable 
provisions where equitable remedies are sought. The Bonds are payable by the County solely 
and only from payments and other amounts derived from the Loan Agreement and as provided in 
the Indenture. 

In our opinion, under existing laws, including current statutes, regulations, administrative 
rulings and official interpretations by the Internal Revenue Service, subject to the exceptions and 
qualifications contained in the succeeding paragraphs, (i) interest on the Bonds is excluded from 
the gross income of the recipients thereof for federal income tax purposes, except that no opinion 
is expressed regarding such exclusion from gross income with respect to any Bond during any 
period in which it is held by a "substantial user" of the Project or a "related person," as such 
tenus are used in Section 147(a) of the Internal Revenue Code of 1986, as amended (the "Code") 
and (ii) interest on the Bonds is a separate item of tax preference in determining alternative 
minimum taxable income for individuals and corporations under the Code. In arriving at this 
opinion, we have relied upon representations, factual statements and certifications of the 
Company with respect to certain material facts which are solely within the Company's 
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knowledge in reaching our conclusion, inter alia, that not less than 95% of the proceeds of the 
Bonds will be used to finance solid waste disposal facilities qualified for financing under Section 
142(a)(6) of the Code and the Act. Further, in arriving at the opinion set forth in this paragraph 
as to the exclusion from gross income of interest on the Bonds, we have assumed and this 
opinion is conditioned on, the accuracy of and continuing compliance by the Company and the 
County with representations and covenants set fOlth in the Loan Agreement and the Indenture 
which are intended to assure compliance with celtain tax-exempt interest provisions of the Code. 
Such representations and covenants must be accurate and must be complied with subsequent to 
the issuance of the Bonds in order that interest on the Bonds be excluded from gross income for 
federal income tax purposes. Failure to comply with certain of such representations and 
covenants in respect of the Bonds subsequent to the issuance of the Bonds could cause the 
interest thereon to be included in gross income for federal income tax purposes retroactively to 
the date of issuance of the Bonds. We express no opinion (i) regarding the exclusion of interest 
on any Bond from gross income for federal income tax purposes on or after the date on which 
any change, including any interest rate conversion, permitted by the documents (other than with 
approval of this firm) is taken which adversely affects the tax treatment of the Bonds 01' (ii) as to 
the treatment for purposes of federal income taxation of interest on the Bonds upon a 
Determination ofTaxability. We are further of the opinion that interest on the Bonds is excluded 
from gross income of the recipients thereof for Kentucky income tax purposes and that the 
Bonds are exempt from ad valorem taxation by the Commonwealth of Kentucky and all political 
subdivisions thereof. 

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

(a) The Code provides for a "branch profits tax" which subjects to tax, at a rate of 
30%, the effectively connected earnings and profits of a foreign corporation which engages in a 
United States trade or business. Interest on the Bonds would be includable in the amount of 
effectively connected earnings and profits and thus would increase the branch profits tax 
liability. 

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

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

Holders of the Bonds should be aware that the ownership of the Bonds may result in 
collateral federal income tax consequences. For instance, the Code provides that, for taxable 
years beginning after December 31, 1986, property and casualty insurance companies will be 
required to reduce their loss reserve deductions by 15% of the tax-exempt interest received on 
certain obligations, such as the Bonds, acquired after August 7, 1986. (For purposes of the 
immediately preceding sentence, a portion of dividends paid to an affiliated insurance company 
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may be treated as tax-exempt interest.) The Code fU1iher provides for the disallowance of any 
deduction for interest expenses incurred by banks and celiain other financial institutions 
allocable to carrying certain tax-exempt obligations, such as the Bonds, acquired after August 7, 
1986. The Code also provides that, with respect to taxpayers other than such financial 
institutions, such taxpayers will be unable to deduct any portion of the interest expenses incurred 
or continued to purchase or carry the Bonds. The Code also provides, with respect to 
individuals, that interest on tax-exempt obligations, including the Bonds, is included in modified 
adjusted gross income for purposes of determining the taxability of social security and railroad 
retirement benefits. Furthermore, the earned income credit is not allowed for individuals with an 
aggregate amount of disqualified income within the meaning of Section 32 of the Code, which 
exceeds $2,200. Interest on the Bonds will be taken into account in the calculation of 
disqualified income. 

We have received opinions of John R. McCall, Esq., General Counsel of the Company 
and Jones Day, Chicago, Illinois, counsel to the Company, of even date herewith. In rendering 
this opinion, we have relied upon said opinions with respect to the matters therein. We have also 
received an opinion of even date herewith of Han. James C. Monk, County Attorney of the 
County and relied upon said opinion with respect to the matters therein. Said opinions are in 
forms satisfactory to us as to both scope and content. 

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

In rendering the foregoing opinions, we are passing upon only those matters specifically 
set forth in such opinions and are not passing upon the investment quality of the Bonds or the 
accuracy or completeness of any statements made in connection with any offer or sale thereof. 
The opinions herein are expressed as of the date hereof and we assume no obligation to 
supplement or update such opinions to reflect any facts or circumstances that may hereafter come 
to our attention or any changes in law that may hereafter occur. 

We are members of the Bar of the Commonwealth of Kentucky and do not purport to be 
experts on the laws of any jurisdiction other than the Commonwealth of Kentucky and the 
United States of America, and we express no opinion as to the laws of any jurisdiction other than 
those specified. 
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We hereby certify that we have examined ce11ified copies of the proceedings of record of 
the County of Trimble, Kentucky (the "County"), acting by and through its Fiscal Com1 as its 
duly authorized governing body, preliminary to and in connection with the issuance by the 
County of its Environmental Facilities Revenue Bonds, 2007 Series A (Kentucky Utilities 
Company Project), dated their date of issuance, in the aggregate principal amount of $8,927,000 
(the "Bonds"). The Bonds are issued under the provisions of Sections 103.200 to 103.285, 
inclusive, of the Kentucky Revised Statutes (the "Act"), for the purpose of providing funds 
which will be used, with other funds provided by Kentucky Utilities Company (the "Company") 
for the purpose of financing a portion of the costs of constlUction, acquisition, installation and 
equipping of certain solid waste disposal facilities to serve the Trimble County Generating 
Station of the Company in Trimble County, Kentucky (the "Project") in order to provide for the 
collection, storage, treatment and final disposal of solid wastes, as provided by the Act. 

The Bonds mature on March 1, 2037 and bear interest initially at the Auction Rate, as 
defined in the Indenture, hereinafter described, subject to change as provided in such Indenture. 
The Bonds will be subject to optional and mandatory redemption prior to maturity at the times, 
in the manner and upon the telms set forth in the Bonds. From such examination of the 
proceedings of the Fiscal Comt of the County referred to above and from an examination of the 
Act, we are of the opinion that the County is duly authorized and empowered to issue the Bonds 
under the laws of the Commonwealth of Kentucky now in force. 

We have examined an executed counterpart of a certain Loan Agreement, dated as of 
March 1, 2007 (the "Loan Agreement"), between the County and the Company and a certified 
copy of the proceedings of record of the Fiscal Court of the County preliminary to and in 
connection with the execution and delivery of the Loan Agreement, pursuant to which the 
County has agreed to issue the Bonds and to lend the proceeds thereof to the Company to 
provide funds to finance a portion of the costs of the acquisition, constlUction, installation and 
equipping of the Project. The Company has agreed to make Loan payments to the Trustee at 
times and in amounts fully adequate to pay maturing principal of, interest on and redemption 
premium, if any, on the Bonds as same become due and payable. From such examination, we 
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are of the opinion that such proceedings of the Fiscal Court of the County show lawful authority 
for the execution and delivelY of the Loan Agreement; that the Loan Agreement has been duly 
authorized, executed and delivered by the County; and that the Loan Agreement is a legal, valid 
and binding obligation of the County, enforceable in accordance with its terms, subject to the 
qualification that the enforcement thereof may be limited by laws relating to bankruptcy, 
insolvency or other similar laws affecting creditors' rights generally, including equitable 
provisions where equitable remedies are sought. 

We have also examined an executed counterpart of a certain Indenture of Trust, dated as 
of March I, 2007 (the "Indenture"), by and between the County and Deutsche Bank Trust 
Company Americas, as trustee (the "Trustee"), securing the Bonds and setting forth the 
covenants and undeltakings of the County in connection with the Bonds and a certified copy of 
the proceedings of record of the Fiscal Court of the County preliminary to and in connection with 
the execution and delivery of the Indenture. Pursuant to the Indenture, certain of the County's 
rights under the Loan Agreement, including the right to receive payments thereunder, and all 
moneys and securities held by the Trustee in accordance with the Indenture (except moneys and 
securities in the Rebate Fund created thereby) have been assigned to the Trustee, as security for 
the holders of the Bonds. From such examination, we are of the opinion that such proceedings of 
the Fiscal Court of the County show lawful authority for the execution and delivery of the 
Indenture; that the Indenture has been duly authorized, executed and delivered by the County; 
and that the Indenture is a legal, valid and binding obligation upon the parties thereto according 
to its telms, subject to the qualification that the enforcement thereof may be limited by laws 
relating to bankruptcy, insolvency or other similar laws affecting creditors' rights generally, 
including equitable provisions where equitable l'emedies are sought. 

In our opinion the Bonds have been validly authorized, executed and issued in 
accordance with the laws of the Commonwealth of Kentucky now in full force and effect, and 
constitute legal, valid and binding special obligations of the County entitled to the benefit of the 
security provided by the Indenture and enforceable in accordance with their terms, subject to the 
qualification that the enforcement thereof may be limited by laws relating to bankruptcy, 
insolvency or other similar laws affecting creditors' rights generally, including equitable 
provisions where equitable remedies are sought. The Bonds are payable by the County solely 
and only from payments and other amounts derived from the Loan Agreement and as provided in 
the Indenture. 

In our opinion, under existing laws, including cUn'ent statutes, regulations, administrative 
rulings and official interpretations by the Internal Revenue Service, subject to the exceptions and 
qualifications contained in the succeeding paragraphs, (i) interest on the Bonds is excluded from 
the gross income of the recipients thereof for federal income tax purposes, except that no opinion 
is expressed regarding such exclusion from gross income with respect to any Bond during any 
period in which it is held by a "substantial user" of the Project or a "related person," as such 
terms are used in Section I 47(a) of the Internal Revenue Code of 1986, as amended (the "Code") 
and (ii) interest on the Bonds is a separate item of tax preference in determining alternative 
minimum taxable income for individuals and corporations under the Code. In arriving at tlns 
opinion, we have relied upon representations, factual statements and celtifications of the 
Company with respect to certain material facts which are solely within the Company's 
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knowledge in reaching our conclusion, inter alia, that not less than 95% of the proceeds of the 
Bonds will be used to finance solid waste disposal facilities qualified for financing under Section 
I 42(a)(6) of the Code and the Act. Further, in arriving at the opinion set forth in this paragraph 
as to the exclusion from gross income of interest on the Bonds, we have assumed and this 
opinion is conditioned on, the accuracy of and continuing compliance by the Company and the 
County with representations and covenants set forth in the Loan Agreement and the Indenture 
which are intended to assure compliance with certain tax-exempt interest provisions of the Code. 
Such representations and covenants must be accurate and must be complied with subsequent to 
the issuance of the Bonds in order that interest on the Bonds be excluded from gross income for 
federal income tax purposes. Failure to comply with certain of such representations and 
covenants in respect of the Bonds subsequent to the issuance of the Bonds could cause the 
interest thereon to be included in gross income for federal income tax purposes retroactively to 
the date of issuance of the Bonds. We express no opinion (i) regarding the exclusion of interest 
on any Bond from gross income for federal income tax purposes on or after the date on which 
any change, including any interest rate conversion, permitted by the documents (other than with 
approval of this firm) is taken which adversely affects the tax treatment of the Bonds or (ii) as to 
the treatment for pUlposes of federal income taxation of interest on the Bonds upon a 
Determination of Taxability. We are further of the opinion that interest on the Bonds is excluded 
from gross income of the recipients thereof for Kentucky income tax purposes and that the 
Bonds are exempt from ad valorem taxation by the Commonwealth of Kentucky and all political 
subdivisions thereof. 

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

(a) The Code provides for a "branch profits tax" which subjects to tax, at a rate of 
30%, the effectively connected earnings and profits of a foreign corporation which engages in a 
United States trade or business. Interest on the Bonds would be includable in the amount of 
effectively connected earnings and profits and thus would increase the branch profits tax 
liability. 

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

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

Holders of the Bonds should be aware that the ownership of the Bonds may result in 
collateral federal income tax consequences. For instance, the Code provides that, for taxable 
years beginning after December 31, 1986, property and casualty insurance companies will be 
required to reduce their loss reserve deductions by 15% of the tax-exempt interest received on 
certain obligations, such as the Bonds, acquired after August 7, 1986. (For purposes of the 
immediately preceding sentence, a portion of dividends paid to an affiliated insurance company 
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may be treated as tax-exempt interest.) The Code further provides for the disallowance of any 
deduction for interest expenses incurred by banks and certain other financial institutions 
allocable to carrying certain tax-exempt obligations, such as the Bonds, acquired after August 7, 
1986. The Code also provides that, with respect to taxpayers other than such financial 
institutions, such taxpayers will be unable to deduct any portion of the interest expenses incurred 
01' continued to purchase or carry the Bonds. The Code also provides, with respect to 
individuals, that interest on tax-exempt obligations, including the Bonds, is included in modified 
adjusted gross income for purposes of determining the taxability of social security and railroad 
retirement benefits. Furthermore, the earned income credit is not allowed for individuals with an 
aggregate amount of disqualified income within the meaning of Section 32 of the Code, which 
exceeds $2,200. Interest on the Bonds will be taken into account in the calculation of 
disqualified income. 

We have received opinions of John R. McCall, Esq., General Counsel of the Company 
and Jones Day, Chicago, Illinois, counsel to the Company, of even date herewith. In rendering 
this opinion, we have relied upon said opinions with respect to the matters therein. We have also 
received an opinion of even date herewith of Hon. Perry Arnold, County Attorney of the County 
and relied upon said opinion with respect to the matters therein. Said opinions are in forms 
satisfactolY to us as to both scope and content. 

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

In rendering the foregoing opinions, we are passing upon only those matters specifically 
set forth in such opinions and are not passing upon the investment quality of the Bonds or the 
accuracy or completeness of any statements made in connection with any offer or sale thereof. 
The opinions herein are expressed as of the date hereof and we assume no obligation to 
supplement or update such opinions to reflect any facts or circumstances that may hereafter come 
to our attention or any changes in law that may hereafter occur. 

We are members of the Bar of the Commonwealth of Kentucky and do not pUrpOlt to be 
experts on the laws of any jurisdiction other than the Commonwealth of Kentucky and the 
United States of America, and we express no opinion as to the laws of any jurisdiction other than 
those specified. 

Respectfully submitted, 

~J~G~~~~ 
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Form of Conversion Opinion of Bond Counsel 
(Carroll County Bonds) 

Appendix B-3 

~~~_,2008 

Re: Conversion to Long-Term Interest Rate Period of$[7,875,000 "County of Carroll, 
Kentucky, Environmental Facilities Revenue Bonds, 2007 Series A (Kentucky Utilities 
Company Project)" 

Ladies and Gentlemen: 

This opinion is being furnished in accordance with the requirements of the Indenture of 
Trust, dated as of March 1,2007 (the "Indenture"), between the County of Carroll, Kentucky 
(the "Issuer") and the Trustee pertaining to $17,875,000 principal amount of County of Carroll, 
Kentucky, Environmental Facilities Revenue Bonds, 2007 Series A (Kentucky Utilities 
Company Project), dated May 24, 2007 (the "Bonds"), in order to satisfy certain requirements of 
Sections 2.02(e)(i) and 2.02(f)(ii) of the Indenture. Pursuant to Sections 2.02(e)(i) and 2.02(f)(ii) 
of the Indenture, the interest rate on the Bonds is being adjusted from an Auction Rate to a Long
Term Interest Rate to maturity of February 1,2026, effective on April 3, 2008, the Conversion 
Date. The terms used herein denoted by initial capitals and not otherwise defined shall have the 
meanings specified in the Indenture. 

We have examined the law and such documents and matters as we have deemed 
necessaty to provide this opinion. As to questions of fact material to the opinions expressed 
herein, we have relied upon the provisions of the Indenture and related documents, and upon 
representations made to us without undel1aking to verify the same by independent investigation. 

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

[n rendering this opinion, we assume, without verifying, that the Issuer and the Company 
have complied and will comply with all covenants contained in the Indenture, the Loan 
Agreement between the Issuer and the Company, dated March I, 2007, the General Tax 
Representation Certificate of the Company, dated May 24, 2007 (the "Tax Agreement"), and 
other documents relating to the Bonds. We rendered our approving opinion at the time of the 
issuance of the Bonds relating to, among other things, the validity of the Bonds and the exclusion 
from federal income taxation of interest on the Bonds. We have not been requested to update or 
continue such opinion and have not undertaken to do so. Accordingly, we do not express any 
opinion with respect to the Bonds except as set forth above. 
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Our opinion represents our legal judgment based upon our review ofthe law and the facts 
that we deem relevant to render such opinion and is not a guarantee of a result. This opinion is 
given as of the date hereof and we assume no obligation to review or supplement this opinion to 
reflect any facts or circumstances that may hereafter come to our attention or any changes in law 
that may hereafter occur. 

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

STOLL KEENON OGDEN PLLC 
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Appendix B-4 

Form of Conversion Opinion of Bond Counsel 
(Trimble County Bonds) 

____ ,2008 

Re: Conversion to Long-Term Interest Rate Period of $8,927,000 "County of Trimble, 
Kentucky, Environmental Facilities Revenue Bonds, 2007 Series A (Kentucky Utilities 
Company Project)" 

Ladies and Gentlemen: 

This opinion is being furnished in accordance with the requirements of the Indenture of 
Trust, dated as of March 1,2007 (the "Indenture"), between the County of Trimble, Kentucky 
(the "Issuer") and the Trustee pertaining to $8,927,000 principal amount of County of Trimble, 
Kentucky, Environmental Facilities Revenue Bonds, 2007 Series A (Kentucky Utilities 
Company Project), dated May 24, 2007 (the "Bonds"), in order to satisfy certain requirements of 
Sections 2.02(e)(i) and 2.02(t)(ii) of the Indenture. Pursuant to Sections 2.02(e)(i) and 2.02(t)(ii) 
of the Indenture, the interest rate on the Bonds is being adjusted from an Auction Rate to a Long
Term Interest Rate to maturity of March 1,2037, effective on April 3, 2008, the Conversion Date. 
The terms used herein denoted by initial capitals and not otherwise defined shall have the 
meanings specified in the Indenture. 

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

Based upon the foregoing, as of the date hereof, we are of the opinion that the conversion 
of the interest rate on the Bonds as described herein (a) is authorized or permitted by the Act and 
the Indenture and (b) will not adversely affect the validity of the Bonds or any exclusion from 
gross income for federal income tax purposes to which interest on the Bonds would otherwise be 
entitled. Interest on the Bonds is not and will not be excluded from gross income during any 
period when the Bonds are held by the Company or a "related person" of the Company as 
defined in Section 1 47(a) of the Internal Revenue Code of 1986, as amended. 

In rendering this opinion, we assume, without verifying, that the Issuer and the Company 
have complied and will comply with all covenants contained in the Indenture, the Loan 
Agreement between the Issuer and the Company, dated March 1,2007, the General Tax 
Representation Certificate ofthe Company, dated May 24, 2007 (the "Tax Agreement"), and 
other documents relating to the Bonds. We rendered our approving opinion at the time of the 
issuance of the Bonds relating to, among other things, the validity of the Bonds and the exclusion 
from federal income taxation ofinterest on the Bonds. We have not been requested to update or 
continue such opinion and have not undeltaken to do so. Accordingly, we do not express any 
opinion with respect to the Bonds except as set forth above. 
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Our opinion represents our legal judgment based upon our review of the law and the facts 
that we deem relevant to render such opinion and is not a guarantee of a result. This opinion is 
given as of the date hereof and we assume no obligation to review or supplement this opinion to 
reflect any facts or circumstances that may hereafter come to Olll' attention or any changes in law 
that may hereafter OCClll'. 

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

STOLL KEENON OGDEN PLLC 
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Appendix C 

Copy of 2007 Official Statement 
(excluding Appendix A, Appendix B and Appendix C thereto) 
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Subject to the conditions and exceptions set forth under the caption ''Tax Treatment," Bond COlillsel is of the opinion thaI, under current 
Jaw. interest 011 each series of Bonds offered hereby will be excludable from the gross income of the recipients thereof for federal income tax 
purposes, except that no opinion will be exprcssed regarding such exclusion from gross income with respect to any Bond during any period in 
which it is held by a "substantial user" or a "related person" of the related Project as such terms are llsed in Section 147(a) of the Internal 
Revenue Code of 1986, as amended (the "Code"). Interest on each series of Bonds will be an item of tax preference in determining 
alternative minimum taxable income for individuals and corporations under the Code. Such interest may be subject to certain feeleral income 
taxes imposed on certain corporations, including imposition of the branch profits tax on a portion of such interest. Bond Counsel is further 
of the opinion that interest on each series of Bonds will be excludable from the gross income of the recipients thereof for Kentucky income 
tax purposes and that, under current law, the principal of each series of Bonds will be exempt from ad valorem taxes in Kentucky. Issuance of 
each series of Bonds is subject to receipt of a favorable tax opinion of Bond Counsel as of the date of deliveJ}' of each series of Bonds. See 
"Tax Treatment" herein. 

$17,875,000 
County of Carroll, Kentucky 

Environmental Facilities Revenue Bonds 
2007 Series A 

(Kentucky Utilities Com.pany Project) 
Due: February 1, 2026 

(AMT) 

$8,927,000 
County of Trimble, Kentucky 

Environmental Facilities Revenue Bonds 
2007 Series A 

(Kentucky Utilities Company Project) 
Due: March 1, 2037 

(AMT) 

Dated: Date of original delivery 

The Bonds of each series (indiyidually the "Carroll County Bonds" and the ('Trimble County Bonds" and, collectively, the "Bonds") 
will be special and limited obligations of the County of Carroll, Kentucky and the County of Trimble, Kentucky (the "Issuers"), respectively, 
payable by the respective Issuers solely from and secured by payments to be received by the Issuers pursuant to separate Loan Agreements 
with 

Kentucky Utilities Company 
(the "Company"), except as payable from proceeds of stich Bonds or investment earnings thereon. The Bonds wi11 not constitute general 
obligations of the Issuers or a charge against the general credit or ta.xing powers thereof or of the Commonwealth of Kentucky or any other 
rolitical subdivision of Kentucky. 

Payment of the principal of and interest on each series of Bonds when due will be insured by separate financial gttaranty insurance 
policies to be issued hy Ambac Assurance Corporation ("Ambac Assurance" or the "Bond Insurer") simultaneously with the delivery of the 
Bonds. 

Ambac 
The Bonds of each series are separate series and the sale and delivery of one series is not dependent on the sale and delivery of the 

other series. The Bonds of each serie,." will accrue interest from the respective date of original issuance, will initially be issued in a seven·day 
Auction Period, and will initially hear interest at an Auction Rate determined pursuant to the Atlction Procedures described in Appendix B 
hereto. The first Auction will occur on May 30, 2007 with subsequent auctions occurring each Wednesday unless changed as provided herein. 
The first Interest Payment Date on the Bonds will be May 31, 2007 and each ThtlfSday thereafter subject to certain exceptions described 
herein. The Bonds of each series will continue to bear interest at an Auction Rate until their Conversion to ,t different Interest Rate Mode 
or until maturity. WhHe the Bonds of a series bear interest at the Auction Rate, the Bonds of such series will not be subject to purchase on 
demand of the owners thereof. Prospective purchasers of the Bonds should carefully review the Auction Procedures and should note that 
such procedures provide that (1) a Bid or Sell Order constitutes a commitment to purchase or sell Bonds based upon the results of an 
Auction, (li) Auctions wHi he conducted through telephone communications and (iii) settlement for purchases and sales will be made on the 
Business Day fol!owing an Auction. Bcneficial interests in Bonds bearing interest at an Auction Rate may he transferred only pursuant to a 
Bid or Sell Order placed in an Auction or to or through a Broker·Dcaler. See "Summary of the Bonds-Broker·Dealer," "Summary of the 
Bonds-Certain COllSiderations Affecting Auction Rate Securities," "Summary of the Bonds-Summary of Certain Provisions of the Bonds" 
and "Appendix B--Auction Procedures." 

PRICE: 100% 

The Bonds or a serics will be securcd solely by paymcnts to be made by the COlllpany under the related Loan Agrcement, which "ill be 
ullsecUL'ed gcneral obligations or tile Company, Ilud "ill rank on a parily with other unsecured indebtedness of the Company, The Company 
\,iIl coyenant not to innw, assume or guarantee nny secured indebtedness other than as pcrmitted In the Loan Agreemcnts, See "Security; 
Limitation on Liens.1I 

The Bonds, when issued, will be registered in the name of Cede & Co., as registered owner and nominee for The Depository Trust 
Company ("DTC"), New York, New York. DTC will act as securities depository. Purchases of beneficial ownership interests in the Bonds 
bearing interest at the Auction Rate will be made in hook-entry only form in dcnominations of $1,000 and integral multiples thereof. 
Purchasers will not receive certificates representing their beneficial intere$ts in the Bonds. See the information contained under the caption 
"Summary of the Bonds-Book·Entt)'·Only System" herein. The principal of, premium, if any, and interest on the Bonds will be paid by 
Deutsche Bank Trust Company Americas, as TrlIstee, to Cede & Co., as long as Cede & Co. is the registered owner of the Bonds. 
Disbursement of such paymcnts to the DTC Participants is the responsibility of DTC, and disbursement of such payments to the purchasers 
of beneficial ownership interests is the responsibility of DTC's Direct and Indirect Participants, as more funy described herein. 

The Bonds arc offered whcn, as and if issued and received by the Underwriter, subject to prior sale, withdrawal or modification of the 
offer without notice, and to the approval of legality by Stoll Keenon Ogden PLLC, Louisville, Kentucky, as Bond Counsel and upon 
satisfaction of certain conditions. Certain legal matters will be passed upon for the Company by its counsel, Jones Day, Chicago, Illinois and 
John R. MCCall, Esq., Executive Vice President, General Counsel and Corporate Secretary of the Company, for the Issuers by their 
respective County Attorneys, and for the Under\\'riter by its counsel, Winston & Strawn LLP, Chicago, Illinois. It is expected that the Bonds 
will be a\'ailablc for delivery to DTC in New York, New York on or about May 24, 2007. 

LEHMAN BROTHERS 
Dated: May 17, 2007 
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No dealer, broker, salesman or other person has been authorized by the Issuers or either 
of them, the Company or the UndClwriter to give any information or to make any representation 
with respect to the Bonds, other than those contained in this Official Statement, and, if given or 
made, such other information or representation must not be relied upon as having been 
authorized by any of the foregoing. The Underwriter has provided the following sentence for 
inclusion in this Official Statement. The Underwriter has reviewed the information in this 
Official Statement in accordance with, and as part of, its responsibilities to investors under the 
federal securities laws as applied to the facts and circumstances of this transaction, but the 
Underwriter does not guarantee the accuracy or completeness of such information. The 
information and expressions of opinion herein are subject to change without notice and neither 
the delivery of this Official Statement nor any sale made hereunder shall, under any 
circumstances, create any implication that there has been no change in the affairs of the parties 
referred to above since the date hereof. Although the Issuers have consented to the use of this 
Official Statement in connection with the initial issuance and sale of the Bonds, neither Issuer 
makes any representation with respect to the accuracy or completeness hereof and will incur no 
liability with respcet thereto, except for the information under the caption "The Issuers." 

In connection with the offering of the Bonds, the Underwriter may over-allot or 
effect transactions which stabilize or maintain the market prices of such Bonds at levels 
above those which might otherwise prevail in the open market. Such stabilizing, if 
commenced, may be discontinued at any time. 

IN MAKING AN INVESTMENT DECISION, INVESTORS MUST RELY ON THEIR 
OWN EXAMINATION OF THE ISSUERS, THE COMPANY, THE BOND INSURER AND 
THE TERMS OF THE OFFERING, INCLUDING THE MERITS AND RISKS INVOLVED. 
THESE SECURITIES HAVE NOT BEEN RECOMMENDED BY ANY FEDERAL OR 
STATE SECURITIES COMMISSION OR REGULATORY AUTHORITY. FURTHERMORE, 
THE FOREGOING AUTHORITIES HAVE NOT CONFIRMED THE ACCURACY OR 
DETERMINED THE ADEQUACY OF THIS DOCUMENT. ANY REPRESENTATION TO 
THE CONTRARY IS A CRIMINAL OFFENSE. 
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OFFICIAL STATEMENT 

$17,875,000 
County of Carroll, Kentucky 

Environmental Facilities Revenue Bonds 
2007 Series A 

(Kentucky Utilities Company Project) 

$8,927,000 
County of Trimble, Kentucky 

Environmental Facilities Revenue Bonds 
2007 Series A 

(Kentucky Utilities Company Project) 

Introductory Statement 

This Official Statement, including the cover page and Appendices, is provided to furnish 
information in connection with the offer and sale by the County of Carroll, Kentucky ("Carroll 
County") of its Environmental Facilities Revenue Bonds, 2007 Series A (Kentucky Utilities 
Company Project), in the aggregate principal amount of$17,875,000 (the "Carroll County 
Bonds") to be issued pursuant to an Indenture ofTmst dated as of March 1, 2007 (the "Carroll 
County Indenture") between Carroll County and Deutsche Bank Tmst Company Americas (the 
"Carroll County Tmstee"), as Trustee, Paying Agent and Bond Registrar, and the County of 
Trimble, Kentucky ("Trimble County") of its Environmental Facilities Revenue Bonds, 2007 
Series A (Kentucky Utilities Company Project), in the aggregate principal amount of $8,927,000 
(the "Trimble County Bonds" and, collectively with the Carroll County Bonds, the "Bonds") to 
be issucd pursuant to an Indenture of Tmst dated as of March 1, 2007 (the "Trimble County 
Indenture" and, collectively with the Carroll County Indenture, the "Indentures") between 
Trimble County and Deutsche Bank Tmst Company Americas (the "Trimble County Tmstee" 
and, collectively with the Carroll County Tmstee, the "Tmstee"), as Trustee, Paying Agent and 
Bond Registrar. 

Pursuant to separate Loan Agreements by and between Kcntucky Utilities Company (the 
"Company") and the respective Issuers, dated as of March 1, 2007 (each, a "Loan Agreement" 
and, collectively, the "Loan Agreements"), proceeds from the sale ofthe Bonds, other than 
accrued interest, if any, paid by the initial purchasers thereof, will be loaned by the respective 
Issuers to the Company. The Loan Agreements are separate undertakings by and between the 
Company and the applicable Issuer. 

The proceeds of the Carroll County Bonds (other than any accmed interest) will be 
applied to finance certain solid waste disposal facilities (the "Carroll County Project") owned by 
the Company. The proceeds of the Trimble County Bonds (other than any accrued interest) will 
be applied to financc certain solid waste disposal facilities (the "Trimble County Project" and, 
collectively with the Carroll County Project, the "Projects") owned by the Company. For 
information regarding the Projects, see "The Projects." 

The Company is an operating subsidiaty ofE.ON U.S. LLC (formerly known as LG&E 
Energy LLC) and E.ON AG (the "Parents"). See "Appendix A - Kentucky Utilities 
Company." The Parents will have no obligation to make any payments due under the Loan 
Agreements or any other payments of principal, interest, premium or purchase price ofthe 
Bonds. 
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The Company will repay each loan under the applicable Loan Agreement by making 
payments to the applicable TlUstee in sufficient amounts to pay the principal of and interest and 
any premium on, and purchase price of, the applicable series of Bonds. See "Summaty of the 
Loan Agreement - General." Pursuant to the applicable Indenture, an Issuer's rights under the 
applicable Loan Agreement (other than with respect to certain indemnification and expense 
payments) will be assigned to the applicable TlUstee as security for the applicable series of 
Bonds. 

The Bonds will be secured solely by payments to be made by the Company under the 
Loan Agreements, which will be unsecured general obligations of the Company, and will rank on 
a parity with other unsecured indebtedness of the Company. See "Security; Limitation on Liens" 
and "Summary of the Bonds - Remarketing and Purchase of Bonds." 

The Bonds are special and limited obligations of the respective Issuer and the 
respective Issuer's obligation to pay the principal of and interest and any premium on, and 
purchase price of, its respective series of Bonds is limited solely to the revenues and other 
amounts received by the Trustee under the applicable Indenture pursuant to the applicable 
Loan Agreement. The Bonds will not constitute an indebtedness, general obligation 01' 

pledge of the faith and credit 01' taxing power of the respective Issuer, the Commonwealth 
of Kentucky 01' any political subdivision thereof. 

Ambac Assurance Corporation ("Ambac Assurance" or the "Bond Insurer") will, 
concurrently with the issuance of the Bonds, issue separate Financial Guaranty Insurance 
Policies in respect of each series of Bonds (a "Bond Insurance Policy"), insuring the payment of 
regularly scheduled payments of the principal of the applicable series of Bonds and interest 
thereon that have become "Due for Payment" (as this term is defined in such Bond Insurance 
Policy), but in either case shall be unpaid by reason of nonpayment by the Issuer. Each Bond 
Insurance Policy will be issued pursuant to an Insurance Agreement between the Company and 
Ambac Assurance to be dated the date of issuance ofthe applicable series of Bonds (the 
"Insurance Agreement"). The Bond Insurance Policy will not insure payment of the purchase 
price of Bonds subject to mandatOlY purchase or purchase on the demand of the Bondholders 
thereof or payment of the principal, premium or interest on the Bonds as a result of an 
acceleration, redemption (other than specialmandatOlY redemption upon occurrence of a 
Determination of Taxability as hereinafter described) or other advancement of maturity. Certain 
information with respect to the Bond Insurance Policy and the Bond Insurer is included in this 
Official Statement. See "The Bond Insurance Policy and the Bond Insurer" and Appendix D. So 
long as the Bond Insurer is not in default under a Bond Insurance Policy, the applicable 
Indenture and applicable Loan Agreement may not be amended or supplemented, if such action 
requires the consent or approval of the Bondholders, without the prior written consent of the 
Bond Insurer. Upon the occurrence of an Event of Default under an Indenture, Ambac 
Assurance will be entitled to control and direct the enforcement of all rights and remedies 
granted to the applicable Bondholders or the applicable Trustee. See "Summaty of the Indenture 
- Rights of Bond Insurer." 

Each series of Bonds initially will bear interest at an Auction Rate acclUing from the 
applicable date of original issuance of such series of Bonds (the "Issue Date"). Thereafter, while 
the Bonds bear interest at an Auction Rate, the rate of interest, which will not exceed the 
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Maximum Rate (as defined herein), will be determined pursuant to the Auction Procedures on 
the Business Day preceding the first day of the related Auction Period by the Auction Agent and 
will remain in effect until the end of the Auction Period. The initial Auction Rate for each series 
of Bonds will be established by the Underwriter on or prior to the Issue Date. The first Auction 
shall occur on May 30, 2007 with subsequent auctions occurring each Wednesday unless 
changed as provided herein. The first Interest Payment Date will be May 31, 2007 and each 
Thursday thereafter subject to certain exceptions described herein. See "Appendix B - Auction 
Procedures. " 

Deutsche Bank TlUst Company Americas will be appointed Auction Agent under the 
applicable Indenture. Its corporate tlUst office is at 60 Wall Street, 27th Floor, Mailstop 
NYC 60-2715, New York, New York 10005, Attention: Auction Desk. The Auction Agent may 
be removed or replaced by the Company in accordance with the terms of the applicable 
Indenture. 

Lehman Brothers Inc. will be appointed as Broker-Dealer with respect to the Bonds on 
the Issue Date. One or more other Broker-Dealers may be appointed, and any Broker-Dealer 
may be removed or replaced, by the Company. 

Lehman Brothers Inc. will be appointed under the applicable Indenture to serve as 
Remarketing Agent for the Bonds. The Remarketing Agent may resign or be removed and a 
successor Remarketing Agent may be appointed in accordance with the terms of the applicable 
Indenture and the applicable Remarketing Agreement for the Bonds between the Remarketing 
Agent and the Company. 

Brief descriptions of the Company, the Issuers, the Bonds, the Loan Agreements, and the 
Indentures are included in this Official Statement. Such descriptions and information do not 
purport to be complete, comprehensive or definitive and are not to be constlUed as a 
representation or a guaranty of accuracy or completeness. All references herein to the 
documents are qualified in their entirety by reference to such documents, and references herein 
to a series of Bonds are qualified in their entirety by reference to the definitive form thereof 
included in the applicable Indenture. Copies of the Loan Agreements and the Indentures will be 
available for inspection at the principal corporate hust office of the TlUstee and, until the 
issuance of the Bonds, may be obtained from the Underwriter. Certain information relating to 
The DepositOly Trust Company ("DTC") and the book-enhy-only system has been furnished by 
DTC. Appendix A to this Official Statement and all information contained under the headings 
"The Projects" and "Use of Proceeds" has been furnished by the Company. The Issuers and 
Bond Counsel assume no responsibility for the accuracy or completeness of such Appendix A or 
such information. Appendix B to this Official Statement contains a description of the Auction 
Procedures. Appendix C to this Official Statement contains the proposed forms of opinion of 
Bond Counsel to be delivered in connection with the issuance and delivelY of the Bonds. 
Appendix D to this Official Statement contains the proposed form of Bond Insurance Policy to 
be issued by Ambac Assurance in connection with the issuance and delivelY of the Bonds. 
Appendix E to this Official Statement contains a description of certain provisions applicable to 
the Bonds while bearing interest at a Flexible Rate, a Variable Rate (as hereinafter defined) or a 
Long Term Rate. 
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Each Issuer is a public body corporate and politic duly created and existing as a county 
and political subdivision under the Constitution and laws of the Commonwealth of Kentucky. 
Each Issuer is authorized by Sections 103.200 to 103.285, inclusive, of the Kentucky Revised 
Statutes (collectively, the "Act") to (a) issue the respective series of Bonds and to assist in 
financing the Projects, (b) lend the proceeds from the sale of such respective series of Bonds to 
the Company for such pUipose and (c) enter into and perfOlm its obligations under the applicable 
Loan Agreement and the applicable Indenture. Each Issuer, through its legislative body, the 
Fiscal Court, has adopted one or more ordinances authorizing the issuance of the Bonds and the 
execution and delivelY of the related documents. 

THE BONDS OF EACH SERIES ARE SPECIAL AND LIMITED OBLIGATIONS 
PAYABLE SOLELY AND ONLY FROM CERTAIN SOURCES, INCLUDING AMOUNTS 
TO BE RECEIVED BY OR ON BEHALF OF THE APPLICABLE ISSUER UNDER THE 
APPLICABLE LOAN AGREEMENT. THE BONDS OF EACH SERIES WILL NOT 
CONSTITUTE AN INDEBTEDNESS, GENERAL OBLIGATION OR PLEDGE OF THE 
FAITH AND CREDIT OR TAXING POWER OF THE RESPECTIVE ISSUER, THE 
COMMONWEALTH OF KENTUCKY OR ANY POLITICAL SUBDIVISION THEREOF, 
AND WILL NOT GIVE RISE TO A PECUNIARY LIABILITY OF THE RESPECTIVE 
ISSUER OR A CHARGE AGAINST ITS GENERAL CREDIT OR TAXING POWERS. 

The Projects 

Carroll County Project 

The Carroll County Project consists of cel1ain solid waste disposal facilities at the 
Company's Ghent Generating Station located in Carroll County, Kentucky (the "Ghent 
Generating Station"), for the collection, storage, treatment and final disposal of solid wastes. 

The Company has begun construction and fabrication of the Carroll County Project. The 
Kentucky Public Service Commission has issued a Celiificate of Convenience and Necessity 
("CCN") that authorizes construction of the Carroll County Project. When constructed, the 
Carroll County Project will be the property of the Company. 

Trimble County Project 

The Trimble County Project consists of certain solid waste disposal facilities at Unit 2 of 
the Trimble County Generating Station located in Trimble County, Kentucky ("Trimble 2"), for 
the collection, storage, treatment and final disposal of solid wastes. 

The Company and its affiliate, Louisville Gas and Electric Company, a Kentucky 
corporation ("LG&E" and, collectively with the Company, the "Utilities"), have begun 
construction and fabrication of Trimble 2. The Utilities will have an undivided 75% ownership 
interest in Trimble 2 when constructed, of which the Company will own an 81 % undivided 
interest and LG&E will own a 19% undivided interest. The remaining 25% undivided ownership 
interest will be owned by governmental entities existing outside of Kentucky. The Kentucky 
Public Service Commission has issued a CCN that authorizes construction of Trimble 2. 
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The proceeds from the sale of each series of Bonds (exclusive of accrued interest, if any) 
will be used to finance a portion of the costs of the acquisition, construction, installation and 
cquipping of the respective Projects. 

Separate Series 

The Carroll County Bonds and the Trimble County Bonds will be paid from payments 
madc by or on behalf of the Company, will have substantially the same claim to such source of 
funds and are treated for federal income tax purposes as a single issue of obligations. The 
Carroll County Bonds and the Trimble County Bonds, however, are separate series and the sale 
and delivelY of one series is not dependent on the sale and delivery of the other series. In 
addition, optional or mandatOlY redemption of either the Carroll County Bonds or the Trimble 
County Bonds may be made in the manner described below without the redcmption of the other 
series. Similarly, a default under one of the series of Bonds or one of the Loan Agreements will 
not necessarily constitute a default undcr the other series of Bonds or Loan Agreement. Each 
series of Bonds can bear interest at an Interest Rate Mode different from the Interest Rate Mode 
borne by the other series of Bonds. Unless specifically otherwise noted, the following discussion 
under the captions "Summary of the Bonds," "Security; Limitation of Liens," "The Bond 
Insurance Policy and the Bond Insurer," "Summary of the Loan Agreemcnt," "SummaJY of the 
Indenture," "Enforccability Of Remedies," "Tax Treatment," "Continuing Disclosure" and 
"Appendix B - Auction Procedures" applies equally, but separately, to the Carroll County Bonds 
and the Trimble County Bonds. 

As used under such captions with respect to the Carroll County Bonds, the telm "Project" 
shall mean the Carroll County Project, the term "Generating Station" shall mean the Ghent 
Generating Station, the term "Bonds" shallmcan the Carroll County Bonds, the term "Loan 
Agreement" shall mean the Loan Agreement pursuant to which Carroll County will loan the 
proceeds from the sale of the Carroll County Bonds to the Company, the term "Indenture" shall 
mean the Carroll County Indenture, the term "Issuer" shall mean Carroll County and the term 
"Trustee" shall mean the Carroll County Trustee. 

As used under such captions with respect to the Trimble County Bonds, the term 
"Project" shall mean the Trimble County Project, the term "Generating Station" shall mean 
Trimble 2, the term "Bonds" shall mean the Trimble County Bonds, the term "Loan Agreemcnt" 
shall mean the Loan Agreement pursuant to which Trimble County will loan the proceeds from 
the sale of the Trimble County Bonds to the Company, the term "Indenture" shall mean the 
Trimble County Indenture, the term "Issuer" shall mean Trimble County and the term "Tmstee" 
shall mean the Trimble County Trustee. 

Summary of the Bonds 

General 

The Bonds will be issued in the aggregate principal amount set forth on the cover page of 
this Official Statement. The Carroll County Bonds will mature on Febl1laJY 1,2026. The 
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Trimble County Bonds will mature on March 1,2037. The Bonds arc also subject to redemption 
prior to maturity as described herein. 

From and after the date of the issuance and delivelY of the Bonds, the Bonds will bear 
interest at the Auction Rate and will continue to bear interest at the Auction Rate until a 
Conversion to another Interest Rate Mode is specified by the Company or until the maturity of 
the Bonds. The permitted Interest Rate Modes for the Bonds are (i) the "Flexible Rate," (ii) the 
"Daily Rate," (iii) the "Weekly Rate," (iv) the "Semi-Annual Rate," (v) the "Annual Rate," (vi) 
the "Long Term Rate" and (vii) the "Auction Rate." The Daily Rate, Weekly Rate, Semi-Annual 
Rate and Annual Rate are collectively referred to herein as "Variable Rates." Changes in the 
Interest Rate Mode will be effected, and notice of such changes will be given, as described below 
in "Conversion ofInterest Rate Modes." 

The Bonds initially will bear interest at an Auction Rate accming from the Issue Date. 
Thereafter, while the Bonds bear interest at an Auction Rate, the rate of interest, which will not 
exceed the Maximum Rate, will be determined pursuant to the Auction Procedures on the 
Business Day preceding the first day of the related Auction Period by the Auction Agent and will 
remain in effect until the end of the Auction Period. The initial Auction Rate will be established 
by the Underwriter on or prior to the Issue Date. The first Auction will occur on May 30, 2007 
with subsequent auctions occurring each Wednesday unless changed as provided herein The 
first Interest Payment Date will be May 31, 2007 and each Thursday thereafter subject to certain 
exceptions described herein. See "Appendix B - Auction Procedures." 

If there are more Bonds which bear interest at an Auction Rate offered for sale than there 
are buyers for those Bonds in any Auction, the owners of the Bonds may not be able to sell some 
or all of their Bonds at that time. The relative buying and selling interest of market participants 
in the Bonds and in the auction rate securities market as a whole vmy over time, may be 
adversely affected by, among other things, news relating to the Company or the Issuer, the 
attractiveness of alternative investments, the perceived risk of owning the security (whether 
related to credit, liquidity or any other risk), the tax treatment accorded the instmments, the 
accounting treatment accorded auction rate securities, including recent clarifications of U.S. 
generally accepted accounting principles relating to the treatment of the Bonds, reactions to 
regulatOlY actions or press reports, financial reporting cycles and market sentiment generally. 
Shifts of demand in response to any of the factors listed above cannot be predicted and may be 
short-lived or exist for longer periods. 

While the Bonds bear interest at the Auction Rate, the Bonds will not be subject to 
purchase on demand of the owners of the Bonds. The Bonds may be transferred by a 
Beneficial Owner only by offering such Bonds for sale at a scheduled Auction. There can 
be no assurance that sufficient Bonds by Potential Holders will be submitted to enable 
Bonds submitted for sale to be actually sold. Reference is made to "Summary of Certain 
Provisions of the Bonds," "Broker-Dealer" and "Certain Considerations Affecting Auction 
Rate Securities" below, as well as "Appendix B - Auction Procedures" for further details of 
the Bonds. 

During each Rate Period for an Interest Rate Mode (other than an Auction Rate), the 
interest rate or rates for the Bonds in that Interest Rate Mode, and Flexible Rate Periods for 
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Bonds accruing interest at a Flexible Rate, will be determined by the Remarketing Agent in 
accordance with the Indenture; provided that the interest rate or rates borne by any Bonds may 
not exceed the lesser of (i) the maximum interest rate permitted by applicable law or (ii) 15% per 
annum. 

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

The Bonds initially will be issued solely in book-enby-only form through DTC (or its 
nominee, Cede & Co.). So long as the Bonds are held in the book-ently-only system, DTC or its 
nominee will be the registered owner or holder of the Bonds for all purposes of the Indenture, the 
Bonds and this Official Statement. See "SummalY of the Bonds - Book-Entry-Only System" 
below. Individual purchases of book-entry interests in the Bonds will be made in 
book-entry-only form in (i) denominations of$I,OOO and integral multiples thereof, if bearing 
interest at the Auction Rate, (ii) denominations of $1 00,000 or any integral multiple thereof, if 
bearing interest at the Daily Rate or the Weekly Rate, (iii) denominations of $100,000 or any 
integral multiple of $5,000 in excess of $1 00,000, if bearing interest at Flexible Rates, or (iv) 
denominations of$5,000 and integral multiples thereof, if bearing interest at the Semi-Annual 
Rate, the Annual Rate or the Long Term Rate; provided, that, (i) if the Carroll County Bonds 
bear interest at the Daily Rate or the Weekly Rate, one Carroll County Bond may be in the 
denomination of, or include an additional $75,000, and (ii) if the Trimble County Bonds bear 
interest at (A) the Flexible Rate, the Semi-Annual Rate, the Annual Rate or the Long Tenn Rate, 
one Trimble County Bond may be in the denomination of, or include an additional $2,000, and 
(B) the Daily Rate or the Weekly Rate, one Trimble County Bond may be in the denomination 
of, or include an additional $27,000. 

Except as otherwise described below for Bonds held in DTC's book-entry-only system, 
the principal or redemption price of the Bonds is payable at the designated corporate bust office 
in New York, New York, of the TlUstee, as paying agent (the "Paying Agcnt"). Except as 
otherwise describcd below for Bonds held in DTC's book-entry-only system, interest on the 
Bonds is payable by check mailed to the owner of record; provided that interest payable on each 
Bond will be payable in immediately available funds by wire transfer within the continental 
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United States or by deposit into a bank account maintained with the Paying Agent (i) if the 
Interest Rate Mode is the Auction Rate, the Daily Rate, the Weekly Rate or the Flexible Rate, or 
(ii) at the written request of any owner of record holding at least $1,000,000 aggregate principal 
amount of the Bonds, if the Interest Rate Mode is the Semi-Annnal Rate, Annual Rate or Long 
Term Rate, received by the Tlustee, as bond registrar (the "Bond Registrar"), at least one 
Business Day prior to any Record Date. Except as otherwise described below for Bonds held in 
DTC's book-ently-only system, if the Interest Rate Mode is the Flexible Rate, interest payable 
on each Bond will be paid only upon presentation and sun'ender of such Bond. 

Bonds may be transferred or exchanged for an equal total amount of Bonds of other 
authorized denominations upon surrender of such Bonds at the principal office of the Bond 
Registrar, accompanied by a written instrument of transfer or authorization for exchange in form 
and with guaranty of signature satisfactolY to the Bond Registrar, duly executed by the registered 
owner or the owner's duly authorized attorney. Except as provided in the Indenture, the Bond 
Registrar will not be required to register the transfer or exchange of any Bond (i) during the 
fifteen days before any mailing of a notice of redemption of Bonds, (ii) after such Bond has been 
called for redemption or (iii) for which a registered owner has submitted a demand for purchase 
(see "Purchases of Bonds on Demand of Owner" below), or which has been purchased (see 
"Payment of Purchase Price" below). Registration of transfers and exchanges will be made 
without charge to the registered owners of Bonds, except that the Bond Registrar may require 
any registered owner requesting registration of transfer or exchange to pay any required tax or 
governmental charge. 

Tender Agent 

While the Bonds bear interest at the Auction Rate, the Bonds will not be subject to 
purchase on demand of the owners. While the Bonds bear interest in another Interest Rate Mode, 
owners may tender their Bonds, and in certain circumstances will be required to tender their 
Bonds, to the Tender Agent for purchase at the times and in the manner described herein under 
"MandatOlY Purchases of Bonds" and in Appendix E. So long as the Bonds are held in DTC's 
book-ently-only system, the Trustee will act as Tender Agent under the Indenture. Any 
successor Tender Agent appointed pursuant to the Indenture will also be a Paying Agent. 

Remarketing Agent 

Lehman Brothers Inc. will act as the Remarketing Agent with respect to the Bonds (thc 
"Remarketing Agent"). The Remarketing Agent (i) may be removed by the Issuer at any time in 
the Issuer's sole discretion, (ii) will resign if so requested by the Company by an instrument filed 
with the Issuer, the Remarketing Agent, the Trustee and the Tender Agent, and (iii) may resign 
in accordance with the Remarketing Agreement upon sixty days' notice. 

Broker-Dealer 

Each Auction requires the participation of one or more Broker-Dealers. The Auction 
Agent will enter into a Broker-Dealer Agreement with Lehman Brothers Inc., as initial Broker
Dealer (the "Broker-Dealer"). The Auction Agent may, with the consent of the Company, enter 
into similar agrcements with one or more additional Broker-Dealers which provide for the 
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participation of such Broker-Dealers in Auctions. In the Broker-Dealer Agreement, the Broker
Dealer agrees to handle customers' orders in accordance with its duties under applicable 
securities laws and rules. 

Certain Considerations Affecting Auction Rate Securities 

Role of Broker-Dealer. The Broker-Dealer has been appointed by the issuers or obligors 
of various auction rate securities to serve as a dealer in the auctions for those securities and is 
paid by the issuers for its services. The Broker-Dealer receives broker-dealer fees from such 
issuers at an agreed-upon annual rate that is applied to the principal amount of securities sold or 
successfully placed through the Broker-Dealer in such auctions. 

The Broker-Dealer is designated in the Broker-Dealer Agreement as the Broker-Dealer to 
contact Existing Holders and Potential Holders and solicit Bids (as such terms are defined 
herein) for the Bonds. The Broker-Dealer will receive Broker-Dealer fees from the Company 
with respect to the Bonds sold or successfully placed through it in Auctions. The Broker-Dealer 
may share a portion of such fees with other dealers that submit Orders through it that are filled in 
the Auction. 

Bidding bv Broker-Dealer. The Broker-Dealer is permitted, but not obligated, to submit 
Orders in Auctions for its own account either as a Bidder (as defined herein) or a Sellcr (as 
defined herein) and routinely does so in the auction rate securities market in its sole discretion. 
lfthe Broker-Dealer submits an Order (as defined herein) for its own account, it would have an 
advantage over other Bidders because the Broker-Dealer would have knowledge of the other 
Orders placed through it in that Auction, and, thus, could determine the rate and size of its Order 
so as to increase the likelihood that (i) its Order will be accepted in the Auction and (ii) the 
Auction will clear at a particular rate. For this reason, and because the Broker-Dealer is 
appointed and paid by the Company to serve as a Broker-Dealer in the Auction, the Broker
Dealer's interests in serving as the Broker-Dealer in an Auction may differ from those of 
Existing Holders and Potential Holders who participate in Auctions. See "Role of Broker
Dealer." The Broker-Dealer would not have knowledge of Orders submitted to the Auction 
Agent by any other firm that is, or may in the future be, appointed to accept Orders pursuant to a 
Broker-Dealer Agreement 

Where the Broker-Dealer is the only Broker-Dealer appointed by the Company to serve 
as the Broker-Dealer in the Auction, it would be the only Broker-Dealer that submits Orders to 
the Auction Agent in that Auction. As a result, in such circumstances, the Broker-Dealer could 
discern the clearing rate before the Orders are submitted to the Auction Agent and set the 
clearing rate with its Order. 

The Broker-Dealer may routinely place one or more Bids in an Auction for its own 
account to acquire the Bonds for its inventOlY, to prevent an "Auction Failure" (which occms if 
there are insufficient clearing bids which would result in the Auction Rate being set at the 
Maximum Rate) or to prevent an Auction from clearing at a rate that the Broker-Dealer believes 
does not reflect the market for the Bonds. The Broker-Dealer may place such Bids even after 
obtaining knowledge of some or all of the other Orders submitted through it. When bidding in 

9 



Attachment to Response to KU AG-I Question No. 217 
Page 102 of 153 

Arbough 

an Auction for its own account, the Broker-Dealer also may bid inside or outside the range of 
rates that it posts in its Price Talk. See "Price Talk." 

The Broker-Dealer routinely encourages bidding by others in auctions generally for 
which it serves as broker-dealer. The Broker-Dealer also may encourage bidding by others in 
Auctions, including to prevent an Auction Failure or to prevent an Auction from clearing at a 
rate that the Broker-Dealer believes does not reflect the market for the Bonds. The Broker
Dealer may encourage such Bids even after obtaining knowledge of some or all of the other 
Orders submitted through it. 

Bids by the Broker-Dealer or by those it may encourage to place Bids arc likely to affect 
(i) the Auction Rate - including preventing the Auction Rate from being set at the Maximum 
Rate or otherwise causing Bidders to receive a lower rate than they might have received had the 
Broker-Dealer not bid or not encouraged others to bid and (ii) the allocation of Bonds being 
auctioned - including displacing some Bidders who may have their Bids rejected or receive 
fewer Bonds than they would have received if the Broker-Dealer had not bid or encouraged 
others to bid. Because of these practices, the fact that an Auction clears successfully does not 
mean that an investment in the Bonds involves no significant liquidity or credit risk. The 
Broker-Dealer is not obligated to continue to place such bids or to continue to encourage other 
Bidders to do so in any particular Auction to prevent an Auction Failure or an Auction from 
clearing at a rate the Broker-Dealer believes does not reflect the market for the Bonds. Investors 
should not assume that the Broker-Dealer will place bids or encourage others to do so or that 
Auction Failures will not occur. Investors should also be aware that Bids by the Broker-Dealer or 
by those it may encourage to place Bids may cause lower Auction Rates to occur. 

The statements herein regarding bidding by the Broker-Dealer apply only to the 
Broker-Dealer's auction desk and any other business units of the Broker-Dealer that are 
not separated from the auction desk by an information barrier designed to limit 
inappropriate dissemination of bidding information. 

In any particular Auction, if all outstanding Bonds are the subject of Submitted Hold 
Orders, the Auction Rate for the next succeeding Auction Period will be the All Hold Rate (as 
defined herein) (such a situation is called an "All Hold Auction"). 

If the Broker-Dealer holds any Bonds for its own account on an Auction Date, it is the 
Broker-Dealer's practice to submit a Sell Order into the Auction with respect to such Bonds, 
which would prevent that Auction from being an All Hold Auction. The Broker-Dealer may, but 
is not obligated to, submit Bids for its own account in that same Auction, as set forth above. 

"Price Talk." Before the start of an Auction, the Broker-Dealer may, in its discretion, 
make available to its customers who are Existing Holders and Potential Holders the Broker
Dealer's good faith judgment of the range of likely clearing rates for the Auction based on 
market and other information. This is known as "Price Talk." Price Talk is not a guaranty that 
the rate established through the Auction will be within the Price Talk, and Existing Holders and 
Potential Holders are free to use it or ignore it. The Broker-Dealer may occasionally update and 
change the Price Talk based on changes in credit quality or macroeconomic factors that are likely 
to result in a change in interest rate levels, such as an announcement by the Federal Reserve 
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Board ofa change in the Federal Funds rate or an announcement by the Bureau of Labor 
Statistics of unemployment numbers. Potential Holders should confirm with the Broker-Dealer 
the manner by which the Broker-Dealer will communicate such Price Talk and any changes to 
the Price Talk. 

"All-or-Nothing" Bids. The Broker-Dealer will not accept "all-or-nothing" Bids (i.e., 
Bids whereby the Bidder proposes to reject an allocation smaller than the entire quantity bid) or 
any other type of Bid that allows the Bidder to avoid auction procedures that require the pro rata 
allocation of Bonds where there are not sufficient Sell Orders to fill all bids at the clearing rate. 

No Assurances Regarding Auction Outcomes. The Broker-Dealer provides no assurance 
as to the outcome of any Auction. The Broker-Dealer also does not provide any assurance that 
any Bid will be successful, in whole or in part, or that the Auction will clear at a rate that a 
Bidder considers acceptable. Bids may be only partially filled, or not filled at all, and the 
Auction Rate on any Bonds purchased or retained in the Auction may be lower than market rate 
for similar investments. 

The Broker-Dealer will not agree before an Auction to buy Bonds from or sell Bonds to a 
customer after the Auction. 

Deadlines. Each particular Auction has a formal deadline by which all Bids must be 
submitted by the Broker-Dealer to the Auction Agent. This deadline is called the "Submission 
Deadline." To provide sufficient time to process and submit customer Bids to the Auction Agent 
before the Submission Deadline, the Broker-Dealer imposes an earlier deadline - called the 
"Broker-Dealer Deadline" - by which Bidders must submit Bids to the Broker-Dealer. The 
Broker-Dealer Deadline is subject to change by the Broker-Dealer. Potential Holders should 
consult with the Broker-Dealer as to its Broker-Dealer Deadline. The Broker-Dealer may allow 
for correction of clerical eITors after the Broker-Dealer Deadline and prior to the Submission 
Deadline. The Broker-Dealer may submit Bids for its own account at any time until the 
Submission Deadline and may change Bids it has submitted for its own account at any time until 
the Submission Deadline. The Auction Procedures provide that until one hour after the Auction 
Agent completes the dissemination of the results of an Auction, new Orders can be submitted to 
the Auction Agent if such Orders were received by the Broker-Dealer or generated by the 
Broker-Dealer for its own account prior to the Submission Deadline and the failure to submit 
such Orders prior to the Submission Deadline was the result of force majeure, a technological 
failure or a clerical error. In addition until one hour after the Auction Agent completes the 
dissemination of the results of an Auction, the Broker-Dealer may modify or withdraw an Order 
submitted to the Auction Agent prior to the Submission Deadline if the Broker-Dealer 
determines that such Order contained a clerical error. In the event of such a submission, 
modification or withdrawal the Auction Agent will relUn the Auction, if necessary, taking into 
account such submission, modification or withdrawal. 

Existing Holder's Abilitv to Resell Auction Rate Securities Mav Be Limited. An Existing 
Holder may sell, transfer or dispose of a Bond (i) in an Auction, only pursuant to a Bid or Sell 
Order in accordance with the Auction Procedures, or (ii) outside an Auction, only to or through 
the Broker-Dealer. 

11 



Attachment to Response to KU AG-I Question No. 217 
Page 104 of 153 

Arbough 

Existing Holders will be able to sell all of the Bonds that are the subject of their 
submitted Sell Orders only if there are Bidders willing to purchase those Bonds in the Auction. 
If Sufficient Clearing Bids have not been made, Existing Holders that have submitted Sell Ordcrs 
will not be able to sell in the Auction all, and may not be able to sell any, of the Bonds subject to 
such submitted Sell Orders. As discussed above (see "Bidding by Broker-Dealer"), the Broker
Dealer may submit a bid in an Auction to avoid an Auction Failure, but are not obligated to do 
so. There may not always be enough bidders to prevent an Auction Failure in the absence of the 
Broker-Dealer bidding in the Auction for its own account or encouraging others to bid. 
Therefore, Auction Failures are possible, especially if the Company's credit were to deteriorate, 
if a market disruption were to occur or if, for any reason, the Broker-Dealer were unable or 
unwilling to bid. 

Between Auctions, there can be no assurance that a secondary market for the Bonds will 
develop or, if it does develop, that it will provide Existing Holders the ability to resell the Bonds 
on the terms or at the times desired by an Existing Holder. The Broker-Dealer may, in its own 
discretion, decide to buy or sell the Bonds in the secondaty market for its own account from or to 
investors at any time and at any price, including at prices equivalent to, below, or above par for 
the Bonds. However, the Broker-Dealer is not obligated to make a market in the Bonds, and may 
discontinue trading in the Bonds withont notice for any reason at any time. Existing Holders 
who resell between Auctions may receive an amount less than par, depending on market 
conditions. 

If an Existing Holder purchased a Bond through a dealer which is not the Broker-Dealer 
for the Bonds, such Existing Holder's ability to sell its Bond may be affected by the continued 
ability of its dealer to transact trades for the Bonds through the Broker-Dealer. 

The ability to resell the Bonds will depend on various factors affecting the market for the 
Bonds, including news relating to Company or the Bond Insurer, the attractiveness of alternative 
investments, investor demand for short term securities, the perceived risk of owning the Bonds 
(whether related to credit, liquidity or any other risk), the tax or accounting treatment accorded 
the Bonds (including U.S. generally accepted accounting principles as they apply to the 
acconnting treatment of auction rate securities), reactions of market participants to regulatOlY 
actions (such as those described in "Securities and Exchange Commission Settlements," below) 
or press reports, financial reporting cycles and market conditions generally. Demand for the 
Bonds may change without warning, and declines in demand may be short-lived or continue for 
longer periods. 

Resignation oUhe Auction Agent or the Broker-Dealer Could Impact the Ability to Hold 
Auctions. The Auction Agreement provides that the Auction Agent may resign from its duties as 
Auction Agent by giving at least 90 days' notice (30 days' notice if the Auction Agent has not 
received payment of its fees) to the Trustee, the Company, the Bond Insurer, the initial Broker
Dealer and the Issuer and does not require, as a condition to the effectiveness of such resignation, 
that a replacement Auction Agent be in place if its fees have not been paid. The Broker-Dealer 
Agreement provides that the Broker-Dealer thereunder may resign upon 5 days' notice 
(provided, however that if the Broker-Dealer is the initial Broker-Dealer, such initial Broker
Dealer may not resign or telminate the Broker-Dealer Agreement without first obtaining the 
prior written consent of the Company) and does not require, as a condition to the effectiveness of 
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such resignation, that a replacement Broker-Dealer be in place. For any Auction Period during 
which there is no duly appointed Auction Agent, or during which there is no duly appointed 
Broker-Dealer, it will not be possible to hold Auctions, with the result that the interest rate on the 
Bonds will be Maximum Rate. 

Securities and Exchal1f!e Commission Settlements. On May 31, 2006, the U.S. Securities 
and Exchange Commission (the "SEC") announced that it had settled its investigation of fifteen 
firms, including the Broker-Dealer, that pmticipate in the auction rate securities market regarding 
their respective practices and procedures in this market. The SEC alleged in the settlement that 
the finns had managed auctions for auction rate securities in which they pmticipated in ways that 
were not adequately disclosed or that did not confonn to disclosed auction procedures. As part 
of the settlement, the Broker-Dealer agreed to pay a civil penalty. In addition, the Broker
Dealer, without admitting or denying the SEC's allegations, agreed to provide to customers 
written descriptions of its material auction practices and procedures, and to implement 
procedures reasonably designed to detect and prevent any failures by the Broker-Dealer to 
conduct the auction process in accordance with disclosed procedures. No assurance can be 
offered as to how the settlement may affect the market for auction rate securities or the Bonds. 

In addition, on Januaty 9, 2007, the SEC announced that it had settled its investigation of 
three banks, including the Auction Agent, that participate as auction agents in the auction rate 
securities market, regarding their respective practices and procedures in this market. The SEC 
alleged in the settlement that the auction agents allowed broker-dealers in auctions to submit bids 
or revise bids after the submission deadlines and allowed broker-dealers to intervene in auctions 
in ways that affected the rates paid on the auction rate securities. As part of the settlement, the 
Auction Agent agreed to pay civil penalties. In addition, the Auction Agent, without admitting 
or denying the SEC's allegations, agreed to provide to broker-dealers and issuers written 
descriptions of its material auction practices and procedures and to implement procedures 
reasonably designed to detect and prevent any failures by that Auction Agent to condnct the 
auction process in accordance with disclosed procedures. No assurance can be offered as to how 
the settlement may affect the market for auction rate securities or the Bonds. 

Certain Definitions 

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

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

"Auction Rate" shall have the meaning set forth in Appendix B. 

"Auction Rate Period' shall have the meaning set forth in Appendix B. 
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"Beneficial Owner" means the person in whose name a Bond is recorded as such by the 
respective systems ofDTC and each Participant (as defined herein) or the registered holder of 
such Bond if such Bond is not then registered in the name of Cede & Co. 

"Business Day" means any day other than a Saturday or Sunday or legal holiday or a day 
on which banking institutions located in the City of New York, New York, or the New York 
Stock Exchange or banking institutions in the city in which the principal office of the TlUstee, 
the Bond Registrar, the Tender Agent, the Paying Agent, the Auction Agent, the Company or the 
Remarketing Agent are located are authorized by law or executive order to close. 

"Conversion" means any conversion from time to time in accordance with the terms of 
the Indenture of the Bonds from one Interest Rate Mode to another Interest Rate Mode. 

"Conversion Date" means initially the date of original issuance of the Bonds, and 
thereafter means the date on which any Conversion becomes effective. 

"Daily Rate Period' means the period beginning on, and including, the Conversion Date 
to the Daily Rate and ending on and including the day preceding the next Business Day and each 
period thereafter beginning on and including a Business Day and ending on and including the 
day preceding the next succeeding Business Day until the day preceding the earlier ofthe 
Conversion to a different Interest Rate Mode or the maturity of the Bonds. 

"Flexible Rate" means the Interest Rate Mode for the Bonds in which the interest rate for 
each Bond is determined with respect to such Bond during each Flexible Rate Period applicable 
to that Bond, as provided in the Indenture. 

"Flexible Rate Period' means with respect to any Bond, each period (which may be from 
one day to 270 days, or such lower maximum number of days as is then pelmitted under the 
Indenture) determined for such Bond, as provided in the Indenture. 

"Interest Payment Date" means (i) if the Interest Rate Mode is the Daily Rate or the 
Weekly Rate, the first Business Day of each calendar month, (ii) if the Interest Rate Mode is the 
Flexible Rate, for each Bond the last day of each Flexible Rate Period for such Bond (or if such 
day is not a Business Day, the next succeeding Business Day), (iii) if the Interest Rate Mode is 
the Semi-Annual Rate, the Annual Rate or the Long Term Rate, June I and December I, and, in 
the case of the Long Term Rate, also the Conversion Date or the effective date of a change to a 
new Long Term Rate Period; (iv) if the Interest Rate Mode is the Auction Rate (a) for any 
Auction Period other than a daily Auction Period or a Flexible Auction Period, the Business Day 
immediately following such Auction Period, (b) for a daily Auction Period, the first Business 
Day of the month immediately succeeding such Auction Period, and (c) for a Flexible Auction 
Period of (i) seven or more but fewer than 183 days, the Business Day immediately following 
such Flexible Auction Period, or (ii) 183 or more days, each semiannual date on which interest 
on the Bonds would be payable if such Bonds bore interest at a fixed rate of interest and on the 
Business Day immediately following such Flexible Auction Period; and (v) with respect to any 
Bond, the Conversion Date (including the date of a failed Conversion) or the effective date of a 
change to a new Long Term Rate Period for such Bond. In any case, the final Interest Payment 
Date will be the maturity date of the Bonds. 
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"Interest Period" means for all Bonds (or for any Bond if the Interest Rate Mode is the 
Flexible Rate) the period from and including each Interest Payment Date to and including the 
day immediately preceding the next Interest Payment Date, provided, however that the first 
Interest Period for the Bonds will begin on (and include) the date of issuance of the Bonds and 
the final Interest Period will end on Januaty 31, 2026 with respect to the Carroll County Bonds 
and Febmaty 28, 2037 with respect to the Trimble County Bonds. 

"Interest Rate Mode" means the Auction Rate, the Flexible Rate, the Daily Rate, the 
Weekly Rate, the Semi-Annual Rate, the Annual Rate and the Long Term Rate. 

"Long Term Rate Period' means any period established by the Company as hereinafter 
set forth under "Appendix E - Summaty of Certain Provisions of the Bonds while Bearing 
Interest at a Flexible Rate, a Variable Rate or a Long Term Rate - Determination ofInterest 
Rates for Interest Rate Modes - Long Term Rates and Long Term Rate Periods" and beginning 
on, and including, the Conversion Date to the Long Telm Rate and ending on, and including, the 
day prcceding the last Interest Payment Date for such period and, thereafter, each successive 
period of the same duration as the Long Term Rate Period previously established until the day 
preceding the earliest of the change to a different Long Term Rate Period, the Conversion to a 
different Interest Rate Mode or the maturity of the Bonds. 

"Maximum Rate" means the lesser of (i) the maximum interest rate permitted by 
applicable law or (ii) 15%. 

"Prevailing Market Conditions" means, without limitation, the following factors: existing 
short-term or long-term market rates for securities, the interest on which is excluded fi'om gross 
income for federal income tax purposes; indexes of such short-term or long-term rates and the 
existing market supply and demand for securities bearing such short-term or long-term rates; 
existing yield curves for short-term or long-term securities for obligations of credit quality 
comparable to the Bonds, the interest on which is excluded from gross income for federal income 
tax purposes; general economic conditions; industlY economic and financial conditions that may 
affect or be relevant to the Bonds; and such other facts, circumstances and conditions as the 
Remarketing Agent, in its sale discretion, determine to be relevant. 

"Purchase Date" means any date on which Bonds are to be purchased on the demand of 
the registered owners thereof or arc subject to mandatory purchase as described in the Indenture. 

"Semi-Annual Rate Period' means any period beginning on, and including, the 
Conversion Date to the Semi-Annual Rate, and ending on, and including, the day preceding the 
first Interest Payment Date thereafter and each successive six -month period thereafter beginning 
on and including an Interest Payment Date and ending on and including the day next preceding 
the next Interest Payment Date until the day preceding the earlier of the Conversion to a different 
Intercst Rate Mode or the maturity of the Bonds. 

"Weekly Rate Period' means the period beginning on, and including, the Conversion 
Date to the Weekly Rate, and ending on, and including, the next Wednesday, and thereafter the 
period beginning on, and including, any Thursday and ending on, and including, the earliest of 
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the next Wednesday, the day preceding the Conversion to a different Interest Rate Mode or the 
maturity of the Bonds. 

Summary of Certain Provisions of the Bonds 

The Bonds initially will bear interest at an Auction Rate accruing from the Issue Date, at 
a rate established by the Undelwriter on or prior to the Issue Date. Thereafter, the Auction Rate 
for each Auction Period (as defined in Appendix B hereto) will equal the interest rate determined 
pursuant to the Anction Procedures set forth in Appendix B; provided that snch interest rate will 
not exceed the Maximum Rate. The Bonds will bear interest at the applicable Auction Rate until 
they are converted to a Variable Rate, Flexible Rate or Long Term Rate. Following the Initial 
Period (as defined herein), the Bonds will be in a seven-day Auction Period. During any Auction 
Period, the Bonds may be converted among flexible, daily, seven-day, 28-day, 35-day, three 
month or six month periods. 

During any Auction Period, the Bonds will bear interest at the Auction Rate determined 
pursuant to the Auction Procedures. The Auction Rate for any initial Auction Period 
immediately after either any conversion to an Auction Period or a mandatory purchase of Bonds 
pursuant to the Indenture will be the rate of interest per annum determined and certified to the 
Trustee (with a copy to the Bond Registrar, Paying Agent and the Company) by the initial 
Broker-Dealer on a date not later than the effective date of such conversion or the date of such 
mandatory purchase, as the case may be, as the minimum rate of interest which, in the opinion of 
the initial Broker-Dealer, would be necessmy as of the date of such conversion or the date of 
such mandatmy purchase, as the case may be, to market Bonds in a secondmy market transaction 
at a price equal to the principal amount thereof; provided that such interest rate will not exceed 
the Maximum Rate. 

Ifthe Auction Agent fails to calculate or, for any reason, fails to provide the Auction Rate 
on the Auction Date, for any Auction Period (i) if the preceding Auction Period was a period of 
35 days or less, (A) a new Auction Period shall be established for the same length oftime as the 
preceding Auction Period, if the failure to make such calculation was because there was not at 
the time a duly appointed and acting Auction Agent or Broker-Dealer, and the Auction Period 
Rate for the new Auction Period shall be 80% of the Index if the Index is ascertainable on such 
date (by the Auction Agent, ifthere is at the time an Auction Agent, or the Trustee, if at the time 
there is no Auction Agent) or, (B) if the failure to make such calculation was for any other 
reason or if the Index is not ascertainable on such date, the prior Auction Period shall be 
extended to the seventh day following the day that would have been the last day of the preceding 
Auction Period (or if such seventh day is not followed by a Business Day then to the next 
succeeding day that is followed by a Business Day) and the Auction Period Rate for the period 
as so extended shall be the same as the Auction Period Rate for the Auction Period prior to the 
extension, and (ii) if the preceding Auction Period was a peliod of greater than 35 days, (A) a 
new Auction Period shall be established for a period that ends on the seventh day following the 
day that was the last day of the preceding Auction Period, (or if such seventh day is not followed 
by a Business Day then to the next succeeding day which is followed by a Business Day) if the 
failure to make such calculation was because there was not at the time a duly appointed and 
acting Auction Agent or Broker-Dealer, and the Auction Period Rate for the new Auction Period 
shall be 100% of the Index if the Index is ascertainable on such date (by the Auction Agent, if 
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there is at the time an Auction Agent, or the Tmstee, if at the time there is no Auction Agent) or, 
(B) if the failure to make such calculation was for any other reason or if the Index is not 
ascertainable on such date, the prior Auction Period shall be extended to the seventh day 
following the day that would have been the last day of the preceding Auction Period (or if such 
seventh day is not followed by a Business Day then to the next succeeding day that is followed 
by a Business Day) and the Auction Period Rate for the period as so extended shall be the same 
as the Auction Period Rate for the Auction Period prior to the extension. If a new Auction 
Period is established as set forth in clause (ii) (A) above, an Auction shall be held on the last 
Business Day of the new Auction Period to detClmine an Auction Rate for an Auction Period 
beginning on the Business Day immediately following the last day of the new Auction Period 
and ending on the date on which the Auction Period otherwise would have ended had there been 
no new Auction Period or Auction Periods subsequent to the last Auction Period for which a 
Winning Bid Rate had been determined. If an Auction Period is extended as set f011h in clause 
(i) (B) or (ii) (B) above, an Auction shall be held on the last Business Day of the Auction Period 
as so extended to determine an Auction Rate for an Auction Period beginning on the Business 
Day immediately following the last day of the extended Auction Period and ending on the date 
on which the Auction Period otherwise would have ended had there been no extension of the 
prior Auction Period. 

Notwithstanding the foregoing, neither new nor extended Auction Periods shall total 
more than 35 days in the aggregate. If at the end of the 35 days the Auction Agent fails to 
calculate or provide the Auction Rate, or there is not at the time a duly appointed and acting 
Auction Agent or Broker-Dealer, the Auction Period Rate shall be the Maximum Rate. 

If there is a failed conversion from an Auction Period to any other period or if there is a 
failure to change the length of the current Auction Period due to the lack of Sufficient Clearing 
Bids at the Auction on the Auction Date for the first new Auction Period, the Auction Period 
Rate for the next Auction Period shall be the Maximum Rate and the Auction Period shall be a 
seven-day Auction Period. 

An Auction to determine the interest rate for the next succeeding Auction Period will be 
held on each Auction Date. The procedure for submitting orders prior to the Submission 
Deadline (as defined in Appendix B) on each Auction Date is described in Appendix B, as are 
the particulars regarding the determination of the Auction Rate and the allocation of the Bonds. 

The Company, may, from time to time on the Interest Payment Date immediately 
following the end of any Auction Period, change the length of the Auction Period with respect to 
all of the Bonds of a Series among daily, seven-days, 28-days, 35-days, three months, six months 
or a Flexible Auction Period in order to accommodate economic and financial factors that may 
affect or be relevant to the length of the Auction Period and the interest rate borne by such 
Bonds. The Company shall initiate the change in the length of the Auction Period by giving 
written notice to the Issuer, the Tmstee, the Auction Agent, the Broker-Dealers and DTC that the 
Auction Period shall change if the conditions described herein are satisfied and the proposed 
effective date of the change, at least 10 Business Days prior to the Auction Date for such Auction 
Period. 
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Any such changed Auction Period shall be for a period of one day, seven-days, 28-days, 
35-days, three months, six months or a Flexible Auction Period and shall be for all of the Bonds 
of such Series. 

The change in length of the Auction Period shall take effect only if Sufficient Clearing 
Bids exist at the Auction on the Auction Date for such new Auction Period. For purposes of the 
Auction for such new Auction Period only, except to the extent any Existing Holder submits an 
Order with respect to such Bonds of any Series, each Existing Holder shall be deemed to have 
submitted Sell Orders with respect to all of its Bonds of such Series if the change is to a longer 
Auction Period and a Hold Order if the change is to a shorter Auction Period. If there are not 
Sufficient Clearing Bids for the first Auction Period, the Auction Rate for the new Auction 
Period shall be the Maximum Rate, and the Auction Period shall be a seven-day Auction Period. 

The Auction Agent, at the direction of the Company, may specify an earlier or later 
Auction Date (but in no event more than five Business Days earlier or later) than the Auction 
Date that would othelwise be determined in accordance with the definition of "Auction Date" in 
order to conform with then current market practice with respect to similar securities or to 
accommodate economic and financial factors that may affect or be relevant to the day of the 
week constituting an Auction Date and the interest rate borne by the Bonds. The Auction Agent 
shall provide notice of the Company's direction to specify an earlier Auction Date for an Auction 
Period by means of a written notice delivered at least 45 days prior to the proposed changed 
Auction Date to the Trustee, the Issuer, the Company and the Broker-Dealers with a copy to 
DTC. In the event the Auction Agent is instructed to specify an earlier Auction Date, the days of 
the week on which an Auction Period begins and ends, the day of the week on which a Flexible 
Auction Period ends and the Interest Payment Date relating to a Flexible Auction Period shall be 
adjusted accordingly. 

If, in the opinion of the Auction Agent and the Broker-Dealers, there is insufficient notice 
of an unscheduled holiday to allow the efficient implementation of the Auction Procedures set 
forth herein, the Auction Agent and the Broker-Dealers may, as they deem appropriate, set a 
different Auction Date and adjust any Interest Payment Dates and Auction Periods affected by 
such unscheduled holiday. 

For a more detailed discussion of the Bonds and the Auction Procedures to be used to 
determine the Auction Rate, see Appendix B to this Official Statement. 

Conversion of Interest Rate Modes 

Method o(Collversioll. The Interest Ratc Mode for the Bonds is subject to Conversion 
from time to time, in whole but not in part, on the dates specified below under "Limitations on 
Conversion," at the option of the Company, upon notice from the Bond Registrar to the 
registered owners of the Bonds, as described below. With any notice of Conversion, the 
Company must also deliver to the Bond Registrar and the Bond Insurer an opinion of Bond 
Counsel stating that such Conversion is authorized or permitted by the Act and is authorized by 
the Indenture and will not adversely affect the exclusion from gross income of interest on the 
Bonds for federal income tax purposes, other than a Conversion from the Daily Rate Period to 
the Weekly Rate Period or from the Weekly Rate Period to the Daily Rate Period. 
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Limitations on Conversion. Any Conversion of the Interest Rate Mode for the Bonds 
must be in compliance with the following conditions: (i) the Conversion Date must be a date on 
which the Bonds are subject to optional redemption (see "Redemptions - Optional Redemption" 
below); provided that any Conversion from the Daily Rate Period to a Weekly Rate Period or 
from the Weekly Rate Period to the Daily Rate Period must be on a Thursday and, if the 
Conversion is to or from an Auction Rate Period, the Conversion Date must be the last Interest 
Payment Date in respect of that Auction Rate Period; (ii) if the proposed Conversion Date would 
not be an Interest Payment Date but for the Conversion, the Conversion Date must be a Business 
Day; (iii) if the Conversion is from the Flexible Rate, (a) the Conversion Date may be no earlier 
than the latest Interest Payment Date established prior to the giving of notice to the Remarketing 
Agent of such proposed Conversion and (b) no fmther Interest Payment Date may be established 
while the Interest Rate Mode is then the Flexible Rate if such Interest Payment Date would occur 
after the effective date of that Conversion; and (iv) after a determination is made requiring 
mandatOlY redemption of all Bonds pursuant to the Indenture (see "Redemptions" below), no 
change in the Interest Rate Mode may be made prior to such mandatory redemption. Before the 
Company may convert the Interest Rate Mode for Bonds from the Anction Rate to any other 
Interest Rate Mode, the Company must first obtain the written consent of the Bond Insurer to 
that Conversion and, unless such conversion is to a Long-Term Rate Period fixed to maturity, the 
Bond Insurer may require that the Company obtain a liquidity facility. 

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

Cancellation of Conversion o(Jnterest Rate Mode. Notwithstanding the foregoing, no 
Conversion will occur if (A) the Remarketing Agent has not determined the initial interest rate 
for the new Interest Rate Mode in accordance with the terms of the Indenture, (B) the Bonds that 
are to be purchased arc not remarketed or sold by the Remarketing Agent, or (C) the Bond 
Registrar receives written notice from Bond Counsel prior to the opening of business on the 
effective date of Conversion to the effect that the opinion of such Bond Counsel required under 
the Indenture has been rescinded. If such Conversion fails to occur, such Bonds in the Auction 
Rate will remain in such Interest Rate Mode and Bonds in any other Interest Rate Mode will 
automatically be converted to the Weekly Rate (with the first period adjusted in length so that the 
last day of such period will be a Wednesday) at the rate detelmined by the Remal'keting Agent 
on the failed Conversion Date; provided, that there must be delivered to the Issuer, the TlUstee, 
the Bond Registrar, the Tender Agent, the Company, the Bond Insurer and the Remarketing 
Agent, an opinion of Bond Counsel to the effect that determining the interest rate to be borne by 
the Bonds at a Weekly Rate is authorized or permitted by the Act and is authorized under the 
Indenture and will not adversely affect the exclusion from gross income of interest on the Bonds 
for federal income tax purposes. If such opinion is not delivered on the failed Conversion Date, 
the Bonds will bear interest for a Rate Period of the same type and of substantially the same 
length as the Rate Period in effect prior to the failed Conversion Date at a rate of interest 
determined by the Remarketing Agent on the failed Conversion Date (or if shorter, the Rate 
Period ending on the date before the maturity date); provided that if the Bonds then bear interest 
at the Long Term Rate, and if such opinion is not delivered on the date which would have been 
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the effective date of a new Long Term Rate Period, the Bonds will bear interest at the Annual 
Rate, commencing on such date, at an Annual Rate determined by the Remarketing Agent on 
such date. If the proposed Conversion of Bonds fails as described herein, any mandatOlY 
purchase of such Bonds will remain effective. 

Purchases of Bonds on Demand of Owner 

As initially issued, the Bonds will bear interest at the Auction Rate and as a result will not 
be subject to purchase on demand of the owners thereof. When the Interest Rate Mode is other 
than the Auction Rate, the Bonds are subject to purchase on the demand of the owners thereof as 
described in Appendix E. 

Mandatory Purchases of Bonds 

Mandatorv Purchase on All Conversion Dates or Change bv the Company in Long Term 
Rate Period. The Bonds will be subject to mandatOlY purchase at a purchase price equal to the 
principal amount thereof, plus, if the Interest Rate Mode is the Long Term Rate, the redemption 
premium, if any, which would be payable as described under "Redemptions - Optional 
Redemption" below, if the Bonds were redeemed on the Purchase Date (A) on each Conversion 
Date and (B) on the effective date of any change by the Company of the Long Term Rate Period. 
Such tender and purchase will be required even if the change in Long Term Rate Period or the 
Conversion is canceled pursuant to the Indenture. For a description of provisions applicable to 
Interest Rate Modes other than the Auction Rate, see Appendix E. 

Notice to Owners o(Mandatorv Purchases. Notice to owners of a mandatolY purchase of 
Bonds on a Conversion Date or upon a change in Long Telm Rate Period will be given by the 
Bond Registrar, together with the notice of such Conversion or change of Long Telm Rate 
Period, as applicable, by first class mail at least 15 days (30 days in the case of Conversion from 
or to the Auction Rate, the Semi-Annual Rate, the Annual Rate or the Long Term Rate or in the 
case of a change in the Long Term Rate Period) but not more than 45 days before each 
Conversion Date or each effective date of a change in the Long Term Rate Period. The notice of 
mandatOlY purchase will state those matters required to be set forth therein under the Indenture. 

Remar\{eting and Purchase of Bonds 

The Indenture provides that, subject to the terms of a Remarketing Agreement with the 
Company, the Remarketing Agent will use its commercially reasonable best efforts to offer for 
sale Bonds purchased upon demand of the owners thereof and, unless otherwise instructed by the 
Company, upon mandatory purchase, provided that Bonds will not be remarketed upon the 
occurrence and continuance of certain Events of Default under the Indenture, except in the sole 
discretion of the Remarketing Agent. Each such sale will be at a price equal to the principal 
amount thereof, plus interest accrued to the date of sale. The Remarketing Agent, the Trustee, 
the Paying Agent, the Bond Registrar or the Tender Agent each may purchase any Bonds offered 
for sale for its own account. 

The purchase price of Bonds tendered for purchase will be paid by the Tender Agent 
from moneys derived from the remarketing of such Bonds by the Remarketing Agent and, if such 
remarketing proceeds are insufficient, from moneys made available by the Company. The 
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Company is obligated to purchase any Bonds tendered for purchase to the extent such Bonds 
have not been remarketed. Any such purchases by the Company will not result in the 
extinguishment of the purchased Bonds. The Company currently maintains lines of credit or 
other liquidity facilities in amounts determined by it to be sufficient to meet its current needs and 
expects to continue to maintain such lines of credit or other liquidity facilities from time to time 
to the extent determined by it to be neceSSalY to meet its then-current needs. The Trustee, any 
Paying Agent, the Tender Agent and the owners of the Bonds have no right to draw under any 
line of credit or other liquidity facility maintained by the Company. There is no provision in the 
Indenture or the Loan Agreement requiring the Company to maintain such financing 
arrangements which may be discontinued at any time without notice. The Bond Insurance Policy 
is not intended to provide a direct source ofliquidity to pay the purchase price of Bonds tendered 
for purchase pursuant to the Indenture. 

Any deficiency in purchase price payments resulting from the Remarketing Agent's 
failure to deliver remarketing proceeds of all Bonds with respect to which the Remarketing 
Agent notified the Tender Agent were remarketed will not result in an Event of Default under the 
Indenture until the opening of business on the next succeeding Business Day unless the 
Company fails to provide sufficient funds to pay such purchase price by the opening of business 
on such next succeeding Business Day. If sufficient funds are not available for the purchase of 
all tendered Bonds, no purchase of Bonds will be consummated, but failure to consummate such 
purchase will not be deemed to be an Event of Default under the Indenture if sufficient funds 
have been provided in a timely manner by the Company to the Tender Agent for such purpose. 

Payment of Purchase Price 

When a book-entry-only system is not in effect, payment of the purchase price of any 
Bond will be payable (and delivery of a replacement Bond in exchange for the portion of any 
Bond not purchased if such Bond is purchased in part will be made) on the Purchase Date upon 
dclivery of such Bond to the Tender Agent on such Purchase Date; provided that such Bond must 
be delivered to the Tender Agent: (i) at or prior to 12:00 noon (New York City time), in the case 
of Bonds delivered for purchase during a Weekly Rate Period or Flexible Rate Period, (ii) at or 
prior to 1 :00 p.m. (New York City time), in the case of Bonds delivered for purchase during a 
Daily Rate Period or (iii) at or prior to 11 :00 a.m. (New York City time), in the case of Bonds 
delivered for purchase during a Semi-Annual Rate Period, Annual Rate Period or Long Term 
Rate Period. If the date of such purchase is not a Business Day, the purchase price will be 
payable on the next succeeding Business Day. 

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

If the registered owner of any Bond (or portion thereot) that is subject to purchase 
pursuant to the Indenture fails to deliver such Bond with an appropriate instrument of transfer to 
the Tender Agent for purchase on the Purchase Date, and if the Tender Agent is in receipt of the 
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purchase price therefor, such Bond (or portion thereof) nevertheless will be deemed purchased 
on the Purchase Date thereof. Any owner who so fails to deliver such Bond for purchase on (or 
before) the Purchase Date will have no further rights thereunder, except the right to receive the 
purchase price thereoffrom those moneys deposited with the Tender Agent in the Purchase Fund 
pursuant to the Indenture upon presentation and surrender of such Bond to the Tender Agent 
properly endorsed for transfer in blank with all signatures guaranteed. 

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

Redemptions 

Optional Redemption. 

(i) Whenever the Interest Rate Mode for the Bonds is the Auction Rate, the Bonds 
will be subject to redemption at the option of the Issuer, upon the written direction of the 
Company, in whole or in part, on the Business Day immediately succeeding any Auction Date 
(as defined in Appendix B attached hereto), at a redemption price of 100% of the principal 
amount thereof, together with acclUed interest to the redemption date. 

(ii) Whenever the Interest Rate Mode for the Bonds is the Daily Rate or the Weekly 
Rate, the Bonds will be subject to redemption at the option of the Issuer, upon the written 
direction of the Company, in whole or in part, at a redemption price of 100% of the principal 
amount thereof, plus interest acclUed, if any, to the redemption date, on any Business Day. 

(iii) Whenever the Interest Rate Mode for a Bond is the Flexible Rate, such Bond will 
be subject to redemption at the option of the Issuer, upon the written direction of the Company, 
in whole or in part, at a redemption price of 100% ofthe principal amount thereof on any Interest 
Payment Date for that Bond. 

(iv) Whenever the Interest Rate Mode for the Bonds is the Semi-Annual Rate, the 
Bonds will be subject to redemption at the option of the Issuer, upon the written direction of the 
Company, in whole or in part, at a redemption price of 100% of the principal amount thereof on 
any Interest Payment Date for each Semi-Annual Rate Period. 

(v) Whenever the Interest Rate Mode for the Bonds is the Annual Rate, the Bonds 
will be subject to redemption at the option of the Issuer, upon the written direction of the 
Company, in whole or in part, at a redemption price of 100% of the principal amount thereof on 
the final Interest Payment Date for each Annual Rate Period. 

(vi) Whenever the Interest Rate Mode for the Bonds is the Long Term Rate, the Bonds 
will be subject to redemption at the option of the Issuer, upon the written direction of the 
Company, in whole or in part, (A) on the final Interest Payment Date for the then current Long 
Term Rate Period at a redemption price of 100% of the principal amount thereof and (B) prior to 
the end of the then current Long Term Rate Period at any time during the redemption periods and 
at the redemption prices set forth below, plus in each case interest acclUed, if any, to the 
redemption date: 
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Redemption Price as 
Percentage of Principal 

100% 

Non-callable 

Subject to certain conditions, including provision of an opinion of Bond Counsel that a change in 
the redemption provisions of the Bonds will not adversely affect the exclusion from gross 
income of interest on the Bonds for federal income tax purposes, the redemption periods and 
redemption prices may be revised, effective as of the Conversion Date, the date ofa change in 
the Long Term Rate Period or a Purchase Date on the final Interest Payment Date during a Long 
Term Rate Period, to reflect Prevailing Market Conditions on such date as determined by the 
Remarketing Agent in its judgment. Any such revision of the redemption periods and 
redemption prices will not be considered an amendment or a supplement to the Indenture and 
will not require the consent of any Bondholder or any other person or entity. 

Extraordinary Optional Redemption in Whole. The Bonds may be redeemed by the 
Issuer in whole at any time at 100% of the principal amount thereof plus accrued interest to the 
redemption date upon the exercise by the Company of an option under the Loan Agreement to 
prepay the loan ifany of the following events shall have occurred within 180 days preceding the 
giving of written notice by the Company to the Trustee of such election: 

(i) if in the judgment of the Company, unreasonable burdens or excessive 
liabilities have been imposed upon the Company after the issuance of the Bonds with 
respect to the Project or the operation thereof, including without limitation federal, state 
or other ad valorem property, income or other taxes not imposed on the date ofthe Loan 
Agreement, other than ad valorem taxes levied upon privately owned property used for 
the same general purpose as the Project; 

(ii) if the Project or a portion thereof or other property of the Company in 
connection with which the Project is used has been damaged or destroyed to such an 
extent so as, in the judgment of the Company, to render the Project or such other property 
of the Company in connection with which the Project is used unsatisfactory to the 
Company for its intended use, and such condition continues for a period of six months; 

(iii) there has occurred condemnation of all or substantially all of the Project or 
the taking by eminent domain of such use or control of the Project or other property of 
the Company in connection with which the Project is used so as, in the judgment of the 
Company, to render the Project or such other property of the Company unsatisfactory to 
the Company for its intended use; 
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(iv) in the event changes, which the Company cannot reasonably control, in 
the economic availability of materials, supplies, labor, equipment or other properties or 
things necessary for the efficient operation of the Generating Station have occurred, 
which, in the judgment of the Company, render the continued operation of such 
Generating Station or any generating unit at such station uneconomical; or changes in 
circumstances after the issuance of the Bonds, including but not limited to changes in 
solid waste abatement, control and disposal requirements, have occurred such that the 
Company determines that use of the Project is no longer required or desirable; 

(v) the Loan Agreement has become void or unenforceable or impossible of 
performance by reason of any changes in the Constitution of the Commonwealth of 
Kentucky or the Constitution of the United States of America or by reason of legislative 
or administrative action (whether state offedera!) or any final decree, judgment or order 
of any court or administrative body, whether state or federal; or 

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

Extraordinary Optional Redemption in Whole or in Part. The Bonds are also subject to 
redemption in whole or in part at 100% of the principal amount thereof plus accrued interest to 
the redemption date at the option of the Company in an amount not to exceed the net proceeds 
received from insurance or any condemnation award received by the Issuer or the Company in 
the event of damage, destruction or condemnation of all or a portion of the Project, subject to 
receipt of an opinion of Bond Counsel that such redemption will not adversely affect the 
exclusion of interest on any of the Bonds from gross income for federal income tax purposes. 
See "Summary of the Loan Agreement - Maintenance; Damage, Destruction and 
Condemnation." Such redemption may occur at any time, provided that if such event occurs 
while the Interest Rate Mode for the Bonds is the Flexible Rate or Semi-Annual Rate, such 
redemption must occur on a date on which the Bonds are otherwise subject to optional 
redemption as described above. 

Mandator)! Redemption; Determination o(Taxability. The Bonds are required to be 
redeemed by the Issuer, in whole, or in such part as described below, at a redemption price equal 
to 100% of the principal amount thereof, without redemption premium, plus acclued interest, if 
any, to the redemption date, within 180 days following a "Determination of Taxability." As used 
herein, a "Determination of Taxability" means the receipt by the Tmstee of written notice from a 
current or former registered owner of a Bond or from the Company or the Issuer of (i) the 
issuance of a published or private ruling or a technical advice memorandum by the Intemal 
Revenue Service in which the Company participated or has been given the opportunity to 
participate, and which ruling or memorandum the Company, in its discretion, does not contest or 
from which no further right of administrative or judicial review or appeal exists, or (ii) a final 
determination from which no further right of appeal exists of any court of competent jurisdiction 
in the United States in a proceeding in which the Company has participated or has been a party, 
or has been given the opportunity to participate or be a party, in each case, to the effect that as a 
result of a failure by the Company to perform or observe any covenant or agreement or the 
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inaccuracy of any representation contained in the Loan Agreement or any other agreement or 
certificate delivered in connection with the Bonds, the interest on the Bonds is included in the 
gross income of the owners thereof for federal income tax purposes, other than with respect to a 
person who is a "substantial user" or a "related person" of a substantial user within the meaning 
of the Section 147 ofIntemal Revenue Code of 1986, as amended (the "Code"); provided, 
however, that no such Determination of Taxability shall be considered to exist as a result of the 
Trustee receiving notice from a current or former registered owner of a Bond or from the Issuer 
unless (i) the Issuer or the registered owner or former registered owner of the Bond involved in 
such proceeding or action (A) gives the Company and the TlUstee prompt notice of the 
commencement thereof, and (B) (if the Company agrees to pay all expenses in connection 
therewith) offers the Company the opportunity to control unconditionally the defense thereof, 
and (ii) either (A) the Company does not agree within 30 days of receipt of such offer to pay 
such expenses and liabilities and to control such defense, or (B) the Company shall exhaust or 
choose not to exhaust all available proceedings for the contest, review, appeal or rehearing of 
such decree, judgment or action which the Company detelmines to be appropriate. No 
Determination of Taxability described above will result from the inclusion of interest on any 
Bond in the computation of minimum or indirect taxes. All of the Bonds are required to be 
redeemed upon a Determination of Taxability as described above unless, in the opinion of Bond 
Counsel, redemption of a portion of such Bonds would have the result that interest payable on 
the remaining Bonds outstanding after the redemption would not be so included in any such 
gross income. 

In the event any of the Issuer, the Company or the Trustee has been put on notice or 
becomes aware of the existence or pendency of any inquity, audit or other proceedings relating 
to the Bonds being conducted by the Internal Revenue Service, the party so put on notice is 
required to give immediate written notice to the other parties of such matters. Promptly upon 
learning of the occurrence of a Determination of Taxability (whether or not the same is being 
contested), or any of the events described above, the Company is required to give notice thereof 
to the Tmstee and the Issuer. 

If the Internal Revenue Service or a court of competent jurisdiction determines that the 
interest paid or to be paid on any Bond (except to a "substantial user" of the Project or a "related 
person" within the meaning of Section 147(a) of the Code) is or was includable in the gross 
income of the recipient for federal income tax purposes for reasons other than as a result of a 
failure by the Company to perform or observe any of its covenants, agreements or 
representations in the Loan Agreement or any other agreement or ce11ificate delivered in 
connection therewith, the Bonds are not subject to redemption. In such circumstances, 
Bondholders would continue to hold their Bonds, receiving principal and interest at the 
applicable rate as and when due, but would be required to include such interest payments in 
gross income for federal income tax purposes. Also, if the lien of the Indenture is discharged or 
defeased prior to the occurrence of a final Determination of Taxability, Bonds will not be 
redeemed as described herein. 

General Redemption Terms. Notice of redemption will be given by mailing a redemption 
notice conforming to the provisions and requirements of the Indenture by first class mail to the 
registered owners of the Bonds to be redeemed not less than 30 days (15 days if the Interest Rate 
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Mode for the Bonds is the Auction Rate, Flexible Rate, Daily Rate or Weekly Rate) but not more 
than 45 days prior to the redemption date. 

Any notice mailed as provided in the Indenture will be conclusively presumed to have 
been given, irrespective of whether the owner receives the notice. Failure to give any such 
notice by mailing or any defect therein in respect of any Bond will not affect the validity of any 
proceedings for the redemption of any other Bond. No further interest will aCClUe on the 
principal of any Bond called for redemption after the redemption date if funds sufficient for such 
redemption have been deposited with the Paying Agent as of the redemption date. If the 
provisions for discharging the Indenture set forth below under the caption, "Summary of the 
Indenture - Discharge ofIndenture" have not been complied with, any redemption notice will 
state that it is conditional on there being sufficient moneys to pay the full redemption price for 
the Bonds to be redeemed. So long as the Bonds are held in book-entry-only form, all 
redemption notices will be sent only to Cede & Co. 

Book-Entry-Only System 

Portions o/the/ollowing iiiformation concerning DTC and DTC's book-ently-only 
system have been obtainedji'Oln DTC. The Issuer, the Company and the Underwriter make no 
representation as to the accuracy 0/ sllch in/ormation. 

Initially, DTC will act as securities depositOly for the Bonds and the Bonds initially will 
be issued solely in book-entry-only form to be held under DTC's book-entry-only system, 
registered in the name of Cede & Co. (DTC's partnership nominee). One fully registered bond 
in the aggregate principal amount of the Bonds will be deposited with DTC. 

DTC, the world's largest depository, is a limited-purpose hust company organized under 
the New York Banking Law, a "banking organization" within the meaning of the New York 
Banking Law, a member of the Federal Reserve System, a "clearing corporation" within the 
meaning of the New York Uniform Commercial Code, and a "clearing agency" registered 
pursuant to the provisions of Section 17 A of the Securities Exchange Act ofl934 (the 
"Exchange Act"). DTC holds and provides asset servicing for over 2.2 million issues ofU.S. 
and non-U.S. equity, corporate and municipal debt issues, and money market instnIments from 
over 100 countries that DTC's participants ("Direct Participants") deposit with DTC. DTC also 
facilitates the post-trade settlement among Direct Participants of sales and other securities 
transactions in deposited securities, through electronic computerized book-enhy transfers and 
pledges between Direct Participants' accounts. This eliminates the need for physical movement 
of securities certificates. Direct Participants include both U.S. and non-U.S. securities brokers 
and dealers, banks, hust companies, clearing corporations, and cm1ain other organizations. DTC 
is a wholly-owned subsidiary of The DepositOly TlUSt & Clearing Corporation ("DTCC"). 
DTCC, in tum, is owned by a number of Direct Participants of DTC and Members of the 
National Securities Clearing Corporation, Fixed Income Clearing Corporation, and Emerging 
Markets Clearing Corporation (NSCC, FICC, and EMCC, also subsidiaries ofDTCC), as well as 
by the New York Stock Exchange, Inc., the American Stock Exchange LLC and the National 
Association of Securities Dealers, Inc. Access to the DTC system is also available to others such 
as both U.S. and non-U.S. securities brokers and dealers, banks, tnIst companies, and clearing 
corporations that clear through or maintain a custodial relationship with a Direct Participant, 
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either directly or indirectly ("Indirect Participants" and, together with "Direct Participants," 
"Participants"). DTC has Standard & Poor's highest rating: AAA. The DTC Rules applicable 
to its Participants are on file with the SEC. More information about DTC can be found at 
www.dtcc.com and www.dtc.org. 

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

To facilitate subsequent transfers, all Bonds deposited by Direct Participants with DTC 
are registered in the name of DTC's partnership nominee, Cede & Co. or such other name as 
may be requested by an authorized representative ofDTC. The deposit of Bonds with DTC and 
their registration in the name of Cede & Co. 01' such other nominee do not effect any change in 
beneficial ownership. DTC has no knowledge of the actual Beneficial Owners of the Bonds; 
DTC's records reflect only the identity ofthe Direct Participants to whose accounts such Bonds 
are credited, which mayor may not be the Beneficial Owners. The Direct and Indirect 
Participants will remain responsible for keeping account of their holdings on behalf of their 
customers. 

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

Redemption notices shall be sent to DTC. Ifless than all of the Bonds are being 
redeemed, DTC's practice is to determine by lot the amount of the interest of each Direct 
Participant to be redeemed. 

Neither DTC nor Cede & Co. (nor such other DTC nominee) will consent or vote with 
respect to the Bonds unless authorized by a Direct Participant in accordance with DTC's 
Procedures. Under its usual procedures, DTC mails an Omnibus Proxy to the Issuer as soon as 
possible after the record date. The Omnibus Proxy assigns Cede & Co. 's consenting or voting 
rights to those Direct Participants to whose accounts the Bonds are credited on the record date 
(identified in a listing attached to the Omnibus Proxy). 

Principal and interest payments on the Bonds will be made to Cede & Co. or such other 
nominee as may be requested by an authorized representative of DTC. DTC' s practice is to 
credit Direct Participants' accounts, upon DTC's receipt of funds and cOll'esponding detail 
information from the Issuer or the Trustee on the payable date in accordance with their 
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respective holdings shown on DTC's records. Payments by Participants to Beneficial Owners 
will be governed by standing instlUctions and custommy practices, as is the case with securities 
held for the accounts of customers in bearer form or registered in "street name," and will be the 
responsibility of such Participant and not ofDTC nor its nominee, the TlUstee, the Company or 
the Issuer, subject to any statutOlY or regulatory requirements as may be in effect from time to 
time. Payment of principal and interest to Cede & Co. (or such other nominee as may be 
requested by an authorized representative of DTC) is the responsibility of the Issuer or the 
Trustee, disbursement of such payments to Direct Pmiieipants will be the responsibility ofDTC, 
and disbursement of such payments to the Beneficial Owners will be the responsibility of Direct 
and Indirect Participants. 

A Beneficial Owner shall give notice to elect to have its Bonds purchased or tendered, 
through its Participant, to the Tender Agent, and shall effect delively of such Bonds by causing 
the Direct Participant to transfer the Participant's interest in the Bonds, on DTC's records, to the 
Tender Agent. The requirement for physical delivelY of Bonds in connection with a demand for 
purchase or a mandatOlY purchase will be deemed satisfied when the ownership rights in the 
Bonds arc transferred by Direct Participants on DTC's records and followed by a book-enhy 
credit of tendered Bonds to the Tender Agent's DTC account. 

DTC may discontinue providing its services as securities depositOly with respect to the 
Bonds at any time by giving reasonable notice to the Issuer, the Company, the Tender Agent and 
the TlUstee, or the Issuer, at the request of the Company, may decide to discontinue use of the 
system ofbook-enhy-only transfers through DTC (or a successor securities depositOly for the 
Bonds). Under such circumstances, in the event that a successor securities depositOly is not 
obtained, bond certificates are required to be printed and delivered as described in the Indenture 
(see "Summmy of the Bonds - Book-Entry-Only System - Revision o{Book-Entrv-Only 
S1'stem: Replacement Bonds" below). The Beneficial Owner, upon registration of certificates 
held in the Beneficial Owner's name, will become the registered owner of the Bonds. 

So long as Cede & Co. is the registered owner of the Bonds, as nominee ofDTC, 
references herein to the registered owners of the Bonds will mean Cede & Co. and will not mean 
the Beneficial Owners. Under the Indenture, payments made by the TlUstee to DTC or its 
nominee will satisfy the Issuer's obligations under the Indenture and the Company's obligations 
under the Loan Agreement, to the extent of the payments so made. Beneficial Owners will not 
be, and will not be considered by the Issuer or the TlUstee to be, and will not have any rights as, 
owners of Bonds under the Indenture. 

The TlUstee and the Issuer, so long as a book-entry-only system is used for the Bonds, 
will send any notice of redemption or of proposed document amendments requiring consent of 
registered owners and any other notices required by the document (including notices of 
Conversion and mandatory purchase) to be sent to registered owners only to DTC (or any 
successor securities depositOly) or its nominee. Any failure ofDTC to advise any Direct 
Participant, or of any Direct Participant or Indirect Participant to notify the Beneficial Owner, of 
any such notice and its content or effect will not affect the validity of the redemption of the 
Bonds called for redemption, the document amendment, the Conversion, the mandatory purchase 
or any other action premised on that notice. 
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The Issuer, the Company, the Trustee and the Undelwriter cannot and do not give any 
assurances that DTC will distribnte payments on the Bonds made to DTC or its nominee as the 
registered owner or any redemption or other notices, to the Participants, or that the Participants 
or others will distribute such payments or notices to the Beneficial Owners, or that they will do 
so on a timely basis, or that DTC will serve and act in the manner described in this Official 
Statement. 

THE ISSUER, THE COMPANY, THE UNDERWRITER AND THE TRUSTEE WILL 
HAVE NO RESPONSIBILITY OR OBLIGATION TO ANY DIRECT PARTICIPANT, 
INDIRECT PARTICIPANT OR ANY BENEFICIAL OWNER OR ANY OTHER PERSON 
NOT SHOWN ON THE REGISTRATION BOOKS OF THE TRUSTEE AS BEING A 
REGISTERED OWNER WITH RESPECT TO: (I) THE ACCURACY OF ANY RECORDS 
MAINTAINED BY DTC OR ANY DIRECT PARTICIPANT OR INDIRECT PARTICIPANT; 
(2) THE PAYMENT OF ANY AMOUNT DUE BY DTC TO ANY DIRECT PARTICIPANT 
OR BY ANY DIRECT PARTICIPANT OR INDIRECT PARTICIPANT TO ANY 
BENEFICIAL OWNER IN RESPECT OF THE PRINCIPAL AMOUNT OR REDEMPTION 
OR PURCHASE PRICE OF OR INTEREST ON THE BONDS; (3) THE DELIVERY OF ANY 
NOTICE BY DTC TO ANY DIRECT PARTICIPANT OR BY ANY DIRECT PARTICIPANT 
OR INDIRECT PARTICIPANT TO ANY BENEFICIAL OWNER WHICH IS REQUIRED OR 
PERMITTED TO BE GIVEN TO REGISTERED OWNERS UNDER THE TERMS OF THE 
INDENTURE; (4) THE SELECTION OF THE BENEFICIAL OWNERS TO RECEIVE 
PAYMENT IN THE EVENT OF ANY PARTIAL REDEMPTION OF THE BONDS; OR (5) 
ANY CONSENT GIVEN OR OTHER ACTION TAKEN BY DTC AS REGISTERED 
OWNER. 

Revision o(Book-Entrv-Only System: Replacement Bonds. In the event that DTC 
determines not to continue as securities depositOly or is removed by the Issuer, at the direction of 
the Company, as securities depositOlY, the Issuer, at the direction of the Company, may appoint a 
successor securities depository reasonably acceptable to the Trustee. If the Issuer does not or is 
unable to appoint a successor securities depositOlY, the Issuer will issue and the Trustee will 
authenticate and deliver fully registered Bonds, in authorized denominations, to the assignees of 
DTC or their nominees. 

In the event that the book -enl1y-only system is discontinued, the following provisions 
will apply, The Bonds may be issued in denominations of$I,OOO and integral multiples thereof, 
if the Interest Rate Mode is the Auction Rate; in denominations of$5,000 and integral multiples 
thereof, if the Interest Rate Mode is the Semi-Annual Rate, the Annual Rate or the Long Term 
Rate; in denominations of$IOO,OOO and integral multiples of$5,000 in excess thereof, if the 
Interest Rate Mode is the Flexible Rate; and in denominations of $1 00,000 and integral multiples 
thereof, if the Interest Rate Mode is the Daily Rate or the Weekly Rate; provided, that, (i) if the 
Carroll County Bonds bear interest at the Daily Rate or the Weekly Rate, one Carroll County 
Bond may be in the denomination of, or include an additional $75,000, and (ii) if the Trimble 
County Bonds bear interest at (A) the Flexible Rate, the Semi-Annual Rate, the Annual Rate or 
the Long Term Rate, one Trimble County Bond may be in the denomination of, or include an 
additional $2,000, and (B) the Daily Rate or the Weekly Rate, one Trimble County Bond may be 
in the denomination of, or include an additional $27,000. Bonds may be transferred or 
exchanged for an equal total amount of Bonds of other authorized denominations upon surrender 
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of such Bonds at the principal office of the Bond Registrar, accompanied by a written instrnment 
of transfer or authorization for exchange in form and with guaranty of signature satisfactory to 
the Bond Registrar, duly executed by the registered owner or the owner's duly authorized 
attorney. Exccpt as provided in the Indenture, the Bond Registrar will not be required to registcr 
the transfer or exchange of any Bond during the fifteen days before any mailing of a notice of 
redemption, after such Bond has been called for rcdemption in whole or in part, or aftcr such 
Bond has been tendered or deemed tendered for optional or mandatOlY purchase as described 
under "Ptlrchases of Bonds on Demand of Owner" and "MandatOlY Purchases of Bonds." 
Registration of transfers and exchanges will be made without charge to the owners of Bonds, 
except that the Bond Registrar may require any owner requesting registration of transfer or 
exchange to pay any required tax or governmental charge. 

Security; Limitation on Liens 

Payment of the principal of and interest and any premium on the Bonds will be secured 
by an assignment by the Issuer to the Tlustee of the Issuer's interest in and to the Loan 
Agreement and all payments to be made pursuant thereto (other than certain indenmification and 
expense payments). Pursuant to the Loan Agreement, the Company will agree to pay, among 
other things, amounts sufficient to pay the aggregate principal amount of and premium, if any, on 
the Bonds, together with interest thereon as and when the same become due. The Company 
further will agree to make payments of the purchase price of the Bonds tendered for purchase to 
the extent that funds are not otherwise available therefor under the provisions of the Indenture. 

As of the date hereof, all of the Company's outstanding long-term debt obligations are 
nnsecured general obligations ofthe Company, ranking on a parity with the Company's 
obligations under the Loan Agreement to make payments on the Bonds. 

In the Loan Agreement, the Company will covenant that it will not issue, assume or 
guarantee any debt for borrowed money secured by any mortgage, security interest, pledge, or 
lien ("mortgage") on any of the Company's operating property (as defined below), whether the 
Company owns it at the date hereof or acquires it later, unless the Company similarly secures its 
obligations under the Loan Agreement to make payments to the Trustee in sufficient amounts to 
pay the principal of, premium, if any, and interest required to be paid on the Bonds. This 
restriction will not apply to: 

• mortgages on any property existing at the time the Company acquires the prop cIty 
or at the time the Company acquires the corporation owning the property; 

• purchase money mortgages; 

• specified governmental mortgages; or 

• any extension, renewal or replacement (or successive extensions, renewals or 
replacements) of any mortgage referred to in the three clauses listed above, so 
long as the principal amount of indebtedness secured under this clause and not 
otherwise authorized by the clauses listed above, does not exceed the principal 
amount of indebtedness secured at the time of the extension, renewal or 
replacement. 
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In addition, the Company can also issue secured dcbt so long as the amount of the 
secured debt does not exceed the greater of 10% of net tangible assets or 10% of capitalization. 

The Company will not, so long as any of the Bonds are outstanding, issue, assume, 
guarantee or permit to exist any debt of the Company secured by a mortgage, the creditor of 
which controls, is controlled by, or is under common control with, the Company. 

For purposes of this limitation on liens, "operating property" means (i) any interest in real 
property owned by the Company, and (ii) any asset owned by the Company that is depreciable in 
accordance with generally accepted accounting principles. 

The Bond Insurance Policy and the Bond Insurer 

The information relating to Ambac Assurance contained herein has been furnished solely 
by Ambac Assurance. No representation is made by the Undelwriter, the Remarketing Agent, 
the Issuer or the Company as to the accuracy or adequacy of such information or as to the 
absence of material adverse changes in the condition of Ambac Assurance subsequent to the date 
hereof. The following discussion does not pUiport to be complete and is qualified in its entirety 
by reference to the Bond Insurance Policy, a specimen of the form of which is attached hereto as 
Appendix D. 

Payment Pursuant to Bond Insurance Policy 

Ambac Assurance has made a commitment to issue the Bond Insurance Policy relating to 
the Bonds effective as of the date of issuance of the Bonds. Under the terms of the Bond 
hlsurance Policy, Ambac Assurance will pay to The Bank of New York, in New York, New 
York, or any successor thereto (the "Insurance Trustee"), that portion of the principal of and 
interest on the Bonds that shall become "Due for Payment" but shall be unpaid by reason of 
"Nonpayment" by the "Obligor" (as such terms are defined in the Bond Insurance Policy). 
Ambac Assurance will make such payments to the Insurance Trustee on the later ofthe date on 
which such principal and/or interest becomes "Due for Payment" or within one Business Day 
following the date on which Ambac Assurance shall have received notice of Nonpayment from 
the Trustee. The insurance will extend for the term of the Bonds and, once issued, calmot be 
cancelled by Ambac Assurance. 

The Bond Insurance Policy will insure payment only on the stated maturity date or upon 
special mandatOlY redemption on a detelmination of taxability, in the case of principal, and on 
stated dates for payment, in the case of interest. If the Bonds become subject to other 
redemption and insufficient funds are available for redemption of all outstanding Bonds, Ambac 
Assurance will remain obligated to pay principal of and interest on outstanding Bonds on the 
originally scheduled interest and principal payment dates. In the event of any acceleration of the 
principal of the Bonds, the insured payments will be made at such times and in such amounts as 
would have been made had there not been an acceleration, except to the extent that Ambac 
Assurance elects, in its sole discretion, to pay all or a p0l1ion of the accelerated principal and 
interest accrued thereon to the date of acceleration (to the extent unpaid by the Obligor). Upon 
payment of all such accelerated principal and interest accrued to the acceleration date, Ambac 
Assurance's obligations under the Bond Insurance Policy shall be fully discharged. 
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In the event the Trustee has notice that any payment of principal of or interest on a Bond 
that has become Due for Payment and that is made to a Bondholder by or on behalf of the Issuer 
has been deemed a preferential transfer and theretofore recovered from its registered owner 
pursuant to the United States Bankruptcy Code in accordance with a final, non-appealable order 
of a court of competent jurisdiction, such registered owner will be entitled to payment from 
Ambac Assurance to the extent of such recovClY if sufficient funds are not otherwise available. 

The Bond Insurance Policy does not insure any risk other than Nonpayment. 
Specifically, the Bond Insurance Policy does not cover: 

(a) payment on acceleration, as a result ofa call for redemption (other than a 
special mandatory redemption upon the occurrence of a determination of taxability as 
provided in the Bond Insurance Policy) or as a result of any other advancement of 
maturity; 

(b) payment of any redemption, prepayment or acceleration premium; 

(c) nonpayment of principal or interest caused by the insolvency or 
negligence of the Tmstee, Paying Agent or Bond Registrar, if any; 

(d) loss relating to payments of the purchase price of Bonds upon tender by a 
registered owner thereof or any preferential transfer relating to payments of the purchase 
price of Bonds upon tender by a registered owner thereof; or 

(e) loss relating to payments made in connection with the sale of Bonds in 
connection with the sale of Bonds at Auctions or losses suffered as a result of a 
Bondholder's inability to sell Bonds. 

Notwithstanding the foregoing, under the Bond Insurance Policy, the definition of "Due 
for Payment" is expanded to include date or dates ofmandatOlY redemption of the Bonds, in 
whole or in part, pursuant to a final determination of taxability as described herein under 
"Summaty ofthe Bonds - Redemptions - Mandatory Redemption; Determination of 
Taxabilitv." 

If it becomes necessaty to call upon the Bond Insurance Policy, paymcnt of any principal 
by the Bond Insurer requires surrender of applicable Bonds to the Insurance Trustee, togcther 
with an appropriate instrument of assignment so as to permit ownership of such Bonds to be 
registered in the name of Ambac Assurance to the extent of the paymcnt under the Bond 
Insurance Policy. Payment of interest pursuant to the Bond Insurance Policy requires proof of 
Bondholder entitlement to interest payments and an appropriate assignment of the Bondholder's 
right to payment to Ambac Assurance. 

Upon payment of the insurance benefits to a Bondholder, Ambac Assurance will become 
the owner of the Bond or right to payment of principal or interest on such Bond and will be fully 
subrogated to the surrendering Bondholder's rights to payment. 
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Ambac Assurance has agreed to issue the Bond Insurance Policy pursuant to the 
Insurance Agreement. Under the Insurance Agreement, the Company is obligated to reimburse 
Ambac Assurance, immediately and unconditionally upon demand, for all payments made by 
Ambac Assurance under the terms of the Insurance Policy. The Company is also obligated to 
dcliver certain collatcral to the Trustee for the benefit of the bondholders and comply with 
certain financial and other covenants specified therein. The hlsurance Agreement includes 
certain events of default, including the failure of the Company to pay amounts owed thereunder 
to Ambac Assurance, any breach by the Company of representations, warranties and covenants 
set forth therein and certain events of bankruptcy. If any such event of default should occur and 
be continuing, Ambac Assurance may, among other things, notify the Trustee of such an event of 
default which would result in an "Event of Default" under the Indenture. See "Summary of the 
Indenture - Defaults and Remedies." 

Ambac Assurance Corporation 

Ambac Assurance is a Wisconsin-domiciled stock insurance corporation regulated by the 
Office of the Commissioner ofInsurance of the State of Wisconsin and is licensed to do business 
in 50 states, the District of Columbia, the TerritOlY of Guam, the Commonwealth of Puerto Rico 
and the U.S. Virgin Islands, with admitted assets of approximately $10,194,000,000 (unaudited) 
and statutory capital of approximately $6,557,000,000 (unaudited) as of March 31, 2007. 
StatutolY capital consists of Ambac Assurance's policyholders' surplus and statutOlY 
contingency reserve. Standard & Poor's Ratings Services, a division of The McGraw-Hill 
Companies, Inc., Moody's Investors Service, Inc. ("Moody's") and Fitch Ratings have each 
assigned a triple-A financial strength rating to Ambac Assurance. 

Ambac Assnrance has obtained a ruling from the Internal Revenue Service to the effect 
that the insuring of an obligation by Ambac Assurance will not affect the treatment for federal 
income tax purposes of interest on such obligation and that insurance proceeds representing 
maturing interest paid by Ambac Assurance under policy provisions substantially identical to 
those contained in its financial guaranty insurance policy shall be treated for federal income tax 
purposes in the same manner as if such payments were made by the Issuer of the Bonds. 

Ambac Assurance makes no representation regarding the Bonds or the advisability of 
investing in the Bonds and makes no representation regarding, nor has it participated in the 
preparation of, this Official Statement other than the information supplied by Ambac Assurance 
and presented under the heading "The Bond Insurance Policy and the Bond Insurer" and in 
AppendixD. 

Available Information 

The parent company of Ambac Assurance, Ambac Financial Group, Inc. ("AFG"), is 
subject to the informational requirements of the Exchange Act, and in accordance therewith files 
reports, proxy statements and other information with the SEC. These reports, proxy statements 
and other infonnation can be read and copied at the SEC's public reference room at 100 F Street, 
N.E., Room 1580, Washington, D.C. 20549. Please call the SEC at 1-800-SEC-0330 for further 
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infOlmation on the public reference room. The SEC maintains an intemet site at 
http://www.sec.gov that contains reports, proxy and information statements and other 
information regarding companies that file electronically with the SEC, including AFG. Thesc 
reports, proxy statements and other information can also be read at the offices of the New York 
Stock Exchange, Inc. (thc "NYSE"), 20 Broad Street, New York, New York 10005. 

Copies of Ambac Assurance's financial statements prepared in accordance with statutOlY 
accounting standards are available from Ambac Assurance. The address of Ambac Assurance's 
administrative offices is One State Street Plaza, 19th Floor, New York, New York 10004 and its 
telephone number is (212) 668-0340. 

Incorporation of Certain Documents by Reference 

The following documents filed by AFG with the SEC (File No. 1-10777) are incorporated 
by refcrence in this Official Statement. 

1) AFG's Annual Report on Form lO-K for the fiscal year ended 
December 31, 2006 and filed on March 1, 2007; 

2) AFG's Current Report on Form 8-K dated and filed on April 25, 2007; and 

3) AFG's Quarterly Report on Form IO-Q for the fiscal quarterly period 
ended March 31, 2007 and filed on May 10, 2007. 

All documents subsequently filed by AFG pursuant to the requirements of the Exchange 
Act after the date of this Official Statement will be available for inspection in the same manner 
as described above in "Available Information." 

Summary of the Loan Agreement 

The following, in addition to the provisions contained elsewhere in this Official 
Statement, is a brief description of certain provisions of the Loan Agreement. This description is 
only a SllmmCII), and does not pUlport to be complete and definitive. Reference is made to the 
Loan Agreement for the detailed provisions thereof 

General 

The teml of the Loan Agreement shall commence as of its date and end on the earliest to 
occur of 0) February 1, 2026 with respect to thc Carroll County Bonds and (ii) March 1,2037 
with respect to the Trimble County Bonds, or the date on which all of the Bonds shall have been 
fully paid or provision has been made for such payment pursuant to the Indenture. See 
"Summary of the Indenture - Discharge ofIndenture." 

The Company has agreed to repay the loan pursuant to the Loan Agreement by making 
timely payments to the Trustee in sufficient amounts to pay the principal of, premium, if any, 
and interest required to be paid on the Bonds on each date upon which any such payments are 
due. The Company has also agreed to pay (a) the agreed upon fees and expenses of the Trustee, 
the Bond Registrar, the Tender Agent and the Paying Agent and all other amounts which may be 
payable to the Trustee, the Bond Registrar, the Paying Agent, the Auction Agent and the Tender 
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Agent, as may be applicable, under the Indenture, (b) the expenses in connection with any 
redemption of the Bonds and (c) the reasonable expenses of the Issuer. 

The Company covenants and agrees with the Issuer that it will cause the purchase of 
tendered Bonds that arc not remarketed in accordance with the Indenture and, to that end, the 
Company shall cause funds to be made available to the Tender Agent at the times and in the 
manner required to effect such purchases in accordance with the Indenture (see "Summaty of the 
Bonds - Remarketing and Purchase of Bonds"). 

All payments to be made by the Company to the Issuer pursuant to the Loan Agreement 
(except the fees and reasonable out-of-pocket expenses of the Issuer, the TlUstee, the Paying 
Agent, the Bond Registrar, the Tender Agent and the Auction Agent, and amounts related to 
indemnification) have been assigned by the Issner to the TlUstee, and the Company will pay such 
amounts directly to the Trustee. The obligations of the Company to make the payments pursuant 
to the Loan Agreement are absolute and unconditional. 

Construction of the Project 

The Company has commenced construction and fabrication of the Project. For more 
information regarding the Project, see "The Projects." Payments or reimbursement to the 
Company for the costs of constlUction of the Project will be made from moneys in the 
ConstlUction Fund (as hereinafter defined) upon requisition by the Company in accordance with 
the Loan Agreement. 

Maintenance of Tax Exemption 

The Company and the Issuer have agreed not to take any action that would result in the 
interest paid on the Bonds being included in gross income of any Bondholder (other than a 
holder who is a "substantial user" of the Project or a "related person" within the meaning of 
Section l47(a) of the Code) for federal income tax purposes or that adversely affects the validity 
of the Bonds. 

Limitation on Liens 

The Company has agreed that, so long as any of the Bonds are outstanding, it will not 
create, assume or guarantee debt for borrowed money secured by any mortgage, except as 
described above under "Security; Limitation on Liens." 

Payment of Taxes 

The Company has agreed to pay certain taxes and other governmental charges that may 
be lawfully assessed, levied or charged against or with respect to the Project (see, however, 
subparagraph (i) under "Summaty of the Bonds - Redemptions - Extraordinary Optional 
Redemption in Whole"). The Company may contest such taxes or other governmental charges 
unless the security provided by the Indenture would be materially endangered. 
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Maintenance; Damage, Destruction and Condemnation 

So long as any Bonds arc outstanding, the Company will maintain the Project or cause 
the Project to be maintained in good working condition and will make or cause to be made all 
proper repairs, replacements and renewals necessalY to continue to constitute the Project as solid 
waste disposal facilities under SectionI42(a)(6) of the Code and the Act. However, the 
Company will have no obligation to maintain, repair, replace or renew any portion of the Project, 
the maintenance, repair, replacement or renewal of which becomes uneconomical to the 
Company because of certain events, including damage or destlUction by a cause not within the 
Company's control, condemnation of the Project, change in government standards and 
regulations, economic or other obsolescence or termination of operation of generating facilities 
to the Project. 

The Company, at its own expense, may remodel the Project or make substitutions, 
modifications and improvements to the Project as it deems desirable, which remodeling, 
substitutions, modifications and improvements shall be deemed, under the terms of the Loan 
Agreement to be a part of the Project. The Company may not, however, change or alter the basic 
nature of the Project or cause it to lose its status under Section 142(a)(6) of the Code and the Act. 

If, prior to the payment of all Bonds outstanding, the Project or any portion thereof is 
destroyed, damaged or taken by the exercise of the power of eminent domain and the Issuer or 
the Company receives net proceeds from insurance or a condemnation award in connection 
therewith, the Company shall (i) cause such net proceeds to be used to repair or restore the 
Project or (ii) take any other action, including the redemption of the Bonds in whole or in part at 
their principal amount, which, by the opinion of Bond Counsel, will not adversely affect the 
exclusion of the interest on the Bonds from gross income for federal income tax purposes. See 
"Summmy of the Bonds - Redemptions - Extraordinar)l Optional Redemption in Whole or in 
Part." 

Insurance 

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

Assignment, Merger and Release of Obligations of the Company 

The Company may assign the Loan Agreement, pursuant to an opinion of Bond Counsel 
that such assignment will not adversely affect the exclusion of the interest on the Bonds from 
gross income for federal income tax purposes, without obtaining the consent of either the Issuer 
or the Trustee. Such assignment, however, shal1 not relieve the Company from primmy liability 
for any of its obligations under the Loan Agreement and performance and observance of the 
other covenants and agreements to be performed by the Company. The Company may dispose 
of al1 or substantial1y al1 of its assets or consolidate with or merge into another corporation, 
provided the acquirer of the Company's assets or the corporation with which it shal1 consolidate 
with or merge into shall be a corporation or other business organization organized and existing 
under the laws of the United States of Ametica or one of the states of the United States of 
America or the District of Columbia, shall be qualified and admitted to do business in the 
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Commonwealth of Kentucky, shall assume in writing all of the obligations and covenants ofthe 
Company under the Loan Agreement and shall deliver a copy of such assumption to the Issuer 
and TlUstee. 

Release and Indemnification Covenant 

The Company will indemnity and hold the Issuer hmmless against any expense or 
liability incurred, including attorneys' fees, resulting from any loss or damage to property or any 
injury to or death of any person occurring on or about or resulting from any defect in the Project 
or from any action commenced in connection with the financing thereof. 

Events of Default 

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

(I) failure by the Company to pay the amounts required for payment of the 
principal of, including purchase price for tendered Bonds and redemption and 
acceleration prices, and interest acclUed, on the Bonds, at the times specified therein 
taking into account any periods of grace provided in the Indenture and the Bonds for the 
applicable payment of interest on the Bonds (see "Summary of the Indenture - Defaults 
and Remedies"); 

(2) failure by the Company to observe and perform any covenant, condition or 
agreement, other than as referred to in paragraph (I) above, for a period of thirty days 
after written notice by the Issuer or Trustee, provided, however, that if such failure is 
capable of being corrected, but cannot be corrected in such 30-day period, it will not 
constitute an Event of Default under the Loan Agreement if corrective action with respect 
thereto is instituted within such period and is being diligently pursued; 

(3) certain events ofbanklUptcy, dissolution, liquidation, reorganization or 
insolvency of the Company; or 

(4) the occurrence of an Event of Default under the Indenture. 

Under the Loan Agreement, certain of the Company's obligations (other than the Company's 
obligations, among others, (i) not to pClmit any action which would result in interest paid on the 
Bonds being included in gross income for federal and Kentucky income taxes; (ii) to maintain its 
corporate existence and good standing, and to neither dispose of all or substantially all of its 
assets or consolidate with or merge into another corporation unless certain provisions of the Loan 
Agreement are satisfied; and (iii) to make loan payments and certain other payments under the 
provisions of the Loan Agreement) may be suspended ifby reason of force majeure (as defined 
in the Loan Agreement) the Company is unable to cany out such obligations. 

Remedies 

Upon the happening of an Event of Default under the Loan Agreement, the Trustee, on 
behalf of the Issuer, may, among other things, take whatever action at law or in equity may 
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appear necessary or desirable to collect the amounts then due and thereafter to become due, or to 
enforce performance and observance of any obligation, agreement or covenant of the Company, 
under the Loan Agreement. 

Any amounts collected upon the happening of any such Event of Default shall be applied 
in accordance with the Indenture or, if the Bonds have been fully paid (or provision for payment 
thereof has been made in accordance with the Indenture) and all other liabilities of the Company 
accmed under the Indenture and the Loan Agreement have been paid or satisfied, made available 
to the Company. 

Options to Prepay, Obligation to Prepay 

The Company may prepay the loan pursuant to the Loan Agreement, in whole or in part, 
on certain dates, at the prepayment prices as shown under the captions "Summmy of the Bonds 
- Redemptions - Optional Redemption," "Extraordinarv Optional Redemption in Whole" and 
"Extraordinarv Optional Redemption in Whole or in Part." Upon the occurrence of the event 
described under the caption "Summary of the Bonds - Redemptions - Mandaton' 
Redemption: Determination ofTaxability," the Company shall be obligated to prepay the loan in 
an aggregate amount sufficient to redeem the required principal amount of the Bonds. 

In each instance, the loan prepayment price shall be a sum sufficient, together with other 
funds deposited with the TlUstee and available for such purpose, to redeem the requisite amount 
of the Bonds at a price equal to the applicable redemption price plus accmcd interest to the 
redemption date, and to pay all reasonable and necessary fees and expenses of the TlUstee, the 
Paying Agent and all other liabilities of the Company under the Loan Agreement accmed to the 
redemption date. 

Amendments and Modifications 

No amendment or modification of the Loan Agreement is permissible without the written 
consent of the Tmstee. The Issuer and the TlUstee may, however, without the consent of or 
notice to any Bondholders, enter into any amendment or modification of the Loan Agreement 
(i) which may be required by the provisions of the Loan Agreement or the Indenture, (ii) for the 
purpose of curing any ambiguity or formal defect or omission, (iii) with the consent of the Bond 
Insurer, in connection with any modification or change necessmy to conform the Loan 
Agreement with changes and modifications in the Indenture that require the consent of the Bond 
Insurer or (iv) in connection with any other change which, in the judgment of the Trustee, does 
not adversely affect the Trustee or the Bondholders. Except for such amcndments, and subject to 
the provisions of the Indenture dcscribed under the caption "Summmy of the Indenture - Rights 
of Bond Insurer," the Loan Agreement may be amended or modified only with the consent of the 
Bondholders holding a majority in principal amount of the Bonds then outstanding (see 
"Summary of the Indenture - Supplemental Indentures" for an explanation of the procedures 
necessary for Bondholder consent); provided, however, that the approval of the Bondholders 
holding 100% in principal amount of the Bonds then outstanding is necessmy to effectuate an 
amendment or modification with respect to the Loan Agreement of the type described in clauses 
(i) through (iv) of the first sentence of the second paragraph of "Summmy of the Indenture-
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Supplemental Indentures." Any amendment of the Loan Agreement requiring the consent of the 
Bondholders also requires the consent of the Bond Insurer. 

Summary of the Indenture 

The following, in addition to the provisions contained elsewhere in this Official 
Statement, is a brief description of certain provisions of the Indenture. This description is only a 
summmy and does not pUlport to be complete and definitive. Reference is made to the Indenture 
for the detailed provisions thereof. 

Security 

Pursuant to the Indenture, the Issuer will assign and pledge to the TlUstee its interest in 
and to the Loan Agreement, inclnding payments and other amounts due the Issuer therennder, 
together with all moneys, property and securities from time to time held by the TlUstee under the 
Indenture (with certain exceptions, including moneys held in or eamings on the Rebate Fund and 
the Purchase Fund). The Bonds will not be directly secured by the Project. 

No Pecuniary Liability of the Issuer 

No provision, covenant or agreement contained in the Indenture or in the Loan 
Agreement, nor any breach thereof, shall constitute or give rise to any pecunimy liability of the 
Issuer or any charge upon any of its assets or its general credit or taxing powers. The Issuer has 
not obligated itself by making the covenants, agreements or provisions contained in the Indenture 
or in the Loan Agreement, except with respect to the Project and the application of the amounts 
assigned to payment of the principal of, preminm, if any, and interest on the Bonds. 

The Bond Fund 

The payments to be made by the Company pursuant to the Loan Agreement to the Issuer 
and certain other amounts specified in the Indenture will be deposited into a Bond Fund 
established pursuant to the Indenture (the "Bond Fund") and will be maintained in tlUSt by the 
TlUstee. Moneys in the Bond Fund will be used solely and only for the payment of the principal 
of, premium, if any, and interest on the Bonds, for the redemption of Bonds prior to maturity and 
for the payment of the reasonable fees and expenses to which the TlUstee, Bond Registrar, 
Tender Agent, Authentication Agent, any Paying Agents and the Issuer are entitled pursuant to 
the Indenture or the Loan Agreement. Any moneys held in the Bond Fund will be invested by 
the Trustee at the specific written direction of the Company in certain Govemmental Obligations, 
investment-grade corporate obligations and other investments permitted under the Indenture. 

The Construction Fund 

The net proceeds of the Bonds will be deposited in a ConstlUction Fund (the 
"Conshuction Fund") established under the Indenture. Moneys in the Constmction Fund will be 
expended in accordance with the Loan Agreement to pay the costs of constmction of the Project 
or to reimburse the Company for any amount of the costs of constmction of the Project paid or 
incurred by the Company. 
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A Rebate Fund has been created by the Indenture (the "Rebate Fund") and will be 
maintained as a separate fund free and clear of the lien of the Indenture. The Issuer, the Trustee 
and the Company have agreed to comply with all rebate requirements of the Code and, in 
particular, the Company has agreed that if necessary, it will deposit in the Rebate Fund any such 
amount as is required under the Code. However, the Issuer, the Trustee and the Company may 
disregard the Rebate Fund provisions to the extent that they shall receive an opinion of Bond 
Counsel that such failure to comply will not adversely affect the exclusion of the interest on the 
Bonds from gross income for federal income tax purposes. 

Discharge of Indenture 

When all the Bonds and all fees and charges accrued and to accrue of the Trustee and the 
Paying Agent have been paid or provided for, and when proper notice has been given to the 
Bondholders or the Trustee that the proper amounts have been so paid or provided for, and if the 
Issuer is not in default in any other respect under the Indenture, the Indenture shall become null 
and void. The Bonds shall be deemed to have been paid and discharged when there shall have 
been irrevocably deposited with the Trustee moneys sufficient to pay the principal, premium, if 
any, and accrued interest on such Bonds to the due date (whether such date be by reason of 
maturity or upon redemption) or, in lieu thereof, Governmental Obligations shall have been 
deposited which mature in such amounts and at such times as will provide the funds necessaty to 
so pay such Bonds, and when all reasonable and necessmy fees and expenses of the Trustee, the 
Authenticating Agent, the Bond Registrar and the Paying Agent have been paid or provided for. 

Defaults and Remedies 

As long as the Bond Insurance Policy is infidlforce and effect with respect to the Bonds 
and the Bond Insurer is not in default thereunder, upon the occurrence and continuance of an 
Event of Default, and subject to certain indemnification provisions, the Bond Insurer shall be 
entitled to control and direct the enforcement of all rights and remedies granted to the registered 
owners or the Trustee for the benefit of the registered owners under the Indenture including, 
lVithoutlimitation, the right to accelerate the principal of the Bonds and the right to annul any 
declaration of acceleration, and the Bond Insurer shall also be entitled to approve waivers of 
Events of Default. (See "Rights of Bond Insurer" below.) 

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

(a) Failure to make payment of any installment of interest on any Bond, (i) if 
such Bond bears interest at other than the Long TCim Rate, within a period of one 
Business Day from the due date and (ii) if such Bond bears interest at the Long Term 
Rate, within a period of five Business Days from the date due; 

(b) Failure to make punctual payment of the principal of, or premium, ifany, 
on any Bond on the due date, whether at the stated maturity thereof, or upon proceedings 
for redemption, or upon the maturity thereof by declaration or if payment of the purchase 
price of any Bond required to be purchased pursuant to the Indenture is not made when 
such payment has become due and payable, provided that no Event of Default shall have 
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occurred in respect of failure to receive such purchase price for any Bond if the Company 
shall have made the payment on the next Business Day as described in the last paragraph 
under "Summaty of the Bonds - Remarketing and Purchase of Bonds" above; 

(c) Failure of the Issuer to perform or observe any other of the covenants, 
agreements or conditions in the Indenture or in the Bonds which failure continues for a 
period of 30 days after written notice by the Trustee, provided, however, that if such 
failure is capable of being cured, but cannot be cured in such 30-day period, it will not 
constitute an Event of Default under the Indenture if corrective action in respect of such 
failure is instituted within such 30-day period and is being diligently pursued; 

(d) The occurrence of an "Event of Default" under the Loan Agreement (see 
"Summary of the Loan Agreement - Events of Default"); or 

(e) Written notice from the Bond Insurer to the Trustee that an Event of 
Default has occurred and is continuing under the Insurance Agreement. 

Upon the occurrence of an Event of Default under the Indenture, the Trustee may, subject 
to the provisions of the Indenture described under "Rights of Bond Insurer" below, and upon the 
written request of the registered owners holding not less than 25% in aggregate principal amount 
of Bonds then outstanding and upon receipt of indemnity reasonably satisfactOlY to it shall: (i) 
declare the principal of all Bonds and interest accrued thereon to be immediately due and 
payable and (ii) declare all payments under the Loan Agreement to be immediately due and 
payable and enforce each and evelY other right granted to the Issuer under the Loan Agreement 
for the benefit of the Bondholders. In exercising such rights, the Trustee shall take any action 
that, in the judgment of the Trustee, would best serve the interests ofthe registered owners. 
Upon the occurrence of an Event of Default under the Indenture, the Trustee may also proceed to 
pursue any available remedy by suit at law or in equity to enforce the payment of the principal 
of, premium, if any, and interest on the Bonds then outstanding. 

In the event that the maturity of the Bonds is accelerated, the Bond Insurer may elect, in 
its sole discretion, to pay all or a portion of the accelerated principal and interest accrued on such 
principal to the date of acceleration (to the extent unpaid by the Issuer or the Company) with 
respect to the Bonds, and the Trustee shall accept such amounts. Upon payment of all of such 
accelerated principal and interest accrued to the acceleration date as provided above, the Bond 
Insurer's obligations under the Bond Insurance Policy shall be fully discharged. 

If the Trustee recovers any moneys following an Event of Default, unless the principal of 
the Bonds shall have been declared due and payable, all such moneys shall be applied in the 
following order: (i) to the payment of the fees, expenses, liabilities and advances incurred or 
made by the Trustee and the Paying Agent and the payment of any sums due and payable to the 
United States pursuant to Section 148(f) of the Code, (ii) to the payment of all interest then due 
on the Bonds, and (iii) to the payment of unpaid principal and premium, if any, of the Bonds. If 
the principal of the Bonds has become due or has been accelerated, such moneys shall be applied 
in the following order: (i) to the payment of the fees, expenses, liabilities and advances incurred 
or made by the Trustee and the Paying Agent and (ii) to the payment of principal of and interest 
then due and unpaid on the Bonds. 
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No Bondholder may institute any suit or proceeding in equity or at law for the 
enforcement of the Indenture unless an Event of Default has occurred of which the TlUstee has 
been notified or is deemed to have notice, and registered owners holding not less than 25% in 
aggregate principal amount of Bonds then outstanding shall have made written request to the 
TlUstee to proceed to exercise the powers granted under the Indenture or to institute such action 
in their own name and the TlUstee shall fail or refuse to exercise its powers within a reasonable 
time after receipt of indemnity satisfactory to it. 

Any judgment against the Issuer pursuant to the exercise ofrights under the Indenture 
shall be enforceable only against specific assigned payments, funds and accounts under the 
Indenture in the hands of the TlUstee. No deficiency judgment shall be authorized against the 
general credit of the Issuer. 

Subject to the provisions of the Indenture summarized under "Rights of Bond Insurer" 
below, no default under paragraph (c) above shall constitute an Event of Default until actual 
notice is given to the Issuer and the Company by the TlUstee or the Bond Insurer or to the Issuer, 
the Company and the Trustee by the registered owners holding not less than 25% in aggregate 
principal amount of all Bonds outstanding and the Issuer and the Company shall have had thirty 
days after such notice to correct the default and failed to do so. If the default is such that it 
cannot be corrccted within the applicable period but is capable of being cured, it will not 
constitute an Event of Default if corrective action is instituted by the Issuer or the Company 
within the applicable period and diligently pursued until the default is corrected. 

Following the occurrence of an Event of Default under the Indenture, the Bond Insurer 
will have the right to direct an accounting at the Company's expense, and the Company's failure 
to comply with such direction within thirty (30) days after receipt of written notice of the 
direction from the Bond Insurer will be deemed a default under the Indenture; provided, 
however, that if compliance cannot occur within such period, then such period will be extended 
so long as compliance is begun within such period and diligently pursued, but only if such 
extension would not materially adversely affect the interests of the Bondholders. 

Waiver of Events of Default 

As long as the Bond Insurance Policy is infiilljorce and effect with respect to the Bonds 
and the Bond Insurer is not in default thereunder, upon the occurrence and continuance of an 
Event of Default, and subject to certain indemnification provisions, the Bond Insurer shall be 
entitled to control and direct the right to annul any declaration of acceleration, and the Bond 
Insllrer shall also be entitled to approve all waivers of Events of Default. (See "Rights of Bond 
Insurer" below.) 

Except as provided below, the TlUstee may in its discretion waive any Event of Default 
under the Indenture and shall do so upon the written request of the registered owners holding a 
majority in principal amount of all Bonds then outstanding. If, after the principal of all Bonds 
then outstanding shall have been declared to be due and payable and prior to any judgment or 
decree for the appointment of a receiver or for the payment of the moneys due shall have been 
obtained or entered, (i) the Company shall cause to be deposited with the TlUstee a sum 
sufficient to pay all matured installments of interest upon all Bonds and the principal of and 
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premium, if any, on any and all Bonds which shall have become due othenvise than by reason of 
such declaration (with interest thereon as provided in the Indenture) and the expenses of the 
TlUstee in connection with such default and (ii) all Events of Default under the Indenture (other 
than nonpayment of the principal of Bonds due by said declaration) shall have been remedied, 
then such Event of Default shall be deemed waived and such declaration and its consequences 
rescinded and annulled by the TlUstee. Such waiver, rescission and annulment shall be binding 
upon all Bondholders. No such waiver, rescission and annulment shall extend to or affect any 
subsequent Event of Default or impair any right or remedy consequent thereon. 

Notwithstanding the foregoing, nothing in the Indenhlre shall affect the right of a 
registered owner to enforce the payment of principal of, premium, if any, and interest on the 
Bonds after the maturity thereof. 

Supplemental Indentures 

The Issuer and the TlUstee may enter into indentures supplemental to the Indenture 
without the consent of or notice to, the Bondholders in order (i) to cure any ambiguity or formal 
defect or omission in the Indenture, (ii) to grant to or confer upon the TlUstee, as may lawfully be 
granted, additional rights, remedies, powers or authorities for the benefit of the Bondholders, (iii) 
to subject to the Indenture additional revenues, properties or collateral, (iv) to permit 
qualification of the Indenture under any federal statute or state blue sky law, (v) to add additional 
covenants and agreements of the Issuer for the protection of the Bondholders or to surrender or 
limit any rights, powers or authorities reserved to or conferred upon the Issuer, (vi) with the 
consent of the Bond Insurer, to make any other modification or change to the Indenhlre which, in 
the sole judgment of the TlUstee, does not adversely affect the Trustee or any Bondholder, 
(vii) with the consent of the Bond Insurer, to make other amendments not otherwise permitted by 
(i), (ii), (iii), (iv) or (vi) of this paragraph to provisions relating to federal income tax matters 
under the Code or other relevant provisions if, in the opinion of Bond Counsel, those 
amendments would not adversely affect the exclusion of the interest on the Bonds from gross 
income for federal income tax purposes, (viii) with the consent of the Bond Insurer, to make any 
modification or change to the Indenture necessmy to provide liquidity or credit support for the 
Bonds, or (ix) to permit the issuance of the Bonds in other than book -entry-only form or to 
provide changes to or for the book-entry system. 

Subject to the consent of the Bond Insurer, exclusive of supplemental indentures for the 
purposes set forth in the preceding paragraph, the consent of registered owners holding a 
majority in aggregate principal amount of all Bonds then outstanding is required to approve any 
supplemental indenture, except no such supplemental indenture shall permit, without the consent 
of all of the registered owners of the Bonds then outstanding, (i) an extension of the maturity of 
the principal of or the interest on any Bond issued under the Indenture or a reduction in the 
principal amount of any Bond or the rate of interest or time of redemption or redemption 
premium thereon, (ii) a privilege or priority of any Bond or Bonds over any other Bond or 
Bonds, (iii) a reduction in the aggregate principal amount of the Bonds required for consent to 
such supplemental indenture, or (iv) the deprivation of any registered owners of the lien of the 
Indenture. As discussed below, any action under the Indenture which requires the consent or 
approval of the registered owners of the Bonds shall, in addition, be subject to the consent of the 
Bond Insurer. 
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If at any time the Issuer shall request the Trustee to enter into any supplemental indenture 
requiring the consent of the registered owners of the Bonds, the Trustee, upon being 
satisfactorily indemnified with respect to expenses, must notify all such registered owners. Such 
notice shall set forth the nature of the proposed supplemental indenture and shall state that copies 
thereof are on file at the principal office of the Trustee for inspection. If, within sixty days (or 
such longer period as shall be prescribed by the Issuer or the Company) following the mailing of 
such notice, the registered owners holding the requisite amount of the Bonds outstanding shall 
have consented to the execution thereof, no Bondholder shall have any right to object or question 
the execution thereof. 

No supplemental indenture shall become effective unless the Company consents to the 
execution and delivelY of such supplemental indenture. The Company shall be deemed to have 
consented to the execution and delivery of any supplemental indenture if the Trustee does not 
receive a notice of protest or objection signed by the Company on or before 4:30 p.m., local time 
in the city in which the principal office of the Trustee is located, on the fifteenth day after the 
mailing to the Company of a notice of the proposed changes and a copy of the proposed 
supplemental indenture. 

Rights of Bond Insurer 

The Indenture grants certain rights to the Bond Insurer. In addition to those rights, the 
Bond Insurer shall, to the extent it makes payment of principal of or interest on the Bonds, 
become subrogated to the rights of the recipients of such payments in accordance with the terms 
of the Bond Insurance Policy. If an Event of Default occurs, so long as the Bond Insurance 
Policy remains in full force and effect and the Bond Insurer is not in default, the Bond Insurer 
shall have the right to institute any suit, action or proceeding at law or in equity under the same 
terms as a registered owner may institute any action under the Indenture. 

To the extent that the Indenture confers upon or gives or grants to the Bond Insurer any 
right, remedy or claim under or by reason ofthe Indenture, the Bond Insurer is explicitly 
recognized under the Indenture as being a third-party beneficiaty thereunder and may enforce 
any such right, remedy or claim confel1'ed, given or granted thereunder. 

As long as the Bond Insurance Policy is in full force and effect with respect to the Bonds 
and the Bond Insurer is not in default thereunder: (a) any provision of the Indenture expressly 
recognizing or granting rights in or to the Bond Insurer may not be amended in any manner 
which affects the rights of the Bond Insurer thereunder without the prior written consent of the 
Bond Insurer; (b) any action under the Indenture which requires the consent or approval of the 
registered owners shall, in addition to such approval, be subject to the prior written consent of 
the Bond Insurer; (c) upon the occurrence and continuance of an Event of Default, and subject to 
certain indemnification provisions, the Bond Insurer shall be entitled to control and direct the 
enforcement of all rights and remedies granted to the registered owners or the Trustee for the 
benefit of the registered owners under the Indenture including, without limitation, (i) the right to 
accelerate the principal of the Bonds, (ii) the right to annul any declaration of acceleration, and 
the Bond Insurer shall also be entitled to approve all waivers of Events of Default, and (d) the 
Bond Insurer shall be entitled to receive copies of notices, certificates and other documents 
received by the Trustee pursuant to the Indenture or given to the Bondholders and notification of 
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any failure to provide any such document as required by the Indenture or the Loan Agreement, 
and shall be furnished by the Company with any filings made in accordance with SEC Rule 
15c2-12 and copies of certain financial statements, audit or annual report of the Company. 

Notwithstanding anything in the Indenture or the Loan Agreement to the contrary, in the 
event that the principal or interest due on the Bonds shall be paid by the Bond Insurer pursuant to 
the Bond Insurance Policy, the Bonds shall remain outstanding for all purposes, shall not be 
defeased or otherwise satisfied and shall not be considered paid by the Issuer, and the assignment 
and pledge of the revenues and security of the Company under the Loan Agreement and all 
covenants, agreements and other obligations of the Issuer to the Bondholders shall continue to 
exist and shallmn to the benefit of the Bond Insurer, and the Bond Insurer shall be subrogated to 
the rights of the Bondholders. 

Enforceability of Remedies 

The remedies available to the Tmstee, the Issuer and the owners upon an Event of 
Default under the Loan Agreement or the Indenture are in many respects dependent upon judicial 
actions which are often subject to discretion and delay. Under existing constitutional and 
statutOlY law and judicial decisions, the remedies specified by the Loan Agreement or the 
Indenture may not be readily available or may be limited. The various legal opinions to be 
delivered concurrently with the delivelY ofthe Bonds will be qualified as to the enforceability of 
the various legal instmments by limitations imposed by principles of equity, bankmptcy, 
reorganization, insolvency, moratorium or other similar laws affecting the rights of creditors 
generally. 

Tax Treatment 

In the opinion of Bond Counsel, under existing law, including current statutes, 
regulations, administrative mlings and official interpretations, subject to the qualifications and 
exceptions set forth below, interest on the Bonds will be excluded from the gross income of the 
recipients thereof for federal income tax purposes, except that no opinion will be expressed 
regarding such exclusion from gross income with respect to any Bond during any period in 
which it is held by a "substantial user" ofthe Project or a "related person" as such terms are used 
in Section 147(a) of the Code. Interest on the Bonds will be an item of tax preference in 
determining alternative minimum taxable income for individuals and corporations under the 
Code. It is Bond Counsel's further opinion that, subject to the assumptions stated in the 
preceding sentence, (i) interest on the Bonds will be excluded from gross income of the owners 
thereof for Kentucky income tax purposes and (ii) the Bonds will be exempt from all ad valorem 
taxes in Kentucky. 

The opinion of Bond Counsel as to the excludability of interest from gross income for 
federal income tax purposes will be based upon and will assume the accuracy of certain 
representations of facts and circumstances, including with respect to the Project, which are 
within the knowledge of the Company and compliance by the Company with certain covenants 
and undertakings set forth in the proceedings authorizing the Bonds which are intended to assure 
that the Bonds are and will remain obligations the interest on which is not includable in gross 
income of the recipients thereof under the law in effect on the date of such opinion. Bond 
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Counsel will not independently verify the accuracy of the certifications and representations made 
by the Company and the Issuer. On the date of the opinion and subsequent to the original 
delively of the Bonds, such representations of facts and circumstances must be accurate and such 
covenants and undertakings must continue to be complied with in order that interest on the 
Bonds be and remain excludable from gross income ofthe recipients thereof for federal income 
tax purposes under existing law. Bond Counsel will express no opinion (i) regarding the 
exclusion of interest on any Bond from gross income for federal income tax purposes on or aftcr 
the date on which any change, including any interest rate conversion, pennitted by the 
documents other than with the approval of Bond Counsel is taken which adversely affects the tax 
treatment of the Bonds or (ii) as to the treatment for purposes of federal income taxation of 
interest on the Bonds upon a Determination ofTaxability. 

The Code prescribes a number of qualifications and conditions for the interest on state 
and local government obligations to be and to remain excluded from gross income for federal 
income tax purposes, some of which, including provisions for potential payments by the Issuer to 
the federal government, require future or continued compliance after issuance of the Bonds in 
order for the interest to be and to continue to be so excluded from the date of issuance. 
Noncompliance with certain of these requirements by the Company or the Issuer with respect to 
the Bonds could cause the interest on the Bonds to be included in gross income for federal 
income tax purposes and to be subject to federal income taxation retroactively to the date of their 
issuance. The Company and the Issuer will each covenant to take all actions required of each to 
assure that the interest on the Bonds shall be and remain excluded from gross income for federal 
income tax purposes, and not to take any actions that would adversely affect that exclusion. 

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

(a) The Code also provides for a "branch profits tax" which subjects to tax, at 
a rate of 30%, the effectively connected earnings and profits of a foreign corporation 
which engages in a United States trade or business. Interest on the Bonds would be 
includable in the amount of effectively connected earnings and profits and thus would 
increase the branch profits tax liability. 

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

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

Owners of the Bonds should be aware that the ownership of the Bonds may result in 
collateral federal income tax consequences. For instance, the Code provides that property and 
casualty insurance companies will be required to reduce their loss reserve deductions by 15% of 
the tax-exempt interest received on certain obligations, such as the Bonds, acquired after 
August 7, 1986. (For purposes of the immediately preceding sentence, a portion of dividends 
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paid to an affiliated insurance company may be treated as tax -exempt interest.) The Code further 
provides for the disallowance of any deduction for interest expenses incul1'ed by banks and 
certain other financial institutions allocable to canying certain tax-exempt obligations, such as 
the Bonds, acquired after August 7,1986. The Code also provides that, with respect to taxpayers 
other than such financial institutions, such taxpayers will be unable to deduct any portion of the 
interest expenses incurred or continued to purchase or carry the Bonds. The Code also provides, 
with respect to individuals, that interest on tax-exempt obligations, including the Bonds, is 
included in modified adjusted gross income for purposes of determining the taxability of social 
security and railroad retirement benefits. Furthermore, the earned income tax credit is not 
allowed for individuals with an aggregate amount of disqualified income within the meaning of 
Section 32 of the Code, which exceeds $2,200. Interest on the Bonds will be taken into account 
in the calculation of disqualificd income. Prospective purchasers of the Bonds should consult 
their own tax advisors regarding such matters and any other tax consequences of holding the 
Bonds. 

From time to time, there are legislative proposals in Congress which, if enacted, could 
alter or amend one or more of the federal tax matters refened to above or could adversely affect 
the market value of the Bonds. It cannot be predicted whether or in what form any such proposal 
might be enacted or whether, if enacted, it would apply to obligations (such as the Bonds) issued 
prior to enactment. 

Drafts of the opinions of Bond Counsel relating to the Bonds in substantially the forms in 
which they are expected to be delivered on the date of issuance of the Bonds of each serics are 
attached as Appendix C-l and C-2. 

Legal Matters 

Certain legal matters incident to the authorization, issuance and sale by the Issuers of the 
Bonds are subject to the approving opinions of Bond Counse\. Bond Counsel has in the past, and 
may in the future, act as counsel to the Company with respect to certain matters. Certain legal 
matters will be passed upon for the Issuers by their respective County Attorneys. Certain legal 
matters will be passed upon for the Company by Jones Day, Chicago, Illinois, and John R. 
McCan, Esq., Executive Vice President, General Counsel and Corporate SecretalY for the 
Company. Certain legal matters will be passed upon for the Underwriter by its counsel, Winston 
& Strawn LLP, Chicago, Illinois. 

Underwriting 

Lehman Brothers Inc. (the "Underwriter") has agreed to purchase the Bonds from the 
Issuers at the public offering price set f011h on the cover page of this Official Statement. The 
Underwriter is committed to purchase an the Carron County Bonds if any Carron County Bonds 
are purchased and an the Trimble County Bonds if any Trimble County Bonds arc purchased. In 
connection with the underwriting of the Bonds, the Underwriter will be paid by the Company a 
fee in the amount of $93,807, which includes reimbursement for certain reasonable out-of-pocket 
expenses. 
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The Underwriter may offer and sell the Bonds to certain dealers and others at prices 
lower than the public offering price set f0l1h on the cover page of this Official Statement. Aftcr 
the Bonds arc released for salc to the public, the public offering price and other selling telms 
may from time to time be varied by the Underwriter. 

In connection with the offering of the Bonds, the Underwriter may over-allot or effect 
transactions which stabilize or maintain the market prices of such bonds at levels above those 
which might othelwise prevail in the open market. Such stabilizing, if commenced, may be 
discontinued at any time. 

Pursuant to separate Inducement Letters, the Company has agreed to indemnify the 
Underwriter and the Issuers against certain civil liabilities, including liabilities nnder the federal 
securities laws, or contribute to payments that the Underwriter or the Issners may be required to 
make in rcspect thereof. 

In the ordinary course of their business, the Underwriter and cel1ain of its affiliates have 
in the past and may in the future engage in investment and commercial banking transactions with 
the Company, including the provision of certain advisory services to the Company. 

Continuing Disclosure 

Because the Bonds will be special and limited obligations of the Issuer, the Issuer is not 
an "obligated person" for purposes of Rule l5c2-12 (the "Rule") promulgated by the SEC under 
the Exchange Act, and does not have any continuing obligations thereunder. Accordingly, the 
Issuer will not provide any continuing disclosure information with respect to the Bonds or the 
Issuer. 

In order to enable the Underwriter to comply with the requirements of the Rule, the 
Company will covenant in a continuing disclosure undertaking agreement delivered to the 
Trustee for the benefit of the holders ofthe Bonds (the "Continuing Disclosure Agreement") to 
provide certain continuing disclosure for the benefit of the holders of the Bonds. Under its 
Continuing Disclosure Agreement, the Company will covenant to take the following actions: 

(a) The Company will provide to each nationally recognized municipal 
securities information repository ("NRMSIR"), recognized by the SEC pursuant to the 
Rule, and the state information depository, ifany, of the Commonwealth of Kentucky (a 
"SID" and, together with the NRMSIR, a "RepositOlY") recognized by the SEC (1) 
annual financial information of the type set forth in Appendix A to this Official Statement 
(including any information incorporated by reference therein) and (2) auditcd financial 
statements prepared in accordance with generally accepted accounting principles, in each 
case not later than 120 days after the end of the Company's fiscal year. 

(b) The Company will file in a timely manner with each NRMSIR or the 
Municipal Securities Rulemaking Board, and with the SID, if any, notice of the 
occurrence of any of the following events (if applicable) with respect to the Bonds, if 
material: (i) principal and interest payment delinquencies; (ii) non-payment related 
defaults; (iii) any unscheduled draws on debt service reserves reflecting financial 
difficulties; (iv) unscheduled draws on credit enhancement facilities reflecting financial 
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difficulties; (v) substitution of credit or liquidity providers, 01' their failure to perform; 
(vi) adverse tax opinions 01' events affecting the tax-exempt status of the Bonds; (vii) 
modifications to rights of the holders of the Bonds; (viii) the giving of notice of optional 
01' unscheduled redemption of any Bonds; (ix) defeasance of the Bonds 01' any portion 
thereof; (x) release, substitution, 01' sale of property securing repayment of the Bonds; 
and (xi) rating changes with respect to the Bonds or the Company 01' any obligated 
person, within the meaning of the Rule. 

(c) The Company will file in a timely manner with each RepositOly notice of 
a failure by the Company to file any of the notices 01' reports referred to in paragraphs (a) 
and (b) above by the due date. 

The Company may amend its Continuing Disclosure Agreement (and the Tmstee shall 
agree to any amendment so requested by the Company that does not change the duties of the 
Tmstee thereunder) or waive any provision thereof, but only with a change in circumstances that 
arises from a change in legal requirements, change in law, or change in the nature or status of the 
Company with respect to the Bonds or the type of business conducted by the Company; 
provided that the undertaking, as amended or following such waiver, would have complied with 
the requirements of the Rule on the date of issuance ofthe Bonds, after taking into account any 
amendments to the Rule as well as any change in circumstances, and the amendment or waiver 
does not materially impair the interests of the holders of the Bonds to which such undertaking 
relates, in the opinion of the Tmstee or counsel expert in fedcral securities laws acceptable to 
both the Company and the Tmstee, or is approved by the Beneficial Owners of a majority in 
aggregate principal amount of the outstanding Bonds. The Company acknowledges that its 
undertakings pursuant to the Rule described under this heading are intended to be for the benefit 
for the holders of the Bonds and shall be enforceable by the holders of those Bonds 01' by the 
Tmstee on behalf of such holders. Any breach by the Company of these undertakings pursuant 
to the Rule will not constitute an Event of Default under the Indenture, the Loan Agreement or 
the Bonds. 

49 



Attachment to Response to KU AG-I Question No. 217 
Page 142 ofl53 

Arbough 

This Official Statement has been duly approved, executed and delivered by the County 
JudgelExecutive of each Issuer, on behalf of such Issuer. However, neither Issuer has or 
assumes any responsibility as to the accuracy or completeness of any of the information in this 
Official Statement except for information furnished by such Issuer under the caption "The 
Issuers. " 

COUNTY OF CARROLL, KENTUCKY 

By:/s/ Harold Tomlinson 
County Judge/Executive 
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Appendix D 

Form of Bond Insurance Policy 
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One State Street Plaza, 15th Floor 
New York, New York 10004 
Telephone: (212) 668-0340 Financial Guaranty Insurance Policy 

Obligor: Policy Number: 

Obligations: Premium: 

Ambac Assurance Corporation (Ambac), a Wisconsin stock insurance corporation, in consideration of the pa nent of the 
premium and subject to the terms of this Policy, hereby agrees to pay to The Bank of New York, as trustee, or its u essor (the 
ulnsurance Trustee "), for the benefit of the Holders, that portion of the principal of and interest on the above-describe 0 igations 
(the "Obligations") which shall become Due for Payment but shall be unpaId by reason of Nonpayment ~'~ Obligo 

Ambac will make such payments to the Insurance Trustee within one (1) business day following wr!.t{en rl(~:ifi~.~A:l1; Jj c of 
Nonpayment. Upon a Holder's presentation and surrender to the Insurance Trustee of such unpal.9'(')j)l)gatio s r relatc.£!.CbI po s, 
uncanceled and in bearer form and free of any adverse claim, the Insurance Trustee Wll~di b'llJSe"to the d the amouQ!... f 
principal and Interest which is then Due for Payment but is unpaid. Upon such disburse ,('Amb~."lt be e the owner of 
the surrendered Obligations andlor coupons and shall be fully subrogated to all of th Ho er rlgh /~aymen t reon. 

In cases where the Obligations are issued in registered form, the Insurance Trustee h I isb CSI ~nciPal toyi-lol er only upon 
presentation and surrender to the Insurance Trustee of the unpaid Obligation, unca c tel and'fi~Of anY.JIov;r?e claim, together 
with an instrument of assignment, in form satisfactory to Ambac and tl). nsurance U\~dUI e c t€d)Jy the Holder or such 
Holder's dl!ly authorized representative, so as to permit ownership ofs~h' l1gation b re Ister d ip,t& name of Ambac or its 
nominee. I he Insurance Trustee shall disburse interest to a H 1 er 0'\ a ~t~ed bli ~tl~n 01 fy upon presentation to the 
Insurance Trustee of proof that the claimant is the person entitle to he p~ n nt~NQ.(f t ohJ:he Obligation and delivery to the 
Insurance Trustee of an ,instrument of assignment, in form satlsfac to A b aitd.,..ilie nsurance Trustee, duly executed by the 
Holder or such Holder s duly authorized representat)~~rrin t Am c 11 righ under such Obligation to ~ecelve the 
interest in respect of which the insurance diSburS~~~r1t waS"tr!ade. 5,c sh I e subrogated to all of the Holders rights to 
payment on registered Obligations to the extent 0 a y insurance disbur nts made. 

In the event that a trustee or paying .agefihfor t e ObligatiOnS~ noti that any payment of principal of or interest on an 
Obligation which has become Due fgvPa £ent an \ Qich is mad t a Holder by or on behalf of the Obligor has been deemed a 
preferential transfer and theretOfo~r vered~r m t x l'Iq!der p,u -s)' nt to the United States Bankruptcy Code in accordance with 
a final, nonappealable order of a c u of com te tjurlsdl£.t1Ori';"yufu Holder will be entitled to payment from Ambac to the extent 
of such recovery if suffic~ nds re ~/ot rwise avallanre:--

As used herein, the Je6o/flol~e n m ~n any 'pe~rre;'dler than (i) the Obligor or (Ii) any person whose obligations constitute the 
underlying secur t<j qP"Source 0 p yment: {" t~ji~tions who, at the time of Nonpayment, is the owner of an Obligation or of 
a coupon relating ~~ C?bl~ ti n. As \I(e'd J;-et"ein, "Due for Payment", when referring to the principal of Obligations, is when 
the scheguled~~atu ·t~at'e..p mandatorYvtfdemption date for the application of a required sinking fund Installment has been 
reac~l d ~d-d~ not fer t6 any earlier date on which payment is due by reason of call for redemption (other than by application 
of r q~{red sinking fu 0Etallments), acceleration or other advancement of maturity: and, when referring to interest on the 
Obi g !iOIlS jnvlleh- he ~1 uled date for payment of interest has been reached. As used herein, "Nonpayment" means the failure 
of tH~ mTgor..-toha",ve pro\)\d d sufficient funds to the trustee or paying agent for payment In full of all principal of and Interest 
on the Obligations )th ch are Due for Payment. 

This Polify'is.nonf'ru celable. The premium on this Polley is not refundable for any reason, including payment of the Obligations 
prior to m'atudty. This POlicy does not insure against loss of any prepayment or other acceleration payment which at any time 
may become due in respect of any Obligation, other than at the sole option of Ambac, nor against any risk other than Nonpayment. 

In witness whereof, Ambac has caused this Policy to be affixed with a facsimile of its corporate seal and to be signed by its duly 
authorized officers in facsimile to become effective as its original seal and Signatures and binding upon Ambac by virtue of the 
countersignature of its duly authorized representative. 

f~j/2L 
PreSident 

Effective Date: 

THE BANK OF NEW YORK acknowledges that it has agreed 
to perform the duties of Insurance Trustee under this PoliCY. 

Form No.: 2B-0012 (1101) 
D·2 

Secretary 

Authorized Representative 

/~tLM 
Authorized Officer of Insurance Trustee 



Ambac 
Endorsement 

Polley for: 
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Ambac Assurance Corporation 
One Scate Street Plaza, 15th Floor 
New York, New York 10004 
Telephone: (212) 668-0340 

Attached to and forming part of Policy No.: 

:.--v'-' c to vary, alter, waive or extend any of the terms, conditions, provisions, agreements 
the bo e mentioned Polley other than a'j above stated. 

e eo , Ambac has caused this Endorsement to be afftxed with a facsimile of its corporate seal and to 
1&Jl':l!..t>l'"'tS y authorized officers in fuqimile to become effective as Its original seal and signatures and binding 

upon virtue of [he countersignature of its duly authorized representative. 

Ambac Assurance Corporation 

President Secretary 

Authorized Representative 
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Appendix E 

Snmmary of Certain Provisions of the Bonds while Bearing Interest at a Flexible Rate, a 
Variable Rate 01' a Long Term Rate 

The following table summarizes, for each of the permitted Interest Rate Modes (except 
the Auction Rate): the dates on which interest will be paid (Interest Payment Dates); the dates 
on which each interest rate will be determined (Interest Rate Determination Dates); the period of 
time (Interest Rate Periods) each interest rate will be in effect (provided that the initial Interest 
Rate Period for each Interest Rate Mode may begin on a different date from that specified, which 
date will be the Conversion Date 01' the date of a change in the Long Term Rate, as applicable); 
the dates on which registered owners may tender their Bonds for purchase to the Tender Agent 
and the notice requirements therefor (provided that while the Bonds are held in book-enhy-only 
fonn, all notices of tender for purchase will be given by Beneficial Owners in the manner 
described below under "Purchases of Bonds on Demand of Owner - Notice Required for 
Purchases") (Purchase on Demand of Owner; Required Notice); the dates on which Bonds are 
subject to mandatmy tender for purchase (MandatDlY Purchase Dates); the redemption 
provisions applicable to the Bonds (Redemption); the notice requirements for redemption and 
mandatmy tender for purchase (Notices of Redemption and Mandatory Purchases); and the 
manner by which registered owners will receive payments of principal, interest, redemption price 
and purchase price (Manner of Payment). All times stated are New York City time. 
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FLEXIBLE RATE 

Intel'est Payment Dates With respect to any Bond, the last day of 
each Flexible Rate Period (or if such day 
is not a Business Day, the next 
succeeding Business Day), 

Interest Rate For each Bond, not later than 12:00 noon 
Determination Dates 011 the first day of each Flexible Rate 

Period for such Bond. 

Interest Rate Periods For each Bond, each Flexible Rate 
Period will be of a duration designated 
by the Remarketing Agent of one day to 
270 days (or lower maximum number as 
specified in the Indenture); must end 011 

a day immediately prior to a Business 
Day. 

Purchase on Demand of No purchase on demand of the owner, 
Owner; Required 

• 
Notice 

Mandatory Purchase Any Conversion Date; and with respect 
Dates to each Bond, on each Interest Payment 

Date for such Bond, 

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

Notices of Redemption No notice of mandatory purchase 
and Mandatory following the end of each Flexible Rate 
Purchases' Period; otherwise not fewer than 15 days 

(not fewer than 30 days notice of 
mandatory purchase on a Conversion 
Date if Conversion to the Semi-Annual, 
Annual or Long Term Rate) or greater 
than 45 days. 

Manner of Payment Principal or redemption price upon 
surrender of the Bond to the Paying 
Agent; purchase price upon surrender of 
the Bond to the Tender Agent. 

• 
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DAILY RATE WEEKLY RATE 

The first Business Day of each The first Business Day of each 
calendar month, calendar month. 

Not later than 9:30 a.m. on Not later than 4:00 p.m. on the day 
each Business Day. preceding each Weekly Rate Period 

or, ifnot a Business Day, on the 
next preceding Business Day. 

From and including each From and including each Thursday 
Business Day to but not to and including the following 
including the next Business Wednesday. 
Day. 

Any Business Day; by written Any Business Day; by written 
or telephonic notice, promptly notice to the Tender Agent not later 
confirmed in writing, to the than 5:00 p.m. on a Business Day at 
Tender Agent by 10:00 a.m. on least seven days prior to the 
such Business Day. Purchase Date. 

Any Conversion Date. Any Conversion Date. 

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

Not fewer than 15 days (30 Not fewer than 15 days (30 days 
days notice of mandatory notice of mandatory purchase if 
purchase if COllversion to the Conversion to the Semi-Annual, 
Semi-Annual, Annual or Long Annual or Long Term Rate) or 
Term Rate) or greater than 45 greater than 45 days. 
days. 

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

So long as DTe or its nominee is the registered owner of the Bonds, notices of redemption and mandatory 
purchases shall be sent to Cede & Co., and payments of principal, redemption and purchase price of and interest on the Bonds will be 
paid through the facilities ofDTC. See HSummary ofthe Bonds - Book-Entry-Only System" in the forepart to this Official 
Statement. 
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SEMI-ANNUA!, 

Interest Payment Date Each June 1 and December 1. 

Interest Rate Not latcr than 2:00 p,m. on the Business 
Determination Dates Day preceding the first day of the 

Semi-Annual Rate Period. 

Interest Rate Periods Each six-month period from and including 
each June 1 and December 1 to and 
including the day preceding the next 
Interest Payment Date. 

Purchase 011 Demand of On any Interest Payment Date; by written 
* notice to the Tender Agent on any Business Owner; Required Notice 

Day not later than the fifteenth day prior to 
the Purchase Date. 

l\fandatol'Y PUl'chase Any Conversion Date; the first Business 
Dates Day after the end of each Semi-Annual 

Rate Period. 

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

Notices of Redemption and Not fewer than 30 days or greater than 45 
l\fandatol'Y PUl'chases t days. 

Manner of Payment Principal or redemption price upon 
surrender of the Bond to the Paying Agent; 
interest by check mailed to the registered 
owners or, upon request of registered 
owner, ofS1,OOO,OOO or 1110re of an 
individual issue of Bonds, in immediately 
available funds; purchase price upon 
surrender of the Bond to the Tender Agent. 

* 
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ANNUAL LONG TERl\I 

Each June 1 and December 1. Each June 1 and December 1; any 
Conversion Date; and the effective 
date of any change to a new Long 
Term Rate Period. 

Not later than 12;00 noon on the Not later than 12:00 noon on the 
Business Day preceding the first Business Day preceding the first day 
day of the Annual Rate Period. of the Long Term Rate Period. 

Each period from and including Each period designated by the 
the COIlversion Date to the Company of more than one year in 
Annual Rate to and including the duration and which is an integral 
day immediately preceding the multiple of six months, from and 
second Interest Payment Date including the first day of such period 
thereafter and each successive (June I and December 1) to and 
twelve month period thereafter. including the day immediately 

preceding the last Interest Payment 
Date for that period. 

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

Any Conversion Date; the first Any Conversion Date; the first 
Business Day after the end of Business Day after the end of each 
each Annual Rate Period. Long Tenn Rate Period; the effective 

date ofa change of Long Term Rate 
Period. 

Optional at par 011 the final Optional at times and prices dependent 
Interest Payment Date; on the length of the Long Tenn Rate 
Extraordinary Optional and Period; Extraordinary Optional and 
Mandatory at par, on any Mandatory at par, on any Business 
Business Day. Day. 

Not fewer than 30 days or greater Not fewer than 30 days or greater than 
than 45 days. 45 days. 

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

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

B-3 



Attachment to Response to KU AG-I Question No. 217 
Page 149 of 153 

Arbough 

Determination of Interest Rates for Interest Rate Modes 

Dailv Rate. If the Interest Rate Mode for the Bonds is the Daily Rate, the interest rate on 
the Bonds for any Business Day will be the rate established by the Remarketing Agent no later 
than 9:30 a.m. (New York City time) on such Business Day as the minimum rate of interest 
necessary, in the judgment of the Remarketing Agent taking into account then Prevailing Market 
Conditions, to enable the Remarketing Agent to sell the Bonds on such Business Day at a price 
equal to the principal amount thereof, plus acclUed interest, if any, thereon. For any day which is 
not a Business Day or if the Remarketing Agent does not give notice of a change in the interest 
rate, the interest rate on the Bonds will be the interest rate in effect for the immediately preceding 
Business Day. 

Weekly Rate. If the Interest Rate Mode for the Bonds is the Weekly Rate, the interest rate 
on the Bonds for a particular Weekly Rate Period will be the rate established by the Remarketing 
Agent no later than 4:00 p.m. (New York City time) on the day preceding such Weekly Rate 
Period or, if such day is not a Business Day, on the next preceding Business Day, as the 
minimum rate of interest necessary, in the judgment of the Remarketing Agent taking into 
account then Prevailing Market Conditions, to enable the Remarketing Agent to sell the Bonds 
on such first day at a price equal to the principal amount thereof, plus accrued interest, if any, 
thereon. 

Flexible Rates and Flexible Rate Periods. Ifthe Interest Rate Mode for the Bonds is the 
Flexible Rate, the interest rate on a Bond for a specific Flexible Rate Period will be the rate 
established by the Remarkcting Agent no later than 12:00 noon (New York City time) on the first 
day of that Flexible Rate Period as the minimum rate of interest neceSS31Y, in the judgment of the 
Remarketing Agent taking into account then Prevailing Market Conditions, to enable the 
Remarketing Agent to sell such Bond on that day at a price equal to the principal amount thereof. 
Each Flexible Rate Period applicable for a Bond will be determined separately by the 
Remarketing Agent on or prior to the first day of such Flexible Rate Period as being the Flexible 
Rate Period permitted under the Indenture which, in the judgment of the Remarketing Agent, 
taking into account then Prevailing Market Conditions, will, with respect to such Bond, 
ultimately produce the lowest overall interest cost on the Bonds while the Interest Rate Mode for 
the Bonds is the Flexible Rate. Each Flexible Rate Period will be from one day to 270 days in 
length and will end on a day preceding a Business Day. If the Remarketing Agent fails to set the 
length of a Flexible Rate Period for any Bond, a new Flexible Rate Period lasting to, but not 
including, the next Business Day (or until the earlier Conversion or maturity of the Bonds) will 
be established automatically in accordance with the Indenture. 

Semi-Annual Rate. Ifthe Interest Rate Mode for the Bonds is the Semi-Annual Rate, the 
interest rate on the Bonds for a particular Semi-Annual Rate Period will be the rate established 
by the Remarketing Agent no later than 2:00 p.m. (New York City time) on the Business Day 
immediately preceding the first day of such Semi-Annual Rate Period as the minimum rate of 
interest necessary, in the judgment of the Remarketing Agent taking into account then Prevailing 
Market Conditions, to enable the Remarketing Agent to sell the Bonds on such first day at a price 
cqual to the principal amount thereof. 
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Annual Rate. If the Interest Rate Mode for the Bonds is the Annual Rate, the interest rate 
on the Bonds for a particular Annual Rate Period wi!! be the rate of interest established by the 
Remarketing Agent no later than 12:00 noon (New York City time) on the Business Day 
preceding the first day of such Annual Rate Period as the minimum rate of interest necessmy, in 
the judgment of the Remarketing Agent taking into account then Prevailing Market Conditions, 
to enable the Remarketing Agent to sell the Bonds on such first day at a price equal to the 
principal amount thereof. 

Long Term Rates and Long Term Rate Periods. If the Interest Rate Mode for the Bonds 
is the Long Term Rate, the interest rate on the Bonds for a particular Long Term Rate Period wi!! 
be the rate established by the Remarketing Agent no later than 12:00 noon (New York City time) 
on the Business Day preceding the first day of such Long Term Rate Period as the minimum rate 
of interest necessmy, in the judgment of the Remarketing Agent taking into account then 
Prevailing Market Conditions, to enable the Remarketing Agent to sell the Bonds on such first 
day at a price equal to the principal amount thereof. The Company wi!! establish the duration of 
the Long Term Rate Period at the time that it directs the Conversion of the Interest Rate Mode to 
the Long Term Rate, and thereafter each successive Long Term Rate Period wi!! be the same as 
the Long Term Rate Period so established by the Company until a different Long Term Rate 
Period is specified by the Company in accordance with the Indenture (in which case the duration 
of that Long Term Rate Period wi!! control succeeding Long Term Rate Periods), subject in all 
cases to the occurrence of a Conversion Date or the maturity ofthe Bonds. Each Long Term 
Rate Period wi!! be more than one year in duration, will be for a period which is an integral 
multiple of six months and will end on the day next preceding an Interest Payment Date; 
provided that if a Long Term Rate Period commences on a date other than a June 1 or 
December I, such Long Term Rate Period may be for a period which is not an integral multiple 
of six months but will be of a duration as close as possible to (but not in excess of) such Long 
Term Rate Period established by the Company and will terminate on a day preceding an Interest 
Payment Date, and each successive Long Telm Rate Period thereafter will be for the full period 
established by the Company until a different Long Term Rate Period is specified by the 
Company in accordance with the Indenture or until the occurrence of a Conversion Date or the 
maturity of the Bonds; provided further that no Long Telm Rate Period wi!! extend beyond the 
final maturity date of the Bonds. 

Change o(Long Term Rate Period. The Company may change from one Long Term 
Rate Period to another Long Term Rate Period on any Business Day on which the Bonds are 
subject to optional redemption as described under "Summmy of the Bonds - Redemptions
Optional Redemption" in the forepart of this Official Statement upon notice from the Bond 
Registrar to the owners of Bonds as described below. With any notice of such change, the 
Company must also deliver an opinion of Bond Counsel stating that such change is authorized or 
permitted by the Act and is authorized by the Indenture and wi!! not adversely affect the 
exclusion from gross income of interest on the Bonds for federal income tax purposes. 
Notwithstanding the foregoing, the Long Tenn Rate Period will not be changed to a new Long 
Term Rate Period if (A) the Remarketing Agent has not determined the interest rate for the new 
Long Term Rate Period in accordance with the terms of the Indenture or (B) the Bond Registrar 
receives written notice from Bond Counsel prior to the effective date of the change to the effect 
that the opinion of such Bond Counsel required under the Indenture has been rescinded. Upon 
the occurrence of any of the events described in the preceding sentence, the Bonds wi!! bear 
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interest at the Weekly Rate commencing on the date which would have been the effective date of 
the proposed change of Long Term Rate Period, subject to the provisions described above under 
"Summmy of the Bonds - Conversion ofInterest Rate Modes - Cancellation of Conversion of 
Interest Rate Mode" in the forepart of this Official Statement. 

Notice to Owners of Change o(Long Term Rate Period. The Bond Registrar will notify 
each registered owner of the change of Long Term Rate Period by first class mail at least 30 days 
in the case of a change in the Long Term Rate Period but not more than 45 days before each 
effective date of a change in the Long Term Rate Period. The notice will state those matters 
required to be set forth therein under the Indenture. 

Failure to Determine Rate. If for any reason the interest rate for a Bond is not 
determined by the Remarketing Agent, except as described above under "Change of Long Term 
Rate Period' and above under "Summaty of the Bonds - Conversion ofInterest Rate Modes
Cancellation of Conversion oUnterest Rate Mode" in the forepart of this Official Statement, the 
interest rate for such Bond for the next succeeding interest rate period will be the interest rate in 
effect for such Bond for the preceding interest rate period and, pursuant to the terms of the 
Indenture, there will be no change in the then applicable Long Term Rate Period or any 
Conversion from the then applicable Interest Rate Mode. Notwithstanding the foregoing, iffor 
any reason the interest rate for a Bond bearing interest at a Flexible Rate is not determined by the 
Remarketing Agent, the interest rate for such Bond for the next succeeding Interest Period will 
be equal to The Bond Market Association Municipal Swap Index™ (the "Municipal Index") as 
defined in the Indenture and the Interest Period for such Bond will extend through the day 
preceding the next Business Day, until the Tmstee is notified of a new Flexible Rate and Flexible 
Rate Period determined for such Bond by the Remarketing Agent. 

Purchases of Bonds on Demand of Owner 

If the Bonds are in the book -enby-only system, demands for purchase may be made by 
Beneficial Owners only through such Beneficial Owner's Direct Participant (as defined under the 
caption "Summmy of the Bonds - Book-Enby-Only System" in the forepalt of this Official 
Statement). If the Bonds arc in certificated form, demands for purchase may be made only by 
registered owners. 

Dailv Rate. If the Interest Rate Mode for the Bonds is the Daily Rate, any Bond will be 
purchased on the demand of the registered owner thereof on any Business Day during a Daily 
Rate Period at a purchase price equal to the principal amount thereof plus accmed interest, if any, 
to the Purchasc Date upon written notice or telephonic notice (to be immediately confirmed in 
writing) to the Tender Agent at its principal office not later than 10:00 a.m. (New York City 
time) on such Business Day. 

Weekly Rate. If the Interest Rate Mode for the Bonds is the Weekly Rate, any Bond will 
be purchased on the demand of the registered owner thereof on any Business Day during a 
Weekly Rate Period at a purchase price equal to the principal amount thereof plus accmed 
interest, if any, to the Purchase Date upon written notice to the Tender Agent at its principal 
office at or before 5 :00 p.m. (New York City time) on a Business Day not later than the seventh 
day prior to the Purchase Date. 
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Semi-Annual Rate. If the Interest Rate Mode for the Bonds is the Semi-Annual Rate, any 
Bond will be purchased on the demand of the registered owner thereof on any Interest Payment 
Date for a Semi-Annual Rate Period at a purchase price equal to the principal amount thereof 
upon written notice to the Tender Agent at its principal office on a Business Day not later than 
the fifteenth day prior to such Purchase Date. 

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

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

Limitations on Purchases on Demand orOwner. Notwithstanding the foregoing, there 
will be no purchase of (a) a portion of any Bond unless the portion to be purchased and the 
portion to be retained each will be in an authorized denomination or (b) any Bond upon the 
demand of the registered owner if an Event of Default under the Indenture with respect to the 
payment of principal of, interest on, or purchase price of, the Bonds has occurred and is 
continuing. Also, if the Interest Rate Mode for the Bonds is the Flexible Rate, the Bonds will not 
be subject to purchase on the demand of the registered owners thereof, but each Bond will be 
subject to mandatmy purchase on each Conversion Date and on the Interest Payment Date with 
respect to such Bond, as described below nnder the caption "Mandatmy Purchases of Bonds." 

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

Mandatol'Y PUl'chases of Bonds 

Mandatorv Purchase on Conversion Dates or Change bv the Compan)! in Long Term 
Rate Period. The Bonds will be subject to mandatory purchase at a purchase price equal to the 
principal amount thereof, plus, if the Interest Rate Mode is the Long Term Rate, the redemption 
premium, if any, which would be payable as described under "Summmy of the Bonds -
Redemptions - Optional Redemption" in the forepart of this Official Statement, if the Bonds 
were redeemed on the Purchase Date (A) on each Conversion Date and (B) on the effective date 
of any change by the Company of the Long Term Rate Period. Such tender and purchase will be 
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required even if the change in Long Term Rate Period or the Conversion is canceled pursuant to 
the Indenture. 

Mandatorv Purchase on Each Interest Pa)lll1ent Date fiJr Flexible Rate Period. 
Whenever the Interest Rate Mode for the Bonds is the Flexible Rate, each Bond will be subject 
to mandatOlY purchase at a purchase price equal to the principal amount thereof, without 
premium, on each Interest Payment Date that interest on such Bond is payable at an interest rate 
determined for the Flexible Rate. Owners of Bonds will receive no notice of such mandatOlY 
purchase. 

Mandatory Purchase on Dol' afler End oUhe Semi-Annual Rate Period. the Annual Rate 
Period or the Long Term Rate Period. Whenever the Interest Rate Mode for the Bonds is the 
Semi-Annual Rate, the Annual Rate or the Long Term Rate, such Bonds will be subject to 
mandatOlY purchase on the Business Day following the end of each Semi-Annual Rate Period, 
Annual Rate Period or Long Term Rate Period, as the case may be, for such Bond at a purchase 
price equal to the principal amount thereof plus accmed interest, if any, to such date. 

Notice to Owners orMandatOJ), Purchases. Notice to owners of a mandatory purchase of 
Bonds on a Conversion Date or upon a change in Long Term Rate Period will be given by the 
Bond Registrar, together with the notice of such Conversion or change of Long Term Rate 
Period, as applicable, by first class mail at least 15 days (30 days in the case of Conversion from 
or to the Auction Rate, the Semi-Annual Rate, the Annual Rate or the Long Term Rate or in the 
case of a change in the Long Term Rate Period) but not more than 45 days before each 
Conversion Date or each effective date of a change in the Long Tetm Rate Period. Notice to 
owners of a mandatOlY purchase of Bonds after the end of each Semi-Annual Rate Period, 
Annual Rate Period and Long Term Rate Period will be given by the Bond Registrar by first 
class mail at least 30 days prior to the end of snch period. The notice of mandatOlY purchase will 
state those matters required to be set forth therein under the Indenture. No notice of mandatOlY 
purchase will be given in connection with a mandatOlY purchase on an Interest Payment Date for 
a Flexible Rate Period. 
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NEW ISSUE-BOOK-ENTRY-ONLY 

Subject to tlte conditions and exceptions set forth lInder the caption "Tax Trealmellf," Bond COUf/sel is of the opinion that, under cwren! 
lm~1 interest 011 the Bonds offered hereby wU/ be excludable from the gross income of the recipients thereof for federal income la.\' purposes, 
except that 110 opinion will be expressed regarding sllch erc!usioll from gross income with respect to allY Bond during allY period in which it 
is held by a ''slibstalllialIiSer'' or a ''related persoll" of the Project as such tenllS are used ill Section 147(a) of the In/emal ReI-'wlie Code of 
1986, as amended (tlte "Code"). Illterest on the Bonds will be an item of tax preference in de/emlilling altemath,c minimum taxable income 
for individuals and corporations under the Code. Such imeres/ may be subject to cerlaill federal income taxes imposed Oll cenaill 
corporati01ls, including imposition of the branch profits tax 011 a portion of such imerest. Bond Counsel is fifrlher of the opinion that interest 
0]/ tlte BOl/ds will be e'(cllldable from the gross income of the recipients thereof for Kef/Iud)' income tax purposes and that, ullder cun-em 
lml~ the principal of the Bonds will be exempt from ad mlorem tares ill Kentlfcf..:y. Issuance of the Bonds is subject to receipt of a favorable 
tax opinion of Bond Counsel as of the date of delivery of the Bonds. See "Tar Treatment" herein. 

$77,947,405 
County of Carroll, Kentucky 

Environmental Facilities Revenue Bonds 
~ 2008 Series A 

(Kentucky Utilities Company Project) 

Dated: Date of original delivery Due: Febmary 1. 2032 

The County of Carroll, Kentuci-.l'. Environmental Facilities Revenue Bonds, 2008 Series A (Kentuck1' Utilities Company 
Project) (the "Bonds") will be special and limited obligations of the County of Carroll, Kentuekl' (the "Issuer"). payable by the Issuer 
solely from and secured by payments to be received by the Issuer pursuant to a Loan Agreement with 

Kentucky Utilities Company 

(the "Company"), except as payable from proceeds of such Bonds or investment earnings thereon. The Bonds will not constitute 
general obligations of the Issuer or a charge against the general credit or taxing powers thereof or of the Commonwealth of Kentud.l' 
or any other political subdivision of Kentucky. 

The Bonds will accrue interest from the date of original issuance and will initially bear interest at a Flexible Rate, The initial 
Flexible Rate to be borne by the Bonds will be determined and reset by Bane of America Securities LLC as Remarketing Agent. The 
interest rate period, interest rate and interest rate mode will be subject to change under certain conditions, as described herein. 

PRICE: 100% 

The Bonds nill be secUl-ed by and payable solely bypaymcnts to be made by the Company under the LoallAgreement, which "ill 
be an unsecured general obligation of the COlUI)any, and \lill rank on a parity ,lith other unsecured indebtedness of the Company, The 
COl11lJany "'ill covenant not to incur, assume or guarantee any secured indebtedness other than as permitted in the Loan Agreement. 
See HSeClIl'itYi Limitation on Liens." 

The Bonds, when issued, will be registered in the name of Cede & Co" as registered owner and nominee for The Depository 
'nust Company ("DTC"), New York, New York. DTC will act as securities depository. Purchases of beneficial ownership interests in 
the Bonds bearing interest at the Flexible Rate will be made in book-entry only form in denominations of $100,000 and integral 
multiples of $5,000 in excess thereof; provided, that one Bond may be in the denomination of, or include an additional, $2,405, 
Purchasers will not receive certificates representing their beneficial interests in the Bonds. See the information contained under the 
caption "Summary of the Bonds-Book-Entry-Only System" herein, The principal of, premium, if any, and interest on the Bonds will 
be paid by Deutsche Bank Thust Company Americas, as Thustee, to Cede & Co., as long as Cede & Co, is the registered owner of the 
Bonds. Disbursement of such payments to the DTC Participants is the responsibility of DTC, and disbursement of such payments to 
the purchasers of beneficial ownership interests is the responsibility of DTC's Direct and Indirect Participants, as more fully described 
herein. 

l1Je Bonds are offered when, as and if issued arid receired by the Undem'fitelj subject to prior sale, withdrawal or modification of the offer 
without 1lotice, and to the approval of legality by Stoll Keenoll Ogden PLLC, Louin'ilfe, Ken/ucky, as Bond Counsel amillpon satisfaction 
of certain conditions. Certain legal matters will be passed IIpon for the Company by its cOllnsel. Jones DaJ~ Chicago, Illinois and John R. 
McCall, Esq., E,"ecuth'e Vice President, General COllnsel. Corporate Secretary and Chief Compliance Officer of the CompmJJ\ for the 
Issuer by its County AI/omey, aud for the Undetll'riter by its COUllsel, WillstOIl & Strawll LLP, Chicago, Illillois, It is e.\pec/ed that tlte BOllds 
will be available for deli~'e,)' to DTC ill New llirk, New York all or about October 16, 2008. 

Bane of America Securities LLC 

Dated: October 9, 2008 
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No dealer, broker, salesman or other person has been authorized by the Issuer, the 
Company 01' the Underwriter to give any information 01' to make any representation with respect 
to the Bonds, other than those contained in this Official Statement, and, if given 01' made, such 
other information 01' representation must not be relied upon as having been authorized by any of 
the foregoing. The Underwriter has provided the following sentence for inclusion in this Official 
Statement. The Underwriter has reviewed the information in this Official Statement in 
accordance with, and as part of, its responsibilities to investors under the federal securities laws 
as applied to the facts and circumstances of this transaction, but the Underwriter does not 
guarantee the accuracy 01' completeness of such information. The information and expressions of 
opinion herein are subject to change without notice and neither the delivery of this Official 
Statement nor any sale made hereunder shall, under any circumstances, create any implication 
that there has been no change in the affairs of the parties referred to above since the date hereof. 
Although the Issuer has consented to the use of this Official Statement in connection with the 
initial issuance and sale of the Bonds, the Issuer does not make any representation with respect to 
the accuracy 01' completeness hereof and will incur no liability with respect thereto, except for 
the information under the caption "The Issuer." 

In connection with thc offering of the Bonds, the Undcnvriter may over-allot or 
effect transactions which stabilize or maintain the market prices of such Bonds at levcls 
above those which might otherwise prcvail in the open market. Such stabilizing, if 
commcnced, may be discontinued at any timc. 

IN MAKING AN INVESTMENT DECISION, INVESTORS MUST RELY ON THEIR 
OWN EXAMINATION OF THE ISSUER, THE COMPANY AND THE TERMS OF THE 
OFFERING, INCLUDING THE MERITS AND RISKS INVOLVED. THESE SECURITIES 
HAVE NOT BEEN RECOMMENDED BY ANY FEDERAL OR STATE SECURITIES 
COMMISSION OR REGULATORY AUTHORITY. FURTHERMORE, THE FOREGOING 
AUTHORITIES HAVE NOT CONFIRMED THE ACCURACY OR DETERMINED THE 
ADEQUACY OF THIS DOCUMENT. ANY REPRESENTATION TO THE CONTRARY IS 
A CRIMINAL OFFENSE. 
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OFFICIAL STATEMENT 

$77,947,405 
County of Carroll, Kentucky 

Environmental Facilities Revenue Bonds 
2008 Series A 

(Kentucky Utilities Company Project) 

Introductory Statement 

This Official Statement, including the covel' page and Appendices, is provided to furnish 
information in connection with the offer and sale by the County of Carroll, Kentucky (the 
"Issuer") of its Environmental Facilities Revenue Bonds, 2008 Series A (Kentucky Utilities 
Company Project), in the aggregate principal amount of $77,947,405 (the "Bonds") to be issued 
pursuant to an Indenture of Trust dated as of August 1,2008 (the "Indenture") between the Issuer 
and Deutsche Bank Trust Company Americas (the "Trustee"), as Trustee, Paying Agent and 
Bond Registrar. 

Pursuant to a Loan Agreement by and between Kentucky Utilities Company (the 
"Company") and the Issuer, dated as of August I, 2008 (the "Loan Agreement"), proceeds from 
the sale of the Bonds, other than accrued interest, if any, paid by the initial purchasers thereof, 
will be loaned by the Issuer to the Company. The Loan Agreement is a separate undertaking by 
and between the Company and the Issuer. 

The proceeds of the Bonds (other than any accrued interest) will be applied in full, 
together with other funds made available by the Company, to (i) finance the acquisition, 
construction, installation and equipping of certain solid waste disposal facilities (the 
"Construction Project") owned by the Company in the amount of $18,026,265 and (ii) pay and 
discharge all of the $13,266,950 outstanding principal amount of County of Carroll, Kentucky, 
Environmental Facilities Revenue Bonds, 2005 Series A (Kentucky Utilities Company Project) 
(the "2005 Series A Bonds"), $13,266,950 outstanding principal amount of County of Carroll, 
Kentucky, Environmental Facilities Revenue Bonds, 2005 Series B (Kentucky Utilities Company 
Project) (the "2005 Series B Bonds"), $16,693,620 outstanding principal amount of County of 
Carroll, Kentucky, Environmental Facilities Revenue Bonds, 2006 Series A (Kentucky Utilities 
Company Project) (the "2006 Series A Bonds") and $16,693,620 outstanding principal amount 
of County of Carroll, Kentucky, Environmental Facilities Revenue Bonds, 2006 Series C 
(Kentucky Utilities Company Project) (the "2006 Series C Bonds" and, together with the 2005 
Series A Bonds, the 2005 Series B Bonds and the 2006 Series A Bonds, the "Refunded Bonds"), 
previously issued by the Issuer to finance certain solid waste disposal facilities (the "Refunding 
Project" and, together with the Construction Project, the "Project") owned by the Company. For 
information regarding the Project, see "The Project." 

It is a condition to the Underwriter's obligation to purchase the Bonds that the Company 
irrevocably instruct the trustee in respect of the Refunded Bonds on or prior to the date of 
issuance ofthe Bonds, to call the Refunded Bonds for redemption. 
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The Company is an operating subsidiary ofE.ON U.S. LLC (formerly known as LG&E 
Energy LLC) and E.ON AG (the "Parents"). See "Appendix A - Kentucky Utilities 
Company." The Parents will have no obligation to make any payments due under the Loan 
Agreement or any other payments of principal, interest, premium or purchase price of the Bonds. 

The Company wiII repay the loan under the Loan Agreement by making payments to the 
Trustee in sufficient amounts to pay the principal of and interest and any premium on, and 
purchase price of, the Bonds. See "Summary of the Loan Agreement - General." Pursuant to 
the Indenture, the Issuer's rights under the Loan Agreement (other than with respect to certain 
indemnification and expense payments) wiII be assigned to the Trustee as security for the Bonds. 

The Bonds wiII be secured solely by payments to be made by the Company under the 
Loan Agreement, which wiII be an unsecured general obligation of the Company, and wiII rank 
on a parity with other unsecured indebtedness of the Company. See "Security; Limitation on 
Liens" and "Summary of the Bonds - Remarketing and Purchase of Bonds." 

The Bonds are special and limited obligations of the Issuer and the Issuer's 
obligation to pay the principal of and interest and any premium on; and purchase price of, 
the Bonds is limited solely to the revenues and other amounts received by the Trustee 
under the Indenture pursuant to the Loan Agreement. The Bonds will not constitute an 
indebtedness, general obligation or pledge of the faith and credit or taxing power of the 
Issuer, the Commonwealth of Kentucky or any political subdivision thereof. 

Banc of America Securities LLC wiII be appointed under the Indenture to serve as 
Remarketing Agent for the Bonds. The Remarketing Agent may resign or be removed and a 
successor Remarketing Agent may be appointed in accordance with the terms of the Indenture 
and the Remarketing Agreement for the Bonds between the Remarketing Agent and the 
Company. 

Brief descriptions of the Company, the Issuer, the Bonds, the Loan Agreement and the 
Indenture are included in this Official Statement. Such descriptions and information do not 
purport to be complete, comprehensive or definitive and are not to be construed as a 
representation or a guaranty of accuracy or completeness. All references herein to the 
documents are qualified in their entirety by reference to such documents, and references herein 
to the Bonds are qualified in their entirety by reference to the definitive form thereof included in 
the Indenture. Copies of the Loan Agreement and the Indenture wiII be available for inspection 
at the principal corporate trust office of the Trustee and, until the issuance ofthe Bonds, may be 
obtained fi'OI11 the Underwriter. Certain information relating to The Depository Trust Company 
("DTC") and the book-entry-only system has been furnished by DTC. Appendix A to this 
Official Statement and all information contained under the captions "The Project" and "Use of 
Proceeds" has been furnished by the Company. The Issuer and Bond Counsel assume no 
responsibility for the accuracy or completeness of such Appendix A or such information. 
Appendix B to this Official Statement contains the proposed form of opinion of Bond Counsel to 
be delivered in connection with the issuance and delivery of the Bonds. 
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The Issuer is a public body corporate and politic duly created and existing as a county 
and political subdivision under the Constitution and laws of the Commonwealth of Kentucky. 
The Issuer is authorized by Sections 103.200 to 103.285, inclusive, of the Kentucky Revised 
Statutes (collectively, the "Act") to (a) issue the Bonds, assist in financing the Construction 
Project and pay and discharge the Refunded Bonds, (b) lend the proceeds from the sale of the 
Bonds to the Company for such purpose and (c) enter into and perform its obligations under the 
Loan Agreement and the Indenture. The Issuer, through its legislative body, the Fiscal Court, 
has adopted one or more ordinances authorizing the issuance of the Bonds and the execution and 
delivery ofthe related documents. 

THE BONDS ARE SPECIAL AND LIMITED OBLIGATIONS PAYABLE SOLELY 
AND ONLY FROM CERTAIN SOURCES, INCLUDING AMOUNTS TO BE RECEIVED BY 
OR ON BEHALF OF THE ISSUER UNDER THE LOAN AGREEMENT. THE BONDS 
WILL NOT CONSTITUTE AN INDEBTEDNESS, GENERAL OBLIGATION OR PLEDGE 
OF THE FAITH AND CREDIT OR TAXING POWER OF THE ISSUER, THE 
COMMONWEALTH OF KENTUCKY OR ANY POLITICAL SUBDIVISION THEREOF, 
AND WILL NOT GIVE RISE TO A PECUNIARY LIABILITY OF THE ISSUER OR A 
CHARGE AGAINST ITS GENERAL CREDIT OR TAXING POWERS. 

The Project 

Construction Project 

The Construction Project consists of certain solid waste disposal facilities at the 
Company's Ghent Generating Station, Unit I, located in Carroll County, Kentucky (the "Ghent 
Generating Station") for the collection, storage, treatment and final disposal of solid wastes. 

The Company has begun construction and fabrication of the Construction Project. The 
Kentucky Public Service Commission has issued a Cellificate of Convenience and Necessity 
("CCN") that authorizes construction of the Construction Project. When constructed, the 
Construction Project will be the property of the Company. 

Refunding Project 

The Refunding Project consists of certain solid waste disposal facilities at the Ghent 
Generating Station for the collection, storage, treatment and final disposal of solid wastes. 

The Refunding Project has been completed, placed in operation and Completion 
Certificates in respect thereof have been issued. The Refunding Project has and will contribute 
to the collection, storage, treatment, processing and final disposal of solid wastes. 

Use of Proceeds 

The proceeds from the sale of the Bonds (exclusive of accrued interest, if any) will be 
used to (i) finance a portion of the costs of the acquisition, construction, installation and 
equipping of the Construction Project and (ii) together with funds to be provided by the 
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Company, to pay and discharge at a redemption price of 100% of the principal amount thereof 
plus accrued interest, all of the outstanding Refunded Bonds, on the date of the issuance of the 
Bonds. 

The 2005 Series A Bonds bear interest at a variable rate of interest per annum and mature 
on June 1,2035. For the twelve months ended June 30, 2008, the weighted average interest rate 
on the 2005 Series A Bonds was 3.98%. The 2005 Series B Bonds bear interest at a variable rate 
of interest pel' annum and mature on June 1, 2035. For the twelve months ended June 30, 2008, 
the weighted average interest rate on the 2005 Series B Bonds was 3.91%. The 2006 Series A 
Bonds bear interest at a variable rate of interest pel' annum and mature on June 1,2036. For the 
twelve months ended June 30, 2008, the weighted average interest rate on the 2006 Series A 
Bonds was 4.34%. The 2006 Series C Bonds beat· interest at a variable rate of interest pel' annum 
and mature on June I, 2036. For the twelve months ended June 30, 2008, the weighted average 
interest rate on the 2006 Series C Bonds was 4.49%. 

Summary ofthe Bonds 

General 

The Bonds will be issued in the aggregate principal amount set forth on the cover page of 
this Official Statement. The Bonds will mature on February 1,2032. The Bonds are also subject 
to redemption prior to maturity as described herein. 

From and after the date of the issuance and delivery of the Bonds, the Bonds will bear 
interest at the Flexible Rate and will continue to bear interest at the Flexible Rate until a 
Conversion to another Interest Rate Mode or until the maturity of the Bonds. The permitted 
Interest Rate Modes for the Bonds are (i) the "Flexible Rate," (ii) the "Daily Rate," (iii) the 
"Weekly Rate," (iv) the "Semi-Annual Rate," (v) the "Annual Rate" and (vi) the "Long Term 
Rate." The Daily Rate, Weekly Rate, Semi-Annual Rate and Annual Rate are collectively 
referred to herein as "Variable Rates." Changes in the Interest Rate Mode will be effected, and 
notice of such changes will be given, as described below in "Conversion of Interest Rate 
Modes." 

During each Rate Period for an Interest Rate Mode, the interest rate or rates for the Bonds 
in that Interest Rate Mode, and Flexible Rate Periods for Bonds accruing interest at a Flexible 
Rate, will be determined by the Remarketing Agent in accordance with the Indenture; provided 
that the interest rate or rates borne by any Bonds may not exceed the lesser of (i) the maximum 
interest rate permitted by applicable lawaI' (ii) 15% per annum. 

Interest on the Bonds which bear interest at a Flexible Rate, Daily Rate or Weekly Rate 
will be computed on the basis of a year of365 or 366 days, as appropriate, and paid for the actual 
number of days elapsed. Interest on the Bonds which bear interest at a Semi-Annual Rate, 
Annual Rate 01' Long Term Rate will be computed on the basis of a 360-day year, consisting of 
twelve 30-day months. Interest payable on any Interest Payment Date will be payable to the 
registered owner of the Bond as of the Record Date for such payment; provided that in the case 
of Bonds bearing interest at the Flexible Rate, interest will be payable to the registered owner of 
such Bond on the Interest Payment Date therefor. The Record Date, in the case of interest 
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accrued at a Daily Rate 01' Weekly Rate, will be the close of business on the Business Day 
immediately preceding each Interest Payment Date, and in the case of interest accrued at a 
Semi-Annual Rate, Annual Rate 01' Long Term Rate, will be the close of business on the fifteenth 
day (whether 01' not a Business Day) ofthe month preceding each Interest Payment Date. 

The Bonds initially will be issued solely in book-entry-only form through DTC (01' its 
nominee, Cede & Co.). So long as the Bonds are held in the book-entry-only system, DTC 01' its 
nominee will be the registered owner 01' holder of the Bonds for all purposes ofthe Indenture, the 
Bonds and this Official Statement. See "Summary of the Bonds - Book-Entry-Only System" 
below. Individual purchases of book-entry interests in the Bonds will be made in 
book-entry-only form in (i) denominations of $100,000 01' any integral multiple thereof, if 
bearing interest at the Daily Rate 01' the Weekly Rate, (ii) denominations of $100,000 01' any 
integral multiple of $5,000 in excess of $100,000, if bearing interest at Flexible Rates, 01' 

(iii) denominations of $5,000 and integral multiples thereof, if bearing interest at the 
Semi-Annual Rate, the Annual Rate 01' the Long Term Rate; provided, that (i) if the Bonds bear 
interest at the Daily Rate 01' the Weekly Rate, one Bond may be in the denomination of, 01' 

include an additional $47,405 and (ii) if the Bonds bear interest at the Semi-Annual Rate, the 
Annual Rate, the Long Term Rate 01' the Flexible Rate, one Bond may be in the denomination of, 
01' include an additional $2,405. 

Except as otherwise described below for Bonds held in DTC's book-entry-only system, 
the principal 01' redemption price of the Bonds is payable at the designated corporate trust office 
in New York, New York, of the Trustee, as paying agent (the "Paying Agent"), Except as 
otherwise described below for Bonds held in DTC's book-entry-only system, interest on the 
Bonds is payable by check mailed to the owner of record; provided that interest payable on each 
Bond will be payable in immediately available fimds by wire transfer within the continental 
United States or by deposit into a bank account maintained with the Trustee or a Paying Agent 
(i) if the Interest Rate Mode is the Daily Rate, the Weekly Rate or the Flexible Rate or (ii) at the 
written request of any owner of record holding at least $1,000,000 aggregate principal amount of 
the Bonds, ifthe Interest Rate Mode is the Semi-Annual Rate, Annual Rate 01' Long Term Rate, 
received by the Trustee, as bond registrar (the "Bond Registrar"), at least one Business Day prior 
to any Record Date. Except as otherwise described below for Bonds held in DTC's 
book-entry-only system, if the Interest Rate Mode is the Flexible Rate, interest payable on each 
Bond will be paid only upon presentation and surrender of such Bond. 

Bonds may be transferred or exchanged for an equal total amount of Bonds of other 
authorized denominations upon surrender of such Bonds at the principal office of the Bond 
Registrar, accompanied by a written instrument of transfer 01' authorization for exchange in form 
and with guaranty of signature satisfactory to the Bond Registrar, duly executed by the registered 
owner 01' the owner's duly authorized attorney. Except as provided in the Indenture, the Bond 
Registrar will not be required to register the transfer 01' exchange of any Bond (i) during the 
fifteen days before any mailing of a notice of redemption of Bonds, (ii) after such Bond has been 
called for redemption 01' (iii) for which a registered owner has submitted a demand for purchase 
(see "- Purchases of Bonds on Demand of Owner" below), 01' which has been purchased (see 
"- Payment of Purchase Price" below), Registration of transfers and exchanges will be made 
without charge to the registered owners of Bonds, except that the Bond Registrar may require 
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any registered owner requesting registration of transfer or exchange to pay any required tax or 
governmental charge. 

Tender Agent 

Owners may tender their Bonds, and in certain circumstances will be required to tender 
their Bonds, to the Tender Agent for purchase at the times and in the manner described herein 
under "- Mandatory Purchases of Bonds". So long as the Bonds are held in DTC's 
book-entry-only system, the Trustee will act as Tender Agent under the Indenture. Any 
successor Tender Agent appointed pursuant to the Indenture will also be a Paying Agent. 

Remarketing Agent 

Banc of America Securities LLC will act as the Remarketing Agent with respect to the 
Bonds (the "Remarketing Agent"). The Remarketing Agent (i) may be removed by the Issuer at 
any time in the Issuer's sole discretion, (ii) will resign if so requested by the Company by an 
instrument filed with the Issuer, the Remarketing Agent, the Trustee and the Tender Agent, and 
(iii) may resign in accordance with the Remarketing Agreement upon sixty days' notice. 

Special Considerations Relating to the Remarketing Agent 

The RemarketingAgent is paid by the Company. 

The Remarketing Agent's responsibilities include determining the interest rate from time 
to time and remarketing Bonds that are optionally or mandatorily tendered by the owners thereof 
(subject, in each case, to the terms of the Remarketing Agreement), all as further described 
herein. The Remarketing Agent is appointed by the Issuer at the request of the Company and 
paid by the Company for its services. As a result, the interests of the Remarketing Agent may 
differ from those of existing holders and potential purchasers of Bonds. 

The RemarketingAgent routinelv purchases bonds for its own account. 

The Remarketing Agent acts as remarketing agent for a variety of variable rate demand 
obligations and, in its sole discretion, routinely purchases such obligations for its own account in 
order to achieve a successful remarketing ofthe obligations (i.e., because there are otherwise not 
enough buyers to purchase the obligations) or for other reasons. The Remarketing Agent is 
permitted, but not obligated, to purchase tendered Bonds for its own account and, if it does so, it 
may cease doing so at any time without notice. The Remarketing Agent may also make a market 
in the Bonds by routinely purchasing and selling Bonds other than in connection with an optional 
or mandatory tender and remarketing. Such purchases and sales may be at or below par. 
However, the Remarketing Agent is not required to make a market in the Bonds. The 
Remarketing Agent may also sell any Bonds it has purchased to one or more affiliated 
investment vehicles for collective ownership or enter into derivative arrangements with affiliates 
or others in order to reduce its exposure to the Bonds. The purchase of Bonds by the 
Remarketing Agent may create the appearance that there is greater third party demand for the 
Bonds in the market than is actually the case. The practices described above also may result in 
fewer Bonds being tendered in a remarketillg. 
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As more fully described under the caption "Determination of Interest Rates for Interest 
Rate Modes," the Remarketing Agent shall determine the minimum rate of interest pel' annum 
which in the opinion of the Remarketing Agent, would be necessary on and as of such day to 
remarket the Bonds in a secondary market transaction at a price equal to the principal amount 
thereof plus accrued interest thereon, if any, provided that such rate of interest shall not exceed 
15% per annum. The interest rate will reflect, among other factors, the level of market demand 
for the Bonds (including whether the Remarketing Agent is willing to purchase Bonds for its 
own account). There mayor may not be Bonds tendered and remarketed on a day that the rate 
on the Bonds are set, the Remarketing Agent mayor may not be able to remarket any Bonds 
tendered for purchase on such date at par and the Remarketing Agent may sell Bonds at varying 
prices to different investors on such date or any other date. The Remarketing Agent is not 
obligated to advise purchasers in a remarketing ifit does not have third party buyers for all of the 
Bonds at the remarketing price. In the event the Remarketing Agent owns any Bonds for its own 
account, it may, in its sole discretion in a secondary market transaction outside the tender 
process, offer such Bonds on any date, including the day that the rate on the Bonds are set, at a 
discount to par to some investors. 

The abilit}! to sell the Bonds other than through tender process may be limited 

The Remarketing Agent may buy and sell Bonds other than through the tender process. 
However, it is not obligated to do so and may cease doing so at any time without notice and may 
require holders that wish to tender their Bonds to do so through the Trustee with appropriate 
notice. Thus, investors who purchase the Bonds, whether in a remarketing or otherwise, should 
not assume that they will be able to sell their Bonds other than by tendering the Bonds in 
accordance with the tender process. 

Certain Definitions 

As used herein, each ofthe following terms will have the meaning indicated. 

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

"Beneficial OIl'J1el:" means the person in whose name a Bond is recorded as such by the 
respective systems of DTC and each Participant (as defined herein) or the registered holder of 
such Bond if such Bond is not then registered in the name of Cede & Co. 

"Business Day" means any day other than a Saturday or Sunday or legal holiday or a day 
on which banking institutions located in the City of New York, New York, or the New York 
Stock Exchange or banking institutions in the city in which the principal office of the Trustee, 
the Bond Registrar, the Tender Agent, the Paying Agent, the Company or the Remarketing 
Agent are located are authorized by lawaI' executive order to close. 
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"Conversion" means any conversion fi'om time to time in accordance with the terms of 
the Indenture ofthe Bonds from one Interest Rate Mode to another Interest Rate Mode. 

"Conversion Date" means initially the date of original issuance of the Bonds, and 
thereafter means the date on which any Conversion becomes effective. 

"Daily Rate Period' means the period beginning on, and including, the Conversion Date 
to the Daily Rate and ending on and including the day preceding the next Business Day and each 
period thereafter beginning on and including a Business Day and ending on and including the 
day preceding the next succeeding Business Day until the day preceding the earlier of the 
Conversion to a different Interest Rate Mode or the maturity of the Bonds. 

"Flexible Rate" means the Interest Rate Mode for the Bonds in which the interest rate for 
each Bond is determined with respect to such Bond during each Flexible Rate Period applicable 
to that Bond, as provided in the Indenture. 

"Flexible Rate Period' means with respect to any Bond, each period (which may be from 
one day to 270 days, or such lower maximum number of days as is then permitted under the 
Indenture) determined for such Bond, as provided in the Indenture. 

"Interest Payment Date" means (i) if the Interest Rate Mode is the Daily Rate or the 
Weekly Rate, the first Business Day of each calendar month, (ii) if the Interest Rate Mode is the 
Flexible Rate, for e&ch Bond the last day of each Flexible Rate Period for such Bond (or if such 
day is not a Business Day, the next succeeding Business Day), (iii) if the Interest Rate Mode is 
the Semi-Annual Rate, the Annual Rate or the Long Term Rate, June 1 and December 1, and, in 
the case of the Long Term Rate, also the Conversion Date or the effective date of a change to a 
new Long Term Rate Period and (iv) with respect to any Bond, the Conversion Date (including 
the date of a failed Conversion) or the effective date of a change to a new Long Term Rate 
Period for such Bond. In any case, the final Interest Payment Date will be the maturity date of 
the Bonds. 

"Interest Period' means for all Bonds (or for any Bond if the Interest Rate Mode is the 
Flexible Rate) the period fi'om and including each Interest Payment Date to and including the 
day immediately preceding the next Interest Payment Date, provided, however that the first 
Interest Period for the Bonds will begin on (and include) the date of issuance of the Bonds and 
the final Interest Period will end on January 31, 2032 with respect to the Bonds. 

"Interest Rate Mode" means the Flexible Rate, the Daily Rate, the Weekly Rate, the 
Semi-Annual Rate, the Annual Rate and the Long Term Rate. 

"Long Term Rate Period' means any period established by the Company as hereinafter 
set forth under "Determination ofInterest Rates for Interest Rate Modes - Long Term Rates and 
Long Term Rate Periods" and beginning on, and including, the Conversion Date to the Long 
Term Rate and ending on, and including, the day preceding the last Interest Payment Date for 
such period and, thereafter, each successive period of the same duration as the Long Term Rate 
Period previously established until the day preceding the earliest of the change to a different 
Long Term Rate Period, the Conversion to a different Interest Rate Mode or the maturity of the 
Bonds. 
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"Maximum Rate" means the lesser of (i) the maximum interest rate permitted by 
applicable law or (ii) 15%. 

"Prevailing Market Conditions" means, without limitation, the following factors: existing 
short-term or long-term market rates for securities, the interest on which is excluded 11'OIn gross 
income for federal income tax purposes; indexes of such short-term or long-term rates and the 
existing market supply and demand for securities bearing such shOlt-term 01' long-term rates; 
existing yield curves for short-term or long-term securities for obligations of credit quality 
comparable to the Bonds, the interest on which is excluded from gross income for federal income 
tax purposes; general economic conditions; industry economic and financial conditions that may 
affect or be relevant to the Bonds; and such other facts, circumstances and conditions as the 
Remarketing Agent, in its sole discretion, determine to be relevant. 

"Purchase Date" means any date on which Bonds are to be purchased on the demand of 
the registered owners thereof or are subject to mandatory purchase as described in the Indenture. 

"Semi-Annual Rate Period' means any period beginning on, and including, the 
Conversion Date to the Semi-Annual Rate, and ending on, and including, the day preceding the 
first Interest Payment Date thereafter and each successive six-month period thereafter beginning 
on and including an Interest Payment Date and ending on and including the day next preceding 
the next Interest Payment Date until the day preceding the earlier of the Conversion to a different 
Interest Rate Mode or the maturity of the Bonds. 

"Weekly Rate Period' means the period beginning on, and including, the Conversion 
Date to the Weekly Rate, and ending on, and including, the next Wednesday, and thereafter the 
period beginning on, and including, any Thursday and ending on, and including, the earliest of 
the next Wednesday, the day preceding the Conversion to a different Interest Rate Mode or the 
maturity of the Bonds. 

Summary of Certain Provisions of the Bonds 

The following table summarizes, for each of the permitted Interest Rate Modes: the dates 
on which interest will be paid (Interest Payment Dates); the dates on which each interest rate will 
be determined (Interest Rate Determination Dates); the period of time (Interest Rate Periods) 
each interest rate will be in effect (provided that the initial Interest Rate Period for each Interest 
Rate Mode may begin on a different date fi'om that specified, which date will be the Conversion 
Date or the date ofa change in the Long Tenll Rate, as applicable); the dates on which registered 
owners may tender their Bonds for purchase to the Tender Agent and the notice requirements 
therefor (provided that while the Bonds are held in book-entry-only form, all notices of tender 
for purchase will be given by Beneficial Owners in the manner described below under 
"Purchases of Bonds on Demand of Owner - Notice Required for Purchases") (Purchase on 
Demand of Owner; Required Notice); the dates on which Bonds are subject to mandatory tender 
for purchase (MandatOlY Purchase Dates); the redemption provisions applicable to the Bonds 
(Redemption); the notice requirements for redemption and mandatory tender for purchase 
(Notices of Redemption and MandatOlY Purchases); and the manner by which registered owners 
will receive payments of principal, interest, redemption price and purchase price (Manner of 
Payment). All times stated are New York City time. 
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FLEXIBLE RATE 

Interest Payment Dates With respect to any Bond, the last day of 
each Flexible Rate Period (or ifsuch day 
is not a Business Day, the next 
succeeding Business Day), 

Interest Rate For each Bond, not latcr than 12:00 noon 
Determination Dates on the first day of each Flexible Rate 

Period for such Bond. 

Interest Rate Periods For each Bond, each Flexible Rate 
Period will be of a duration designated 
by the Remarketing Agent of one day to 
270 days (or lower maximum number as 
specified in the Indenture); must end on 
a day immediately preceding a Business 
Day. 

Purchase 011 Demand of No purchase on demand of the owner. 
Ownel~ Requircd 
Notice 

i\landatory Purchase Any COllversion Date; and with respect 
Dates to each Bond, on each Interest Payment 

Date for such Bond. 

Redemption Optional at par on any Interest Payment 
Date; Extraordinal)' Optional and 
Mandatory at par, on any Business Day 
(other than extraordinal)' optional 
redemption as a result of damage, 
destmction or condemnation which will 
be on an Interest Payment Date). 

Notices ofRcdcl11lltiOIl No notice of mandatory purchase 
and Mand.atory following the end of each Flexible Rate 
Purchases Period; othenvisc not fewer than 15 days 

(not fewer than 30 days notice of 
mandatory purchase on a Conversion 
Date if Conversion to the Semi~AnnuaI, 
Annual or Long Tenn Rate) or greater 
than 45 days. 

I\:Janlicr of Payment Principal or redemption price upon 
sUlTender of the Bond to the Paying 
Agent; purchase price upon surrender of 
the Bond to the Tender Agent. 

, 
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The first Business Day of each 
calendar month. 

Not latcr than 9:30 a.m. on 
each Business Day. 

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

AllY Business Day; by ·written 
or telcphonic notice, 
immcdiately confinned in 
writing, to the Tender Agent 
by 10:00 a.l11. on such 
Busincss Day. 

Any Conversion Date. 

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

Not fewer than 15 days (30 
days notice of mandatory 
purchase if Conversion to the 
Semi~Annual, Annual or Long 
Tenn Rate) or greater than 45 
days. 

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

WEEKLY RATE 

Page 13 ofl40 
Arbough 

TIle first Business Day of each 
calendar 111onth. 

Not later than 4:00 p.m. on the day 
preceding the first day of each 
Weekly Rate Period or, ifnot a 
Bllsiness Day, on the next preceding 
Business Day. 

From and including each Thursday 
to and including the following 
Wednesday. 

Any Business Day; by \\Titten 
notice to the Tender Agent not later 
than 5:00 p.m. on a Business Day at 
least seven days prior to the 
Purchase Date. 

Any Conversion Date. 

Optional, Extraordinary Optional 
and Mandatol)' at par on any 
Business Day. 

Not fewer than 15 days (30 days 
notice of mandatory purchase if 
Conversion to the Semi~Annual, 
Annual or Long Term Rate) or 
greater than 45 days. 

Principal or redcmption price upon 
surrender of the Bond to the Paying 
Agent; purchase price upon 
surrender ofthe Bond to the Tender 
Agent. 

So long as DTC or its nominee is the registered O\\1lcr of the Bonds, notices of redemption and mandatory 
purchases shall be sent to Cede & Co., and payments of principal, redemption and purchase price of and interest on the Bonds will be 
paid through the facilities ofDTC. See "Summary of the Bonds - Book~Entry~Only System" in the forepart to this Official 
Statement. 
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SEMI-ANNUAL 

Interest Payment Date Each June 1 and December 1. 

Interest Rate Not later than 2:00 p.m. on the Business 
Determination Dates Day preceding the first day of the 

SemiMAnnual Rate Period. 

Interest Rate Periods Each six-month period from and including 
each June 1 and December I to and 
including the day preceding the next 
Interest Payment Date. 

Purchase on Demand of On any Interest Payment Date; by written , 
notice to the Tender Agent on any Business Ownel'j Required Notice 
Day not later than the fifteenth day prior to 
the Purchase Date. 

Mandatory Purchase Any Conversion Date; the first Business 
Dates Day after the end of each Semi~Annllal 

Rate Period. 

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

Notices of Redemption and Not fewer than 30 days or greater than 45 
a[andatory Purchases· days. 

aIallner of Payment Principal or redemption price upon 
surrender of the Bond to the Paying Agent; 
interest by check mailed to the registered 
O'wners or, upon request of registered 
owner, Df$I,OOO,OOO or more of an 
individual issue of Bonds, in immediately 
available funds; purchase price upon 
surrender of the Bond to the Tender Agent. 

, 
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ANI\'lJ,\L LONG TERM 

Each June 1 and December I. Each June 1 and December 1; any 
Conversion Date; and the effective 
date of any change to a new Long 
Tenn Rate Period. 

Not later than 12:00 noon on the Not later than 12:00 noon on the 
I3usillcss Day preceding the first Business Day preceding the first day 
day of the Almual Rate Period. of the Long Tenn Rate Period. 

Each period from and including Each period designated by the 
the Conversion Date to the Company of more than one year in 
Annual Rate to and including the duration and "o'hich is an integral 
day immediately preceding the multiple of six 111onths, from and 
second Interest Payment Date including the first day of such period 
thereafter and each successive (June 1 and December 1) to and 
twelve month period thereafter. including the day immediately 

preceding the last Interest Payment 
Date for that period. 

On the final Interest Payment On the final Interest Payment Date for 
Date for the Annual Rate Period; the Long Tenll Rate Period; by written 
by \'/ritten notice to the Tender notice to the Tender Agent on a 
Agent 011 any Business Day not Business Day not later than the 
later than the fifteenth day prior fifteenth day prior to the Purchase 
to the Purchase Date. Date. 

Any Conversion Date; the first Any Conversion Date; the first 
Business Day after the end of Business Day after the end of each 
each Annual Rate Period. Long Tenn Rate Period; the effective 

date of a change of long Tenll Rate 
Period. 

Optional at par on the final Optional at times and prices dependent 
Interest Payment Date; on the length of the long Tenn Rate 
Extraordinary OptiDnal and Period; Extraordinary Optional and 
Mandatory at par, on ally Mandatory at par, on any Business 
Business Day. Day. 

Not fewer than 30 days or greater Not fewer than 30 days or greater than 
than 45 days. 45 days. 

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

So long as DTC or its nominee is the registered 0\\11er of the Bonds, notices of redemption and mandatory 
purchases shall be sent to Cede & Ce., and payments of principal, redemption and purchase price of and interest on the Bonds will be 
paid through the fhciIities ofDTC. See "Summary ofthe Bonds - Book~Entr)'~Only System" in the forepart to this Ofl1cial 
Statement. 
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Daill' Rate. If the Interest Rate Mode for the Bonds is the Daily Rate, the interest rate on 
the Bonds for any Business Day will be the rate established by the Remarketing Agent no later 
than 9:30 a.m. (New York City time) on each Business Day as the minimum rate of interest 
necessary, in the judgment of the Remarketing Agent taking into account then Prevailing Market 
Conditions, to enable the Remarketing Agent to sell the Bonds on such Business Day at a price 
equal to the principal amount thereof, plus accrued interest, if any, thereon. For any day which is 
not a Business Day or if the Remarketing Agent does not give notice of a change in the interest 
rate, the interest rate on the Bonds will be the interest rate in effect for the immediately preceding 
Business Day. 

Weekly Rate. Ifthe Interest Rate Mode for the Bonds is the Weekly Rate, the interest rate 
on the Bonds for a particular Weekly Rate Period will be the rate established by the Remarketing 
Agent no later than 4:00 p.m. (New York City time) on the day preceding such Weekly Rate 
Period or, if such day is not a Business Day, on the next preceding Business Day, as the 
minimum rate of interest necessary, in the judgment of the Remarketing Agent taking into 
account then Prevailing Market Conditions, to enable the Remarketing Agent to sell the Bonds 
on such first day at a price equal to the principal amount thereof, plus accrued interest, if any, 
thereon. 

Flexible Rates and Flexible Rate Periods. If the Interest Rate Mode for the Bonds is the 
Flexible Rate, the interest rate on a Bond for a specific Flexible Rate Period will be the rate 
established by the Remarketing Agent no later than 12:00 noon (New York City time) on the first 
day ofthat Flexible Rate Period as the minimum rate of interest necessary, in the judgment of the 
Remarketing Agent taking into account then Prevailing Market Conditions, to enable the 
Remarketing Agent to sell such Bond on that day at a price equal to the principal amount thereof. 
Each Flexible Rate Period applicable for a Bond will be determined separately by the 
Remarketing Agent on or prior to the first day of such Flexible Rate Period as being the Flexible 
Rate Period permitted under the Indenture which, in the judgment of the Remarketing Agent, 
taking into account then Prevailing Market Conditions, will, with respect to such Bond, 
ultimately produce the lowest overall interest cost on the Bonds while the Interest Rate Mode for 
the Bonds is the Flexible Rate. Each Flexible Rate Period will be from one day to 270 days in 
length and will end on a day preceding a Business Day. Ifthe Remarketing Agent fails to set the 
length of a Flexible Rate Period for any Bond, a new Flexible Rate Period lasting to, but not 
including, the next Business Day (or until the earlier Conversion 01' maturity of the Bonds) will 
be established automatically in accordance with the Indenture. 

Semi-Annual Rate. Ifthe Interest Rate Mode for the Bonds is the Semi-Annual Rate, the 
interest rate on the Bonds for a particular Semi-Annual Rate Period will be the rate established 
by the Remarketing Agent no later than 2:00 p.m. (New York City time) on the Business Day 
immediately preceding the first day of such Semi-Annual Rate Period as the minimum rate of 
interest necessary, in the judgment of the Remarketing Agent taking into account then Prevailing 
Market Conditions, to enable the Remarketing Agent to sell the Bonds on such first day at a price 
equal to the principal amount thereof. 
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Annual Rate. If the Interest Rate Mode for the Bonds is the Annual Rate, the interest rate 
on the Bonds for a particular Annual Rate Period will be the rate of interest established by the 
Remarketing Agent no later than 12:00 noon (New York City time) on the Business Day 
preceding the first day of such Annual Rate Period as the minimum rate of interest necessary, in 
the judgment of the Remarketing Agent taking into account then Prevailing Market Conditions, 
to enable the Remarketing Agent to sen the Bonds on such first day at a price equal to the 
principal amount thereof. 

Long Term Rates and Long Term Rate Periods. If the Interest Rate Mode for the Bonds 
is the Long Term Rate, the interest rate on the Bonds for a patlicular Long Term Rate Period will 
be the rate established by the Remarketing Agent no later than 12:00 noon (New York City time) 
on the Business Day preceding the first day of such Long Term Rate Period as the minimum rate 
of interest necessary, in the judgment of the Remarketing Agent taking into account then 
Prevailing Market Conditions, to enable the Remarketing Agent to sell the Bonds on such first 
day at a price equal to the principal amount thereof. The Company will establish the duration of 
the Long Term Rate Period at the time that it directs the Conversion of the Interest Rate Mode to 
the Long Term Rate, and thereafter each successive Long Term Rate Period will be the same as 
the Long Term Rate Period so established by the Company until a different Long Term Rate 
Period is specified by the Company in accordance with the Indenture (in which case the duration 
of that Long Term Rate Period will control succeeding Long Term Rate Periods), subject in an 
cases to the occurrence of a Conversion Date or the maturity of the Bonds. Each Long Term 
Rate Period win be more than one year in duration, will be for a period which is an integral 
multiple of six months and will end on the day next preceding an Interest Payment Date; 
provided that if a Long Term Rate Period commences on a date other than a June I or 
December I, such Long Term Rate Period may be for a period which is not an integral multiple 
of six months but will be of a duration as close as possible to (but not in excess of) such Long 
Term Rate Period established by the Company and will terminate on a day preceding an Interest 
Payment Date, and each successive Long Term Rate Period thereafter will be for the full period 
established by the Company until a different Long Term Rate Period is specified by the 
Company in accordance with the Indenture or until the occurrence of a Conversion Date or the 
maturity of the Bonds; provided further that no Long Term Rate Period will extend beyond the 
final maturity date of the Bonds. 

Change of Long Term Rate Period. The Company may change from one Long Term 
Rate Period to another Long Term Rate Period on any Business Day on which the Bonds are 
subject to optional redemption as described under "Summary of the Bonds - Redemptions -
Optional Redemption" in the forepart of this Official Statement upon notice from the Bond 
Registrar to the owners of Bonds as described below. With any notice of such change, the 
Company must also deliver an opinion of Bond Counsel stating that such change is authorized or 
permitted by the Act and is authorized by the Indenture and will not adversely affect the 
exclusion fi'om gross income of interest on the Bonds for federal income tax purposes. 
Notwithstanding the foregoing, the Long Term Rate Period will not be changed to a new Long 
Term Rate Period if (A) the Remarketing Agent has not determined the interest rate for the new 
Long Term Rate Period in accordance with the terms of the Indenture 01' (B) the Bond Registrar 
receives written notice from Bond Counsel prior to the effective date of the change to the effect 
that the opinion of such Bond Counsel required under the Indenture has been rescinded. Upon 
the occurrence of any of the events described in the preceding sentence, the Bonds will bear 
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interest at the Weekly Rate commencing on the date which would have been the effective date of 
the proposed change of Long Term Rate Period, subject to the provisions described above under 
"Summary ofthe Bonds - Conversion ofInterest Rate Modes - Cancellation of Conversion of 
Interest Rate Mode" in the forepart of this Official Statement. 

Notice to Owners of Change of Long TerJII Rate Period. The Bond Registrar will notify 
each registered owner of the change of Long Term Rate Period by first class mail at least 30 days 
in the case of a change in the Long Term Rate Period but not more than 45 days before each 
effective date of a change in the Long Term Rate Period. The notice will state those matters 
required to be set forth therein under the Indenture. 

Failure to Determine Rate. If for any reason the interest rate for a Bond is not 
determined by the Remarketing Agent, except as described above under "- Change of Long 
Term Rate Period" and above under "Summary of the Bonds - Conversion of Interest Rate 
Modes - Cancellation of Conversion of Interest Rate Mode" in the forepart of this Official 
Statement, the interest rate for such Bond for the next succeeding interest rate period will be the 
interest rate in effect for such Bond for the preceding interest rate period and, pursuant to the 
terms of the Indenture, there will be no change in the then applicable Long Term Rate Period or 
any Conversion from the then applicable Interest Rate Mode. Notwithstanding the foregoing, if 
for any reason the interest rate for a Bond bearing interest at a Flexible Rate is not determined by 
the Remarketing Agent, the interest rate for such Bond for the next succeeding Interest Period 
will be equal to The Bond Market Association Municipal Swap Index™ (the "Municipal Index") 
as defined in the Indenture and the Interest Period for such Bond will extend through the day 
preceding the next Business Day, until the Trustee is notified of a new Flexible Rate and Flexible 
Rate Period determined for such Bond by the Remarketing Agent. 

Purchases of Bonds on Demand of Owner 

If the Bonds are in the book-entry-only system, demat{ds for purchase may be made by 
Beneficial Owners only through such Beneficial Owner's Direct Participant (as defined under the 
caption "Summary of the Bonds - Book-Entry-Only System" in the forepart of this Official 
Statement). If the Bonds are in certificated form, demands for purchase may be made only by 
registered owners. 

Daill'Rate. If the Interest Rate Mode for the Bonds is the Daily Rate, any Bond will be 
purchased on the demand of the registered owner thereof on any Business Day during a Daily 
Rate Period at a purchase price equal to the principal amount thereof plus accrued interest, if any, 
to the Purchase Date upon written notice or telephonic notice (to be immediately confirmed in 
writing) to the Tender Agent at its principal office not later than 10:00 a.m. (New York City 
time) on such Business Day. 

Weekly Rate. If the Interest Rate Mode for the Bonds is the Weekly Rate, any Bond will 
be purchased on the demand of the registered owner thereof on any Business Day during a 
Weekly Rate Period at a purchase price equal to the principal amount thereof plus accrued 
interest, if any, to the Purchase Date upon written notice to the Tender Agent at its principal 
office at or before 5:00 p.m. (New York City time) on a Business Day not later than the seventh 
day prior to the Purchase Date. 
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Semi-Annual Rate. Ifthe Interest Rate Mode for the Bonds is the Semi-Annual Rate, any 
Bond will be purchased on the demand of the registered owner thereof on any Interest Payment 
Date for a Semi-Annual Rate Period at a purchase price equal to the principal amount thereof 
upon written notice to the Tender Agent at its principal office on a Business Day not later than 
the fifteenth day prior to such Purchase Date. 

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

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

Limitations on Purchases on Demand of Owner. Notwithstanding the foregoing, there 
will be no purchase of (a) a portion of any Bond unless the portion to be purchased and the 
portion to be retained each will be in an authorized denomination or (b) any Bond upon the 
demand of the registered owner if an Event of Default under the Indenture with respect to the 
payment of principal of, interest on, or purchase price of, the Bonds has occurred and is 
continuing. Also, if the Interest Rate Mode for the Bonds is the Flexible Rate, the Bonds will not 
be subject to purchase on the demand of the registered owners thereof, but each Bond will be 
subject to mandatory purchase on each Conversion Date and on the Interest Payment Date with 
respect to such Bond, as described below under the caption "- Mandatory Purchases of 
Bonds." 

Notice Required fOr Purchases. Any written notice delivered to the Tender Agent by an 
owner demanding the purchase of Bonds must (A) be delivered by the time and dates specified 
above, (B) state the number and principal amount (or portion thereof) of such Bond to be 
purchased, (C) state the Purchase Date on which such Bond is to be purchased, (D) irrevocably 
request such purchase and state that the owner agrees to deliver such Bond, duly endorsed in 
blank for transfer, with all signatures guaranteed, to the Tender Agent at or prior to 11:00 a.m. 
(1 :00 p.m. if a tender during a Daily Rate Period and 12:00 noon if a tender during a Weekly 
Rate Period) (New York City time) on such Purchase Date. 

Mandatory Purchases of Bonds 

Mandator)! Purchase on Conversion Dates or Change bv the Companv in Long Term 
Rate Period. The Bonds will be subject to mandatory purchase at a purchase price equal to the 
principal amount thereof, plus, if the Interest Rate Mode is the Long Term Rate, the redemption 
premium, if any, which would be payable as described under "Summary of the Bonds -
Redemptions - Optional Redemption" in the forepatl of this Official Statement, if the Bonds 
were redeemed (A) on the Purchase Date, (B) on each Conversion Date and (C) on the effective 
date of any change by the Company of the Long Term Rate Period. Such tender and purchase 
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will be required even if the change in Long Term Rate Period or the Conversion is canceled 
pursuant to the Indenture. 

Mandatol1' Purchase on Each Interest Pavment Date fOr Flexible Rate Period. 
Whenever the Interest Rate Mode for the Bonds is the Flexible Rate, each Bond will be subject 
to mandatory purchase at a purchase price equal to the principal amount thereof, without 
premium, on each Interest Payment Date that interest on such Bond is payable at an interest rate 
determined for the Flexible Rate. Owners of Bonds will receive no notice of such mandatOlY 
purchase. 

Mandatol1' Purchase on Dav after End ofthe Semi-Annual Rate Period. the Annual Rate 
Period or the Long Term Rate Period Whenever the Interest Rate Mode for the Bonds is the 
Semi-Annual Rate, the Annual Rate or the Long Term Rate, such Bonds will be subject to 
mandatory purchase on the Business Day following the end of each Semi-Annual Rate Period, 
Annual Rate Period or Long Term Rate Period, as the case may be, for such Bond at a purchase 
price equal to the principal amount thereof plus accrued interest, if any, to such date. 

Notice to Owners of Mandatory Purchases. Notice to owners of a mandatory purchase of 
Bonds on a Conversion Date 01' upon a change in Long Term Rate Period will be given by the 
Bond Registrar, together with the notice of such Conversion 01' change of Long Term Rate 
Period, as applicable, by first class mail at least 15 days (30 days in the case of Conversion from 
or to the Semi-Annual Rate, the Annual Rate or the Long Term Rate 01' in the case of a change in 
the Long Term Rate Period) but not more than 45 days before each Conversion Date or each 
effective date of a change in the Long Term Rate Period. Notice to owners of a mandatory 
purchase of Bonds after the end of each Semi-Annual Rate Period, Annual Rate Period and Long 
Term Rate Period will be given by the Bond Registrar by first class mail at least 30 days prior to 
the end of such period. The notice of mandatory purchase will state those matters required to be 
set fOlih therein under the Indenture. No notice of mandatory purchase will be given in 
connection with a mandatOlY purchase on an Interest Payment Date for a Flexible Rate Period. 

Conversion ofInterest Rate Modes 

Method of Conversion. The Interest Rate Mode for the Bonds is subject to Conversion 
from time to time, in whole but not in part, on the dates specified below under "Limitations on 
Conversion," at the option of the Company, upon notice from the Bond Registrar to the 
registered owners of the Bonds, as described below. With any notice of Conversion, the 
Company must also deliver to the Bond Registrar an opinion of Bond Counsel stating that such 
Conversion is authorized or permitted by the Act and is authorized by the Indenture and will not 
adversely affect the exclusion fi'om gross income of interest on the Bonds for federal income tax 
purposes, other than a Conversion from the Daily Rate Period to the Weekly Rate Period or from 
the Weekly Rate Period to the Daily Rate Period. 

Limitations on Conversion. Any Conversion of the Interest Rate Mode for the Bonds 
must be in compliance with the following conditions: (i) the Conversion Date must be a date on 
which the Bonds are subject to optional redemption (see "- Redemptions - Optional 
Redemption" below); provided that any Conversion from the Daily Rate Period to a Weekly Rate 
Period or fi'om the Weekly Rate Period to the Daily Rate Period must be on a Thursday; (ii) if 
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the proposed Conversion Date would not be an Interest Payment Date but for the Conversion, the 
Conversion Date must be a Business Day; (iii) if the Conversion is from the Flexible Rate, (a) 
the Conversion Date may be no earlier than the latest Interest Payment Date established prior to 
the giving of notice to the Remarketing Agent of such proposed Conversion and (b) no further 
Interest Payment Date may be established while the Interest Rate Mode is then the Flexible Rate 
if such Interest Payment Date would occur after the effective date of that Conversion; and 
(iv) after a determination is made requiring mandatory redemption of all Bonds pursuant to the 
Indenture (see "- Redemptions" below), no change in the Interest Rate Mode may be made 
prior to such mandatory redemption. 

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

Cancellation of Conversion of Interest Rate Mode. Notwithstanding the foregoing, no 
Conversion will occur if (i) the Remarketing Agent has not determined the initial interest rate for 
the new Interest Rate Mode in accordance with the terms of the Indenture, (ii) the Bonds that are 
to be purchased are not remarketed or sold by the Remarketing Agent or (iii) the Bond Registrar 
receives written notice fi'om Bond Counsel prior to the opening of business on the effective date 
of Conversion to the effect that the opinion of such Bond COllnsel required under the Indenture 
has been rescinded. If such Conversion fails to occur, sllch Bonds will automatically be 
converted to the Weekly Rate (with the first period adjusted in length so that the last day of such 
period will be a Wednesday) at the rate determined by the Remarketing Agent on the failed 
Conversion Date; provided, that there must be delivered to the Issuer, the Trustee, the Bond 
Registrar, the Tender Agent, the Company and the Remarketing Agent an opinion of Bond 
Counsel to the effect that determining the interest rate to be borne by the Bonds at a Weekly Rate 
is authorized or permitted by the Act and is authorized under the Indenture and will not adversely 
affect the exclusion fi'om gross income of interest on the Bonds for federal income tax purposes. 
If such opinion is not delivered on the failed Conversion Date, the Bonds will bear interest for a 
Rate Period of the same type and of substantially the same length as the Rate Period in effect 
prior to the failed Conversion Date at a rate of interest determined by the Remarketing Agent on 
the failed Conversion Date; provided that if the Bonds then bear interest at the Long Term Rate, 
and if such opinion is not delivered on the date which would have been the effective date of a 
new Long Term Rate Period, the Bonds will bear interest at the Annual Rate, commencing on 
such date, at an Annual Rate determined by the Remarketing Agent on such date. If the 
proposed Conversion of Bonds fails as described herein, any mandatory purchase of such Bonds 
will remain effective. 

Remarketing and Purchase of Bonds 

The Indenture provides that, subject to the terms of a Remarketing Agreement with the 
Company, the Remarketing Agent will use its commercially reasonable best efforts to offer for 
sale Bonds purchased upon demand of the owners, if applicable, thereof and, unless otherwise 
instructed by the Company, upon mandatory purchase, provided that Bonds will not be 
remarketed upon the occurrence and continuance of certain Events of Default under the 
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Indenture, except in the sale discretion of the Remarketing Agent. Each such sale will be at a 
price equal to the principal amount thereof, plus interest accrued to the date of sale. The 
Remarketing Agent, the Trustee, the Paying Agent, the Bond Registrar or the Tender Agent each 
may purchase any Bonds offered for sale for its own account. 

The purchase price of Bonds tendered for purchase will be paid by the Tender Agent 
fl:om moneys derived from the remarketing of such Bonds by the Remarketing Agent and, if such 
remarketing proceeds are insufficient, from moneys made available by the Company. The 
Company is obligated to purchase any Bonds tendered for purchase to the extent such Bonds 
have not been remarketed. Any such purchases by the Company will not result in the 
extinguishment of the purchased Bonds. The Company currently maintains lines of credit or 
other liquidity facilities in amounts determined by it to be sufficient to meet its current needs and 
expects to continue to maintain such lines of credit or other liquidity facilities fi'om time to time 
to the extent determined by it to be necessary to meet its then-current needs. The Trustee, any 
Paying Agent, the Tender Agent and the owners of the Bonds have no right to draw under any 
line of credit or other liquidity facility maintained by the Company. There is no provision in the 
Indenture or the Loan Agreement requiring the Company to maintain such financing 
arrangements which may be discontinued at any time without notice. 

Any deficiency in purchase price payments resulting from the Remarketing Agent's 
failure to deliver remarketing proceeds of all Bonds with respect to which the Remarketing 
Agent notified the Tender Agent were remarketed will not result in an Event of Default under the 
Indenture until the opening of business on the next succeeding Business Day unless the 
Company fails to provide sufficient funds to pay such purchase price by the opening of business 
on such next succeeding Business Day. If sufficient funds are not available for the purchase of 
all tendered Bonds, no purchase of Bonds will be consummated, but failure to consummate such 
purchase will not be deemed to be an Event of Default under the Indenture if sufficient funds 
have been provided in a timely manner by the Company to the Tender Agent for such purpose. 

Payment of Purchase Price 

When a book-entry-only system is not in effect, payment of the purchase price of any 
Bond will be payable (and delivery of a replacement Bond in exchange for the portion of any 
Bond not purchased if such Bond is purchased in part will be made) on the Purchase Date upon 
delivery of such Bond to the Tender Agent on such Purchase Date; provided that such Bond must 
be delivered to the Tender Agent: (i) at or prior to 12:00 noon (New York City time), in the case 
of Bonds delivered for purchase during a Weekly Rate Period or Flexible Rate Period, (ii) at or 
prior to 1:00 p.m. (New York City time), in the case of Bonds delivered for purchase during a 
Daily Rate Period or (iii) at or prior to I I :00 a.m. (New York City time), in the case of Bonds 
delivered for purchase during a Semi-Annual Rate Period, Annual Rate Period or Long Term 
Rate Period. If the date of such purchase is not a Business Day, the purchase price will be 
payable on the next succeeding Business Day. 

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

If the registered owner of any Bond (or portion thereof) that is subject to purchase 
pursuant to the Indenture fails to deliver such Bond with an appropriate instrument oftransfer to 
the Tender Agent for purchase on the Purchase Date, and if the Tender Agent is in receipt of the 
purchase price therefor, such Bond (or portion thereof) neveliheless will be deemed purchased 
on the Purchase Date thereof, Any owner who so fails to deliver such Bond for purchase on (or 
before) the Purchase Date will have no further rights thereunder, except the right to receive the 
purchase price thereof fi'om those moneys deposited with the Tender Agent in the Purchase Fund 
pursuant to the Indenture upon presentation and surrender of such Bond to the Tender Agent 
properly endorsed for transfer in blank with all signatures guaranteed, 

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

Redemptions 

Optional Redemption. 

(i) Whenever the Interest Rate Mode for the Bonds is the Daily Rate or the Weekly 
Rate, the Bonds will be subject to redemption at the option of the Issuer, upon the written 
direction of the Company, in whole or in part, at a redemption price of 100% of the principal 
amount thereof, plus interest accrued, if any, to the redemption date, on any Business Day, 

(ii) Whenever the Interest Rate Mode for a Bond is the Flexible Rate, such Bond will 
be subject to redemption at the option of the Issuer, upon the written direction of the Company, 
in whole or in pati, at a redemption price of 100% ofthe principal amount thereof, plus accrued 
interest, if any, to the redemption date, on any Interest Payment Date for that Bond, 

(iii) Whenever the Interest Rate Mode for the Bonds is the Semi-Annual Rate, the 
Bonds will be subject to redemption at the option of the Issuer, upon the written direction of the 
Company, in whole or in part, at a redemption price of 100% of the principal amount thereof on 
any Interest Payment Date for each Semi-Annual Rate Period, 

(iv) Whenever the Interest Rate Mode for the Bonds is the Annual Rate, the Bonds 
will be subject to redemption at the option of the Issuer, upon the written direction of the 
Company, in whole or in part, at a redemption price of 100% of the principal amount thereof on 
the final Interest Payment Date for each Annual Rate Period, 

(v) Whenever the Interest Rate Mode for the Bonds is the Long Term Rate, the Bonds 
will be subject to redemption at the option of the Issuer, upon the written direction of the 
Company, in whole or in part, (A) on the final Interest Payment Date for the then current Long 
Term Rate Period at a redemption price of 100% of the principal amount thereof and (B) prior to 
the end of the then current Long Term Rate Period at any time during the redemption periods and 
at the redemption prices set fOlih below, plus in each case interest accl'lled, if any, to the 
redemption date: 
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Redem ption Price as 
Percentage of Principal 

100% 

Non-callable 

Subject to certain conditions, iucluding provision of an opinion of Bond Counsel that a change in 
the redemption provisions of the Bonds will not adversely affect the exclusion fi'om gross 
income of interest on the Bonds for federal income tax purposes, the redemption periods and 
redemption prices may be revised, effective as of the Conversion Date, the date of a change in 
the Long Term Rate Period or a Purchase Date on the final Interest Payment Date during a Long 
Term Rate Period, to reflect Prevailing Market Conditions on such date as determined by the 
Remarketing Agent in its judgment. Any such revision of the redemption periods and 
redemption prices will not be considered an amendment or a supplement to the Indenture and 
will not require the consent of any Bondholder or any other person or entity. 

Extraordinanl Optional Redemption in Whole. The Bonds may be redeemed by the 
Issuer in whole at any time at 100% of the principal amount thereof plus accrued interest to the 
redemption date upon the exercise by the Company of an option under the Loan Agreement to 
prepay the loan if any of the following events occurs within 180 days preceding the giving of 
written notice by the Company to the Trustee of such election: 

(i) if in the judgment of the Company, ullt'easonable burdens or excessive 
liabilities have been imposed upon the Company after the issuance of the Bonds with 
respect to the Project or the operation thereof, including without limitation federal, state 
or other ad valorem property, income or other taxes not imposed on the date of the Loan 
Agreement, other than ad valorem taxes levied upon privately owned property used for 
the same general plll'pose as the Project; 

(ii) if the Project or a pOition thereof or other propelty of the Company in 
connection with which the Project is used has been damaged or destroyed to such an 
extent so as, in the judgment of the Company, to render the Project or such other propelty 
of the Company in connection with which the Project is used unsatisfactory to the 
Company for its intended use, and such condition continues for a period of six months; 

(iii) there has occlll'red condemnation of all or substantially all of the Project 01' 

the taking by eminent domain of such use or control of the Project or other property of 
the Company in connection with which the Project is used so as, in the judgment of the 
Company, to render the Project or such other property of the Company unsatisfactory to 
the Company for its intended use; 
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(iv) in the event changes, which the Company cannot reasonably control, in 
the economic availability of materials, supplies, labor, equipment or other properties or 
things necessary for the efficient operation of the Ghent Generating Station have 
occurred, which, in the judgment of the Company, render the continued operation of such 
Ghent Generating Station or any generating unit at such station uneconomical; or changes 
in circumstances after the issuance ofthe Bonds, including but not limited to changes in 
solid waste abatement, control and disposal requirements, have occurred such that the 
Company determines that use of the Project is no longer required 01' desirable; 

(v) the Loan Agreement has become void or unenforceable or impossible of 
performance by reason of any changes in the Constitution of the Commonwealth of 
Kentucky or the Constitution of the United States of America or by reason of legislative 
or administrative action (whether state or federal) 01' any final decree, judgment 01' order 
of any court 01' administrative body, whether state or federal; 01' 

(vi) a final order or decree of any court or administrative body after the 
issuance of the Bonds requires the Company to cease a substantial part of its operation at 
the Ghent Generating Station to such extent that the Company will be prevented fi'om 
carrying on its normal operations at such Generating Station for a period of six months. 

Extraordinar\' Optional Redemption in Whole or in Part. The Bonds are also subject to 
redemption in whole or in part at 100% of the principal amount thereof plus accrued interest to 
the redemption date at the option of the Company in an amount not to exceed the net proceeds 
received fi'om insurance or any condemnation award received by the Issuer or the Company in 
the event of damage, destruction or condemnation of all or a portion of the Project, subject to 
receipt of an opinion of Bond Counsel that such redemption will not adversely affect the 
exclusion of interest on any of the Bonds fi'om gross income for federal income tax purposes. 
See "Summary of the Loan Agreement - Maintenance; Damage, Destruction and 
Condemnation." Such redemption may occur at any time, provided that if such event occurs 
while the Interest Rate Mode for the Bonds is the Flexible Rate or Semi-Annual Rate, such 
redemption must occur on a date on which the Bonds are otherwise subject to optional 
redemption as described above. 

Mandator\' Redemption: Determination of Taxability. The Bonds are required to be 
redeemed by the Issuer, in whole, or in such part as described below, at a redemption price equal 
to 100% of the principal amount thereof, without redemption premium, plus accrued interest, if 
any, to the redemption date, within 180 days following a "Determination ofTaxability." As used 
herein, a "Determination of Taxability" means the receipt by the Trustee of written notice fi'om a 
current or former registered owner of a Bond or from the Company or the Issuer of (i) the 
issuance of a published or private ruling or a technical advice memorandum by the Internal 
Revenue Service in which the Company participated or has been given the 0ppOliunity to 
patiicipate, and which ruling or memorandum the Company, in its discretion, does not contest 01' 
from which no fmiher right of administrative 01' judicial review or appeal exists, or (ii) a final 
determination from which no fmiher right of appeal exists of any court of competent jurisdiction 
in the United States in a proceeding in which the Company has participated or has been a party, 
or has been given the opportunity to participate or be a party, in each case, to the effect that as a 
result of a failure by the Company to perform or observe any covenant or agreement or the 
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inaccuracy of any representation contained in the Loan Agreement or any other agreement or 
certificate delivered in connection with the Bonds, the interest on the Bonds is included in the 
gross income of the owners thereof for federal income tax purposes, other than with respect to a 
person who is a "substantial user" or a "related person" of a substantial user of the Project within 
the meaning of the Section 147 ofInternal Revenue Code of 1986, as amended (the "Code"); 
provided, however, that no such Determination of Taxability shall be considered to exist as a 
result of the Trustee receiving notice fi'om a current or former registered owner of a Bond or 
fi'om the Issuer unless (i) the Issuer or the registered owner or former registered owner of the 
Bond involved in such proceeding 01' action (A) gives the Company and the Trustee prompt 
notice of the commencement thereof, and (B) (if the Company agrees to pay all expenses in 
connection therewith) offers the Company the 0ppOliunity to control unconditionally the defense 
thereof, and (ii) either (A) the Company does not agree within 30 days of receipt of such offer to 
pay such expenses and liabilities and to control such defense, or (B) the Company shall exhaust 
01' choose not to exhaust all available proceedings for the contest, review, appeal 01' rehearing of 
such decree, judgment or "ction which the Company determines to be appropriate. No 
Determination of Taxability described above will result fi'om the inclusion of interest on any 
Bond in the computation of minimum 01' indirect taxes. All of the Bonds are required to be 
redeemed upon a Determination of Taxability as described above unless, in the opinion of Bond 
Counsel, redemption of a portion of such Bonds would have the result that interest payable on 
the remaining Bonds outstanding after the redemption would not be so included in any such 
gross income. 

In the event any of the Issuer, the Company 01' the Trustee has been put on notice 01' 
becomes aware of the existence or pendency of any inquiry, audit ,or other proceedings relating 
to the Bonds being conducted by the Internal Revenue Service, the party so put on notice is 
required to give immediate written notice to the other parties of such matters. Promptly upon 
learning of the occurrence of a Determination of Taxability (whether or not the same is being 
contested), or any of the events described above, the Company is required to give notice thereof 
to the Trustee and the Issuer. 

If the Internal Revenue Service or a court of competent jurisdiction determines that the 
interest paid or to be paid on any Bond (except to a "substantial user" ofthe Project or a "related 
person" within the meaning of Section l47(a) of the Code) is or was includable in the gross 
income of the recipient for federal income tax purposes for reasons other than as a result of a 
failure by the Company to perform or observe any of its covenants, agreements or 
representations in the Loan Agreement 01' any other agreement 01' certificate delivered in 
connection therewith, the Bonds are not subject to redemption. In such circumstances, 
Bondholders would continue to hold their Bonds, receiving principal and interest at the 
applicable rate as and when due, but would be required to include such interest payments in 
gross income for federal income tax purposes. Also, if the lien of the Indenture is discharged or 
defeased prior to the occurrence of a final Determination of Taxability, Bonds will not be 
redeemed as described herein. 

General Redemption Terms. Notice of redemption will be given by mailing a redemption 
notice conforming to the provisions and requirements of the Indenture by first class mail to the 
registered owners of the Bonds to be redeemed not less than 30 days (\ 5 days if the Interest Rate 
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Mode for the Bonds is the Flexible Rate, Daily Rate 01' Weekly Rate) but not more than 45 days 
prior to the redemption date. 

Any notice mailed as provided in the Indenture will be conclusively presumed to have 
been given, irrespective of whether the owner receives the notice. Failure to give any such 
notice by mailing 01' any defect therein in respect of any Bond will not affect the validity of any 
proceedings for the redemption of any other Bond. No further interest will accrue on the 
principal of any Bond called for redemption after the redemption date if funds sufficient for such 
redemption have been deposited with the Paying Agent as of the redemption date. If the 
provisions for discharging the Indenture set forth below under the caption, "Summary of the 
Indenture - Discharge of Indenture" have not been complied with, any redemption notice will 
state that it is conditional on there being sufficient moneys to pay the full redemption price for 
the Bonds to be redeemed. So long as the Bonds are held in book-entry-only form, all 
redemption notices will be sent only to Cede & Co. 

Book-Entry-Only System 

Portions of the following iriformation concerning DTC and DTC's book-enlly-only 
system have been obtained ji'Oln DTC. The ISS1/e1~ the Company and the Underwriter make no 
representation as to the accllracy of sllch information. 

Initially, DTC will act as securities depository for the Bonds and the Bonds initially will 
be issued solely in book-entry-only form to be held under DTC's book-entry-only system, 
registered in the name of Cede & Co. (DTC's partnership nominee) 01' such other name as may 
be requested by an authorized representative of DTC. One fully registered bond in the aggregate 
principal amount ofthe Bonds will be deposited with DTC. 

DTC, the world's largest securities depository, is a limited-purpose trust company 
organized under the New York Banking Law, a "banking organization" within the meaning of 
the New York Banking Law, a member of the Federal Reserve System, a "clearing corporation" 
within the meaning of the New York Uniform Commercial Code, and a "clearing agency" 
registered pursuant to the provisions of Section 17 A ofthe Securities Exchange Act of 1934 (the 
"Exchange Act"). DTC holds and provides asset servicing for over 3.5 million issues of U.S. 
and non-U.S. equity issues, corporate and municipal debt issues, and money market instruments 
from over lOa countries that DTC's participants ("Direct Participants") deposit with DTC. DTC 
also facilitates the post-trade settlement among Direct Participants of sales and other securities 
transactions in deposited securities, through electronic computerized book-entry transfers and 
pledges between Direct Participants' accounts. This eliminates the need for physical movement 
of securities certificates. Direct Participants include both U.S. and non-U.S. s'ecurities brokers 
and dealers, banks, trust companies, clearing corporations, and certain other organizations. DTC 
is a wholly owned subsidiary of The Depository Trust & Clearing Corporation ("DTCC"). 
DTCC is the holding company for DTC, National Securities Clearing Corporation and Fixed 
Income Clearing Corporation, all of which are registered clearing agencies. DTCC is owned by 
the users of its regulated subsidiaries. Access to the DTC system is also available to others such 
as both U.S. and non-U.S. securities brokers and dealers, banks, trust companies, and clearing 
corporations that clear through 01' maintain a custodial relationship with a Direct PaI1icipant, 
either directly 01' indirectly ("Indirect Participants" and, together with Direct PaI1icipants, 
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"Participants"). DTC has Standard & Poor's highest rating: AAA. The DTC Rules applicable 
to its Participants are on file with the SEC. More information about DTC can be found at 
www.dtcc.com and www.dtc.org. 

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

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

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

Redemption notices shall be sent to DTC. If less than all of the Bonds are being 
redeemed, DTC's practice is to determine by lot the amount of the interest of each Direct 
Participant to be redeemed. 

Neither DTC nor Cede & Co. (nor any other DTC nominee) wiII consent or vote with 
respect to the Bonds unless authorized by a Direct Participant in accordance with DTC's 
Procedures. Under its usual procedures, DTC mails an Omnibus Proxy to the Issuer as Soon as 
possible after the record date. The Omnibus Proxy assigns Cede & Co.'s consenting or voting 
rights to those Direct Participants to whose accounts the Bonds are credited On the record date 
(identified in a listing attached to the Omnibus Proxy). 

Principal and interest payments on the Bonds wiII be made to Cede & Co. or such other 
nominee as may be requested by an authorized representative of DTC. DTC's practice is to 
credit Direct Participants' accounts, upon DTC's receipt of funds and corresponding detail 
information fi'om the Issuer or the Trustee on the payable date in accordance with their 
respective holdings shown on DTC's records. Payments by Participants to Beneficial Owners 
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will be governed by standing instructions and customary practices, as is the case with securities 
held for the accounts of customers in bearer form or registered in "street name," and will be the 
responsibility of such Participant and not of DTC nor its nominee, the Trustee, the Company or 
the Issuer, subject to any statutory or regulatory requirements as may be in effect from time to 
time. Payment of principal and interest to Cede & Co. (or such other nominee as may be 
requested by an authorized representative of DTC) is the responsibility of the Issuer or the 
Trustee, disbursement of such payments to Direct Participants will be the responsibility ofDTC, 
and disbursement of such payments to the Beneficial Owners will be the responsibility of Direct 
and Indirect Participants. 

A Beneficial Owner shall give notice to elect to have its Bonds purchased or tendered, 
through its Participant, to the Tender Agent, and shall effect delivery of such Bonds by causing 
the Direct Participant to transfer the Participant's interest in the Bonds, on DTC's records, to the 
Tender Agent. The requirement for physical delivery of Bonds in connection with a demand for 
purchase 01' a mandatOlY purchase will be deemed satisfied when the ownership rights in the 
Bonds are transferred by Direct Participants on DTC's records and followed by a book-entry 
credit of tendered Bonds to the Tender Agent's DTC account. 

DTC may discontinue providing its services as depository with respect to the Bonds at 
any time by giving reasonable notice to the Issuer, the Company, the Tender Agent and the 
Trustee, or the Issuer, at the request of the Company, may decide to discontinue use of the 
system of book-entry-only transfers through DTC (or a successor securities depository for the 
Bonds). Under such circumstances, in the event that a successor securities depository is not 
obtained, bond certificates are required to be printed and delivered as described in the Indenture 
(see "Summary of the Bonds - Book-Entry-Only System - Revision of Book-Entry-Only 
System; Replacement Bonds" below). The Beneficial Owner, upon registration of certificates 
held in the Beneficial Owner's name, will become the registered owner of the Bonds. 

So long as Cede & Co. is the registered owner of the Bonds, as nominee of DTC, 
references herein to the registered owners of the Bonds will mean Cede & Co. and will not mean 
the Beneficial Owners. Under the Indenture, payments made by the Trustee to DTC or its 
nominee will satisfY the Issuer's obligations under the Indenture and the Company's obligations 
under the Loan Agreement, to the extent of the payments so made. Beneficial Owners will not 
be, and will not be considered by the Issuer or the Trustee to be, and will not have any rights as, 
owners of Bonds under the Indenture. 

The Trustee and the Issuer, so long as a book -entry-only system is used for the Bonds, 
will send any notice of redemption or of proposed document amendments requiring consent of 
registered owners and any other notices required by the document (including notices of 
Conversion and mandatory purchase) to be sent to registered owners only to DTC (or any 
successor securities depository) or its nominee. Any failure of DTC to advise any Direct 
Patlicipant, or of any Direct Participant or Indirect Participant to notifY the Beneficial Owner, of 
any such notice and its content or effect will not affect the validity of the redemption of the 
Bonds called for redemption, the document amendment, the Conversion, the mandatOlY purchase 
or any other action premised on that notice. 
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The Issuer, the Company, the Trustee and the Underwriter cannot and do not give any 
assurances that DTC will distribute payments on the Bonds made to DTC or its nominee as the 
registered owner or any redemption or other notices, to the Participants, or that the Participants 
or others will distribute such payments or notices to the Beneficial Owners, or that they will do 
so on a timely basis, 01' that DTC will serve and act in the manner described in this Official 
Statement. 

THE ISSUER, THE COMPANY, THE UNDERWRITER AND THE TRUSTEE WILL 
HAVE NO RESPONSIBILITY OR OBLIGATION TO ANY DIRECT PARTICIPANT, 
INDIRECT PARTICIPANT OR ANY BENEFICIAL OWNER OR ANY OTHER PERSON 
NOT SHOWN ON THE REGISTRATION BOOKS OF THE TRUSTEE AS BEING A 
REGISTERED OWNER WITH RESPECT TO: (1) THE ACCURACY OF ANY RECORDS 
MAINTAINED BY DTC OR ANY DIRECT PARTICIPANT OR INDIRECT PARTICIPANT; 
(2) THE PAYMENT OF ANY AMOUNT DUE BY DTC TO ANY DIRECT PARTICIPANT 
OR BY ANY DIRECT PARTICIPANT OR INDIRECT PARTICIPANT TO ANY 
BENEFICIAL OWNER IN RESPECT OF THE PRINCIPAL AMOUNT OR REDEMPTION 
OR PURCHASE PRICE OF OR INTEREST ON THE BONDS; (3) THE DELIVERY OF ANY 
NOTICE BY DTC TO ANY DIRECT PARTICIPANT OR BY ANY DIRECT PARTICIPANT 
OR INDIRECT PARTICIPANT TO ANY BENEFICIAL OWNER WHICH IS REQUIRED OR 
PERMITTED TO BE GIVEN TO REGISTERED OWNERS UNDER THE TERMS OF THE 
INDENTURE; (4) THE SELECTION OF THE BENEFICIAL OWNERS TO RECEIVE 
PAYMENT IN THE EVENT OF ANY PARTIAL REDEMPTION OF THE BONDS; OR (5) 
ANY CONSENT GIVEN OR OTHER ACTION TAKEN BY DTC AS REGISTERED 
OWNER. 

Revision or Book-Entrv-Only Svstem: Replacement Bonds. In the event that DTC 
determines not to continue as securities depository or is removed by the Issuer, at the direction of 
the Company, as securities depository, the Issuer, at the direction of the Company, may appoint a 
successor securities depository reasonably acceptable to the Trustee. If the Issuer does not 01' is 
unable to appoint a successor securities depository, the Issuer will issue and the Trustee will 
authenticate and deliver fully registered Bonds, in authorized denominations, to the assignees of 
DTC or their nominees. 

In the event that the book-entry-only system is discontinued, the following provisions 
will apply. The Bonds may be issued in denominations of $5,000 and integral multiples thereof, 
if the Interest Rate Mode is the Semi-Annual Rate, the Annual Rate 01' the Long Term Rate; in 
denominations of$100,000 and integral multiples of$5,000 in excess thereof, if the Interest Rate 
Mode is the Flexible Rate; and in denominations of $100,000 and integral multiples thereof, if 
the Interest Rate Mode is the Daily Rate or the Weekly Rate; provided, that, (i) if the Bonds bear 
interest at the Daily Rate 01' the Weekly Rate, one Bond may be in the denomination of, or 
include an additional, $47,405 and (ii) if the Bonds bear interest at the Semi-Annual Rate, the 
Annual Rate, the Long Term Rate or the Flexible Rate, one Bond may be in the denomination of, 
01' include an additional $2,405. Bonds may be transferred 01' exchanged for an equal total 
amount of Bonds of other authorized denominations upon surrender of such Bonds at the 
principal office of the Bond Registrar, accompanied by a written instrument of transfer or 
authorization for exchange in form and with· guaranty of signature satisfactory to the Bond 
Registrar, duly executed by the registered owner or the owner's duly authorized attorney. Except 
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as provided in the Indenture, the Bond Registrar will not be required to register the transfer or 
exchange of any Bond during the fifteen days before any mailing of a notice of redemption, after 
such Bond has been called for redemption in whole or in part, or after such Bond has been 
tendered 01' deemed tendered for optional or mandatory purchase as described under "Purchases 
of Bonds on Demand of Owner" and "Mandatory Purchases of Bonds." Registration of transfers 
and exchanges will be made without charge to the owners of Bonds, except that the Bond 
Registrar may require any owner requesting registration of transfer or exchange to pay any 
required tax or governmental charge. 

Security; Limitation on Liens 

Payment of the principal of and interest and any premium on the Bonds will be secured 
by an assignment by the Issuer to the Trustee of the Issuer's interest in and to the Loan 
Agreement and all payments to be made pursuant thereto (other than certain indemnification and 
expense payments). Pursuant to the Loan Agreement, the Company will agree to pay, among 
other things, amounts sufficient to pay the aggregate principal amount of and premium, if any, on 
the Bonds, together with interest thereon as and when the same become due. The Company 
further will agree to make payments ofthe purchase price of the Bonds tendered for purchase to 
the extent that funds are not otherwise available therefor under the provisions of the Indenture. 

As of the date hereof, all of the Company's outstanding long-term debt obligations are 
unsecured general obligations of the Company, ranking on a parity with the Company's 
obligations under the Loan Agreement to make payments on the Bonds. 

In the Loan Agreement, the Company will covenant that it will not issue, assume or 
guarantee any debt for borrowed money secured by any mortgage, security interest, pledge, or 
lien ("mortgage") on any of the Company's operating property (as defined below), whether the 
Company owns it at the date hereof or acquires it later, and will not permit to exist any debt for 
borrowed money secured by a mortgage on any such property unless the Company similarly 
secures its obligations under the Loan Agreement to make payments to the Trustee in sufficient 
amounts to pay the principal of, premium, if any, and interest required to be paid on the Bonds. 
This restriction will not apply to: 

• mortgages on any property existing at the time the Company acquires the property 
01' at the time the Company acquires the corporation owning the propelty; 

• purchase money mortgages; 

• specified governmental mortgages; or 

• any extension, renewal or replacement (or successive extensions, renewals or 
replacements) of any mOltgage referred to in the three clauses listed above, so 
long as the principal amount of indebtedness secured under this clause and not 
otherwise authorized by the clauses listed above does not exceed the principal 
amount of indebtedness secured at the time of the extension, renewal or 
replacement. 
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In addition, the Company can also issue secured debt so long as the amount of the 
secured debt does not exceed the greater of 10% of net tangible assets or 10% of capitalization, 

The Company will not, so long as any of the Bonds are outstanding, issue, assume, 
guarantee or permit to exist any debt of the Company secured by a mOltgage, the creditor of 
which controls, is controlled by or is under common control with, the Company. 

For purposes ofthis limitation on liens, "operating property" means (i) any interest in real 
property owned by the Company and (ii) any asset owned by the Company that is depreciable in 
accordance with generally accepted accounting principles. 

Summary of the Loan Agreement 

The following, in addition to the provisions contained elsewhere in this Official 
Statement, is a brief description of certain provisions of the Loan Agreement, This description is 
only a SWill/WI)' and does not plllport to be complete and definitive. Reference is made to the 
Loan Agreement for the detailed provisions thereof 

General 

The term of the Loan Agreement will commence as of its date and end on the earl iest to 
occur of February 1,2032 or the date on which all of the Bonds have been fully paid or provision 
has been made for such payment pursuant to the Indenture. See "Summary of the Indenture -
Discharge ofIndenture." 

The Company has agreed to repay the loan pursuant to the Loan Agreement by making 
timely payments to the Trustee in sufficient amounts to pay the principal of, premium, if any, 
and interest required to be paid on the Bonds on each date upon which any such payments are 
due. The Company has also agreed to pay (a) the agreed upon fees and expenses of the Trustee, 
the Bond Registrar, the Tender Agent and the Paying Agent and all other amounts which may be 
payable to the Trustee, the Bond Registrar, the Paying Agent and the Tender Agent, as may be 
applicable, under the Indenture, (b) the expenses in connection with any redemption ofthe Bonds 
and (c) the reasonable expenses of the Issuer. 

The Company covenants and agrees with the Issuer that it will cause the purchase of 
tendered Bonds that are not remarketed in accordance with the Indenture and, to that end, the 
Company will cause funds to be made available to the Tender Agent at the times and in the 
manner required to effect such purchases in accordance with the Indenture (see "Summary of the 
Bonds - Remarketing and Purchase of Bonds"). 

All payments to be made by the Company to the Issuer pursuant to the Loan Agreement 
(except the fees and reasonable out-of-pocket expenses of the Issuer, the Trustee, the Paying 
Agent, the Bond Registrar and the Tender Agent, and amounts related to indemnification) have 
been assigned by the Issuer to the Trustee, and the Company will pay such amounts directly to 
the Trustee. The obligations of the Company to make the payments pursuant to the Loan 
Agreement are absolute and unconditional. 
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The Company and the Issuer have agreed not to take any action that would result in the 
interest paid on the Bonds being included in gross income of any Bondholder (other than a 
holder who is a "substantial user" of the Project or a "related person" within the meaning of 
Section 147(a) ofthe Code) for federal income tax purposes or that adversely affects the validity 
of the Bonds. 

Limitation on Liens 

The Company has agreed that, so long as any of the Bonds are outstanding, it will not 
create, assume or guarantee debt for borrowed money secured by any mortgage, except as 
described above under "Security; Limitation on Liens." 

Payment of Taxes 

The Company has agreed to pay certain taxes and other governmental charges that may 
be lawfully assessed, levied or charged against or with respect to the Project (see, however, 
subparagraph (i) under "Summary of the Bonds - Redemptions - Extraordinary Optional 
Redemption in Whole"). The Company may contest such taxes or other governmental charges 
unless the security provided by the Indenture would be materially endangered. 

Maintenance; Damage, Destruction and Condemnation 

So long as any Bonds are outstanding, the Company will maintain the Project or cause 
the Project to be maintained in good working condition and will make or cause to be made all 
proper repairs, replacements and renewals necessary to continue to constitute the Project as solid 
waste disposal facilities under Section 142(a)(6) of the Code and the Act. However, the 
Company will have no obligation to maintain, repair, replace or renew any portion of the Project, 
the maintenance, repair, replacement or renewal of which becomes uneconomical to the 
Company because of certain events, including damage or destruction by a cause not within the 
Company's control, condemnation of the Project, change in government standards and 
regulations, economic or other obsolescence or termination of operation of generating facilities 
to the Project. 

The Company, at its own expense, may remodel the Project or make substitutions, 
modifications and improvements to the Project as it deems desirable, which remodeling, 
substitutions, modifications and improvements are deemed, under the terms of the Loan 
Agreement to be a pat1 of the Project. The Company may not, however, change or alter the basic 
nature ofthe Project or cause it to lose its status under Section 142(a)(6) of the Code and the Act. 

If, prior to the payment of all Bonds outstanding, the Project or any portion thereof is 
destroyed, damaged or taken by the exercise of the power of eminent domain and the Issuer or 
the Company receives net proceeds fi'om insurance or a condemnation award in connection 
therewith, the Company must (i) cause such net proceeds to be used to repair or restore the 
Project or (ii) take any other action, including the redemption of the Bonds in whole or in part at 
their principal amount, which, by the opinion of Bond Counsel, will not adversely affect the 
exclusion of the interest on the Bonds from gross income for federal income tax purposes. See 
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"Summary of the Bonds - Redemptions - Extraordinary Optional Redemption in Whole or in 
Part." 

Insurance 

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

Assignment, Merger and Release of Obligations of the Company 

The Company may assign the Loan Agreement, pursuant to an opinion of Bond Counsel 
that such assignment will not adversely affect the exclusion of the interest on the Bonds fi'om 
gross income for federal income tax purposes, without obtaining the consent of either the Issuer 
or the Trustee. Such assignment, however, will not relieve the Company from primary liability 
for any of its obligations under the Loan Agreement and performance and observance of the 
other covenants and agreements to be performed by the Company. The Company may dispose 
of all or substantially all of its assets 01' consolidate with or merge into another corporation, 
provided the acquirer of the Company's assets or the corporation with which it will consolidate 
with or merge into is a corporation 01' other business organization organized and existing under 
the laws of the United States of America 01' one of the states of the United States of America or 
the District of Columbia, is qualified and admitted to do business in the Commonwealth of 
Kentucky, assumes in writing all of the obligations and covenants of the Company under the 
Loan Agreement and delivers a copy of such assumption to the Issuer and Trustee. 

Release and Indemnification Covenant 

The Company will indemnifY and hold the Issuer harmless against any expense or 
liability incurred, including attorneys' fees, resulting fi'om any loss or damage to property or any 
injury to 01' death of any person occurring on 01' about or resulting from any defect in the Project 
or fi'om any action commenced in connection with the financing thereof. 

Events of Default 

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

(I) failure by the Company to pay the amounts required for payment of the 
principal of, including purchase price for tendered Bonds and redemption and 
acceleration prices, and interest accrued, on the Bonds, at the times specified therein 
taking into account any periods of grace provided in the Indenture and the Bonds for the 
applicable payment of interest on the Bonds (see "Summary of the Indenture ~ Defaults 
and Remedies"); 

(2) failure by the Company to observe and perform any covenant, condition or 
agreement, other than as referred to in paragraph (1) above, for a period of thitty days 
after written notice by the Issuer 01' Trustee, provided, however, that if such failure is 
capable of being corrected, but cannot be corrected in such 30-day period, it will not 
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constitute an Event of Default under the Loan Agreement if corrective action with respect 
thereto is instituted within such period and is being diligently pursued; 

(3) certain events of bankruptcy, dissolution, liquidation, reorganization or 
insolvency of the Company; or 

(4) the occurrence of an Event of Default under the Indenture. 

Under the Loan Agreement, certain of the Company's obligations (other than the Company's 
obligations, among others, (i) not to permit any action which would result in interest paid on the 
Bonds being included in gross income for federal and Kentucky income taxes; (ii) to maintain its 
corporate existence and good standing, and to neither dispose of all or substantially all of its 
assets or consolidate with or merge into another corporation unless certain provisions of the Loan 
Agreement are satisfied; and (iii) to make loan payments and certain other payments under the 
provisions of the Loan Agreement) may be suspended if by reason of force majeure (as defined 
in the Loan Agreement) the Company is unable to carry out such obligations. 

Remedies 

Upon the happening of an Event of Default under the Loan Agreement, the Trustee, on 
behalf of the Issuer, may, among other things, take whatever action at law or in equity may 
appear necessary or desirable to collect the amounts then due and thereafter to become due, or to 
enforce performance and observance of any obligation, agreement or covenant of the Company, 
under the Loan Agreement. 

Any amounts collected upon the happening of any such Event of Default must be applied 
in accordance with the Indenture or, ifthe Bonds have been fully paid (or provision for payment 
thereof has been made in accordance with the Indenture) and all other liabilities of the Company 
accrued under the Indenture and the Loan Agreement have been paid or satisfied, made available 
to the Company. 

Options to Prepay, Obligation to Prepay 

The Company may prepay the loan pursuant to the Loan Agreement, in whole or in part, 
on certain dates, at the prepayment prices as shown under the captions "Summary of the Bonds 
- Redemptions - Optional Redemption," "- Extraordinary Optional Redemption in Whole" 
and "- Extraordinary Optional Redemption in Whole or in Part." Upon the occurrence of the 
event described under the caption "Summary of the Bonds - Redemptions - Mandatory 
Redemption; Determination of Taxability," the Company will be obligated to prepay the loan in 
an aggregate amount sufficient to redeem the required principal amount of the Bonds. 

In each instance, the loan prepayment price must be a sum sufficient, together with other 
funds deposited with the Trustee and available for such purpose, to redeem the requisite amount 
of the Bonds at a price equal to the applicable redemption price plus accrued interest to the 
redemption date, and to pay all reasonable and necessary fees and expenses of the Trustee, the 
Paying Agent, the Bond Registrar and the Tender Agent and all other liabilities of the Company 
under the Loan Agreement accrued to the redemption date. 
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No amendment or modification of the Loan Agreement is permissible without the written 
consent of the Trustee. The Issuer and the Trustee may, however, without the consent of or 
notice to any Bondholders, enter into any amendment or modification of the Loan Agreement 
(i) which may be required by the provisions of the Loan Agreement or the Indenture, (ii) for the 
purpose of curing any ambiguity or formal defect or omission, (iii) in connection with any 
modification or change necessary to conform the Loan Agreement with changes and 
modifications in the Indenture or (iv) in connection with any other change which, in the 
judgment of the Trustee, does not adversely affect the Trustee or the Bondholders. Except for 
such amendments, the Loan Agreement may be amended or modified only with the consent of 
the Bondholders holding a majority in principal amount of the Bonds then outstanding (see 
"Summary of the Indenture - Supplemental Indentures" for an explanation of the procedures 
necessary for Bondholder consent); provided, however, that the approval of the Bondholders 
holding 100% in principal amount of the Bonds then outstanding is necessary to effectuate an 
amendment or modification with respect to the Loan Agreement of the type described in clauses 
(i) through (iv) of the first sentence of the second paragraph of "Summary of the Indenture -
Supplemental Indentures." 

Summary of the Indenture 

The following, in addition to the provisions contained elsewhere in this Official 
Statement, is a brief description of certain provisions of the Indenture. This description is only a 
SUlIlmGlJ' and does 110t plllport to be complete and definitive. Reference is made to the indenture 
for the detailed provisions thereof 

Security 

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

No Pecuniary Liability of the Issuer 

No provision, covenant or agreement contained in the Indenture or in the Loan 
Agreement, nor any breach thereof, will constitute or give rise to any pecuniary liability of the 
Issuer or any charge upon any of its assets or its general credit or taxing powers. The Issuer has 
not obligated itself by making the covenants, agreements or provisions contained in the Indenture 
or in the Loan Agreement, except with respect to the Project and the application of the amounts 
assigned to payment of the principal of, premium, ifany, and interest on the Bonds. 

The Bond Fund 

The payments to be made by the Company pursuant to the Loan Agreement to the Issuer 
and certain other amounts specified in the Indenture will be deposited into a Bond Fund 
established pursuant to the Indenture (the "Bond Fund") and will be maintained in trust by the 
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Tmstee. Moneys in the Bond Fund will be used solely and only for the payment ofthe principal 
of, premium, if any, and interest on the Bonds, for the redemption of Bonds prior to maturity and 
for the payment of the reasonable fees and expenses to which the Trustee, Bond Registrar, 
Tender Agent, Authenticating Agent, any Paying Agent and the Issuer are entitled pursuant to 
the Indenture 01' the Loan Agreement. Any moneys held in the Bond Fund will be invested by 
the Trustee at the specific written direction of the Company in certain Governmental Obligations, 
investment-grade corporate obligations and other investments permitted under the Indenture. 

The Constmction Fund 

The net proceeds of the Bonds will be deposited in a Construction Fund (the 
"Construction Fund") established under the Indenture. Moneys in the Constmction Fund will be 
expended in accordance with the Loan Agreement to pay the costs of construction of the 
Constmction Project 01' to reimburse the Company for any amount of the costs of construction of 
the Constmction Project paid or incurred by the Company. 

The Prior Bond Funds 

A portion of the proceeds from the issuance of the Bonds will be deposited in each of the 
(i) County of Carroll, Kentucky, Environmental Facilities Revenue Bond Fund, 2005 Series A 
(Kentucky Utilities Company Project), (ii) County of Carroll, Kentucky, Environmental 
Facilities Revenue Bond Fund, 2005 Series B (Kentucky Utilities Company Project), (iii) County 
of Carroll, Kentucky, Environmental Facilities Revenue Bond Fund, 2006 Series A (Kentucky 
Utilities Company Project) and (iv) County of Carroll, Kentucky, Environmental Facilities 
Revenue Bond Fund, 2006 Series C (Kentucky Utilities Company Project) (collectively, the 
"Prior Bond Funds") in an amount adequate to pay all principal of and accrued interest on the 
related issue of the Refunded Bonds to become due and payable on their scheduled redemption 
date. 

The Rebate Fund 

A Rebate Fund has been created by the Indenture (the "Rebate Fund") and will be 
maintained as a separate fund free and clear of the lien of the Indenture. The Issuer, the Tmstee 
and the Company have agreed to comply with all rebate requirements of the Code and, in 
paIiicular, the Company has agreed that if necessary, it will deposit in the Rebate Fund any such 
amount as is required under the Code. However, the Issuer, the Trustee and the Company may 
disregard the Rebate Fund provisions to the extent that they receive an opinion of Bond Counsel 
that such failure to comply will not adversely affect the exclusion of the interest on the Bonds 
from gross income for federal income tax purposes. 

Election for Immediate Discharge of Refunded Bonds 

If an entire issue of Refunded Bonds is held by a single Bondholder, including the 
Company, such Bondholder may elect in writing to waive notice of redemption and any accrued 
interest on the issue of Refunded Bonds from the date of issuance of the Bonds to the date of 
scheduled redemption and in lieu thereof, to surrender such issue of Refunded Bonds to the 
Trustee on the date of issuance of the Bonds at the price of the principal amount of plus accrued 
interest to the date of issuance ofthe Bonds on such issue of Refunded Bonds. 
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When all the Bonds and all fees and charges accrued and to accrue of the Trustee and the 
Paying Agent have been paid or provided for, and when proper notice has been given to the 
Bondholders or the Trustee that the proper amounts have been so paid or provided for, and if the 
Issuer is not in default in any other respect under the Indenture, the Indenture will become null 
and void. The Bonds will be deemed to have been paid and discharged when there has been 
irrevocably deposited with the Trustee moneys sufficient to pay the principal, premium, if any, 
and accrued interest on such Bonds to the due date (whether such date be by reason of maturity 
or upon redemption) or, in lieu thereof, Governmental Obligations have been deposited which 
mature in such amounts and at such times as will provide the funds necessary to so pay such 
Bonds, and when all reasonable and necessary fees and expenses of the Trustee, the Tender 
Agent, the Authenticating Agent, the Bond Registrar and the Paying Agent have been paid or 
provided for. 

Defaults and Remedies 

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

(a) Failure to make payment of any installment of interest on any Bond, (i) if 
such Bond bears interest at other than the Long Term Rate, within a period of one 
Business Day fi'om the due date and (ii) if such Bond bears interest at the Long Term 
Rate, within a period of five Business Days from the date due; 

(b) Failure to make punctual payment of the principal of, or premium, if any, 
on any Bond on the due date, whether at the stated maturity thereof, or upon proceedings 
for redemption, or upon the maturity thereof by declaration or if payment of the purchase 
price of any Bond required to be purchased pursuant to the Indenture is not made when 
such payment has become due and payable, provided that no Event of Default has 
occurred in respect of failure to receive such purchase price for any Bond if the Company 
has made the payment on the next Business Day as described in the last paragraph under 
"Summary of the Bonds - Remarketing and Purchase of Bonds" above; 

(c) Failure of the Issuer to perform or observe any other of the covenants, 
agreements or conditions in the Indenture or in the Bonds which failure continues for a 
period of 30 days after written notice by the Trustee, provided, however, that if such 
failure is capable of being cured, but cannot be cured in such 3D-day period, it will not 
constitute an Event of Default under the Indenture if corrective action in respect of such 
failure is instituted within such 3D-day period and is being diligently pursued; or 

(d) The occurrence of an "Event of Default" under the Loan Agreement (see 
"Summary of the Loan Agreement - Events of Default"). 

(e) Upon the occurrence of an Event of Default under the Indenture, the 
Trustee may, and upon the written request of the registered owners holding not less than 
25% in aggregate principal amount of Bonds then outstanding and upon receipt of 
indemnity reasonably satisfactory to it, must: (i) declare the principal of all Bonds and 
interest accrued thereon to be immediately due and payable and (ii) declare all payments 
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under the Loan Agreement to be immediately due and payable and enforce each and 
every other right granted to the Issuer under the Loan Agreement for the benefit of the 
Bondholders. In exercising such rights, the Trustee will take any action that, in the 
judgment of the Trustee, would best serve the interests of the registered owners. Upon 
the occurrence of an Event of Default under the Indenture, the Trustee may also proceed 
to pursue any available remedy by suit at law or in equity to enforce the payment of the 
principal of, premium, if any, and interest on the Bonds then outstanding. 

Ifthe Trustee recovers any moneys following an Event of Default, unless the principal of 
the Bonds has been declared due and payable, all such moneys will be applied in the following 
order: (i) to the payment of the fees, expenses, liabilities and advances incurred or made by the 
Trustee and the Paying Agent and the payment of any SUlns due and payable to the United States 
pursuant to Section 148(f) of the Code, (ii) to the payment of all interest then due on the Bonds, 
and (iii) to the payment of unpaid principal and premium, ifany, ofthe Bonds. If the principal of 
the Bonds has become due or has been accelerated, such moneys will be applied in the following 
order: (i) to the payment of the fees, expenses, liabilities and advances incurred or made by the 
Trustee and the Paying Agent and (ii) to the payment of principal of and interest then due and 
unpaid on the Bonds. 

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

Any judgment against the Issuer pursuant to the exercise of rights under the Indenture 
will be enforceable only against specific assigned payments, funds and accounts under the 
Indenture in the hands of the Trustee. No deficiency judgment will be authorized against the 
general credit ofthe Issuer. 

No default under paragraph (c) above will constitute an Event of Default until actual 
notice is given to the Issuer and the Company by the Trustee or to the Issuer, the Company and 
the Trustee by the registered owners holding not less than 25% in aggregate principal amount of 
all Bonds outstanding and the Issuer and the Company have had thirty days after such notice to 
correct the default and failed to do so. If the default is such that it cannot be corrected within the 
applicable period but is capable of being cured, it will not constitute an Event of Default if 
corrective action is instituted by the Issuer or the Company within the applicable period and 
diligently pursued until the default is corrected. 

Waiver of Events of Default 

Except as provided below, the Tmstee may in its discretion waive any Event of Default 
under the Indenture and will do so upon the written request of the registered owners holding a 
majority in principal amount of all Bonds then outstanding. If, after the principal of all Bonds 
then outstanding have been declared to be due and payable as a result of a default under the 

35 



Attachment to Response to KU AG-1 Question No. 217 
Page 39 of 140 

Arbough 

Indenture and prior to any judgment 01' decree for the appointment of a receiver 01' for the 
payment of the moneys due has been obtained or entered, (i) the Company causes to be deposited 
with the Trustee a sum sufficient to pay all matured installments of interest upon all Bonds and 
the principal of and premium, if any, on any and all Bonds which would become due otherwise 
than by reason of such declaration (with interest thereon as provided in the Indenture) and the 
expenses of the Trustee in connection with such default and (ii) all Events of Default under the 
Indenture (other than nonpayment of the principal of Bonds due by said declaration) have been 
remedied, then such Event of Default will be deemed waived and such declaration and its 
consequences rescinded and annulled by the Trustee. Such waiver, rescission and annulment 
will be binding upon all Bondholders. No such waiver, rescission and annulment will extend to 
01' affect any subsequent Event of Default 01' impair any right or remedy consequent thereon. 

Notwithstanding the foregoing, nothing in the Indenture will affect the right of a 
registered owner to enforce the payment of principal of, premium, if any, and interest on the 
Bonds after the maturity thereof. 

Supplemental Indentures 

The Issuer and the Trustee may enter into indentures supplemental to the Indenture 
without the consent of or notice to the Bondholders in order (i) to cure any ambiguity or formal 
defect or omission in the Indenture, (ii) to grant to 01' confer upon the Trustee, as may lawfully be 
granted, additional rights, remedies, powers or authorities for the benefit of the Bondholders, (iii) 
to subject to the Indenture additional revenues, properties 01' collateral, (iv) to permit 
qualification of the Indenture under any federal statute or state blue sky law, (v) to add additional 
covenants and agreements of the Issuer for the protection of the Bondholders or to surrender or 
limit any rights, powers or authorities reserved to or conferred upon the Issuer, (vi) to make any 
other modification or change to the Indenture which, in the sole judgment of the Trustee, does 
not adversely affect the Trustee or any Bondholder, (vii) to make other amendments not 
otherwise permitted by (0, (ii), (iii), (iv) or (vi) ofthis paragraph to provisions relating to federal 
income tax matters under the Code or other relevant provisions if, in the opinion of Bond 
Counsel, those amendments would not adversely affect the exclusion of the interest on the Bonds 
from gross income for federal income tax purposes, (viii) to make any modification or change to 
the Indenture necessary to provide liquidity or credit support for the Bonds or (ix) to permit the 
issuance of the Bonds in other than book-entry-only form 01' to provide changes to 01' for the 
book-entry system. 

Notwithstanding the foregoing, the Company, with the consent of the Trustee and all 
rating services then providing ratings on the Bonds, may at any time further secure the Bonds by 
means of a letter of credit, other credit facility 01' other guarantee 01' collateral. 

Exclusive of supplemental indentures for the purposes set forth in the preceding 
paragraph, the consent of registered owners holding a majority in aggregate principal amount of 
all Bonds then outstanding is required to approve any supplemental indenture, except no such 
supplemental indenture may permit, without the consent of all of the registered owners of the 
Bonds then outstanding, (i) an extension of the maturity of the principal of 01' the interest on any 
Bond issued under the Indenture 01' a reduction in the principal amount of any Bond or the rate of 
interest 01' time of redemption 01' redemption premium thereon, (ii) a privilege 01' priority of any 
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Bond or Bonds over any other Bond or Bonds, (iii) a reduction in the aggregate principal amount 
of the Bonds required for consent to such supplemental indenture or (iv) the deprivation of any 
registered owners of the lien of the Indenture. 

If at any time the Issuer requests the Trustee to enter into any supplemental indenture 
requiring the consent of the registered owners of the Bonds, the Tl'llstee, upon being 
satisfactorily indemnified with respect to expenses, must notify all such registered owners. Such 
notice must set forth the nature of the proposed supplemental indenture and must state that 
copies thereof are on file at the principal office of the Trustee for inspection. If, within sixty 
days (or such longer period as prescribed by the Issuer or the Company) following the mailing of 
such notice, the registered owners holding the requisite amount of the Bonds outstanding have 
consented to the execution thereof, no Bondholder will have any right to object or question the 
execution thereof. 

No supplemental indenture will become effective unless the Company consents to the 
execution and delivery of such supplemental indenture. The Company will be deemed to have 
consented to the execution and delivery of any supplemental indenture if the Trustee does not 
receive a notice of protest or objection signed by the Company on or before 4:30 p.m., local time 
in the city in which the principal office of the Tl'llstee is located, on the fifteenth day after the 
mailing to the Company of a notice of the proposed changes and a copy of the proposed 
supplemental indenture. 

Enforceability of Remedies 

The remedies available to the Trustee, the Issuer and the owners upon an Event of 
Default under the Loan Agreement or the Indenture are in many respects dependent upon judicial 
actions which are often subject to discretion and delay. Under existing constitutional and 
statutory law and judicial decisions, the remedies specified by the Loan Agreement or the 
Indenture may not be readily available or may be limited. The various legal opinions to be 
delivered concurrently with the delivery ofthe Bonds will be qualified as to the enforceability of 
the various legal instruments by limitations imposed by principles of equity, bankl'Llptcy, 
reorganization, insolvency, moratoriulll or other similar laws affecting the rights of creditors 
generally. 

Tax Treatment 

In the 0pullon of Bond Counsel, under existing law, including current statutes, 
regulations, administrative l'Lllings and official interpretations, subject to the qualifications and 
exceptions set forth below, interest on the Bonds will be excluded fi'om the gross income of the 
recipients thereof for federal income tax purposes, except that no opinion will be expressed 
regarding such exclusion fi'om gross income with respect to any Bond during any period in 
which it is held by a "substantial user" of the Project or a "related person" as such terms are used 
in Section 147(a) of the Code. Interest on the Bonds will be an item of tax preference in 
detennining altel'llative minimum taxable income for individuals and corporations under the 
Code. It is Bond Counsel's further opinion that, subject to the assumptions stated in the 
preceding sentence, (i) interest on the Bonds will be excluded from gross income of the owners 
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thereof for Kentucky income tax purposes and (ii) the Bonds will be exempt from all ad valorem 
taxes in Kentncky. 

The opinion of Bond Counsel as to the excludability of interest fi'om gross income for 
federal income tax purposes will be based upon and will assume the accuracy of certain 
representations of facts and circumstances, including with respect to the Project, which are 
within the knowledge of the Company and compliance by the Company with certain covenants 
and undertakings set forth in the proceedings authorizing the Bonds which are intended to assure 
that the Bonds are and will remain obligations the interest on which is not includable in gross 
income of the recipients thereof under the law in effect on the date of such opinion. Bond 
Counsel will not independently verifY the accuracy of the cellifications and representations made 
by the Company and the Issuer. On the date of the opinion and subsequent to the original 
delivery of the Bonds, such representations of facts and circumstances must be accurate and such 
covenants and undertakings must continue to be complied with in order that interest on the 
Bonds be and remain excludable fi'om gross income of the recipients thereof for federal income 
tax purposes under existing law. Bond Counsel will express no opinion (i) regarding the 
exclusion of interest on any Bond fi'om gross income for federal income tax purposes on or after 
the date on which any change, including any interest rate conversion, permitted by the 
documents other than with the approval of Bond Counsel is taken which adversely affects the tax 
treatment of the Bonds or (ii) as to the treatment for purposes of federal income taxation of 
interest on the Bonds upon a Determination ofTaxability. 

The Code prescribes a number of qualifications and conditions for the interest on state 
and local government obligations to be and to remain excluded from gross income for federal 
income tax purposes, some of which, including provisions for potential payments by the Issuer to 
the federal government, require future or continued compliance after issuance of the Bonds in 
order for the interest to be and to continue to be so excluded from the date of issuance. 
Noncompliance with certain of these requirements by the Company or the Issuer with respect to 
the Bonds could cause the interest on the Bonds to be included in gross income for federal 
income tax purposes and to be subject to federal income taxation retroactively to the date of their 
issuance. The Company and the Issuer will each covenant to take all actions required of each to 
assure that the interest on the Bonds will be and remain excluded fi'om gross income for federal 
income tax purposes, and not to take any actions that would adversely affect that exclusion. 

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

(a) The Code also provides for a "branch profits tax" which subjects to tax, at 
a rate of 30%, the effectively connected earnings and profits of a foreign corporation 
which engages in a United States trade 01' business. Interest on the Bonds would be 
includable in the amount of effectively connected eal'l1ings and profits and thus would 
increase the branch profits tax liability. 

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

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

Owners of the Bonds should be aware that the ownership of the Bonds may result in 
collateral federal income tax consequences. For instance, the Code provides that propelty and 
casualty insurance companies will be required to reduce their loss reserve deductions by 15% of 
the tax-exempt interest received on certain obligations, such as the Bonds, acquired after 
August 7, 1986. (For purposes of the immediately preceding sentence, a portion of dividends 
paid to an affiliated insurance company may be treated as tax-exempt interest.) The Code further 
provides for the disallowance of any deduction for interest expenses incurred by banks and 
certain other financial institutions allocable to carrying certain tax-exempt obligations, such as 
the Bonds, acquired after August 7, 1986. The Code also provides that, with respect to taxpayers 
other than such financial institutions, such taxpayers will be unable to deduct any portion of the 
interest expenses incurred or continued to purchase or carry the Bonds. The Code also provides, 
with respect to individuals, that interest on tax-exempt obligations, including the Bonds, is 
included in modified adjusted gross income for purposes of determining the taxability of social 
security and railroad retirement benefits. Furthermore, the earned income tax credit is not 
allowed for individuals with an aggregate amount of disqualified income within the meaning of 
Section 32 of the Code, which exceeds $2,200. Interest on the Bonds will be taken into account 
in the calculation of disqualified income. Prospective purchasers of the Bonds should consult 
their own tax advisors regarding such matters and any other tax consequences of holding the 
Bonds. 

From time to time, there are legislative proposals in Congress which, if enacted, could 
alter or amend one or more of the federal tax matters referred to above or could adversely affect 
the market value of the Bonds. It cannot be predicted whether or in what form any such proposal 
might be enacted or whether, if enacted, it would apply to obligations (such as the Bonds) issued 
prior to enactment. 

A draft ofthe opinion of Bond Counsel relating to the Bonds in substantially the form in 
which it is expected to be delivered on the date of issuance of the Bonds is attached as Appendix 
B. 

Legal Matters 

Celtain legal matters incident to the authorization, issuance and sale by the Issuer of the 
Bonds are subject to the approving opinion of Bond Counsel. Bond Counsel has in the past, and 
may in the future, act as counsel to the Company with respect to certain matters. Certain legal 
matters will be passed upon for the Issuer by its County Attorney. Certain legal matters will be 
passed upon for the Company by Jones Day, Chicago, Illinois, and John R. McCall, Esq., 
Executive Vice President, General Counsel, COlporate Secretary and Chief Compliance Officer 
for the Company. Certain legal matters will be passed upon for the Underwriter by its counsel, 
Winston & Strawn LLP, Chicago, lllinois. 
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Banc of America Securities LLC (the "Underwriter") has agreed to purchase the Bonds 
ft'om the Issuer at the public offering price set fOlih on the cover page of this Official Statement. 
The Underwriter is committed to purchase all the Bonds if any Bonds are purchased. In 
connection with the underwriting of the Bonds, the Underwriter will be paid by the Company a 
fee. in the amount of $272,816, which includes reimbursement for certain reasonable out-of
pocket expenses. 

The Underwriter may offer and sell the Bonds to celiain dealers and others at prices 
lower than the public offering price set forth on the cover page of this Official Statement. After 
the Bonds are released for sale to the public, the public offering price and other selling terms 
may from time to time be varied by the Underwriter. 

In connection with the offering of the Bonds, the Underwriter may over-allot or effect 
transactions which stabilize or maintain the market prices of such Bonds at levels above those 
which might otherwise prevail in the open market. Such stabilizing, if commenced, may be 
discontinued at any time. 

Pursuant to an Inducement Letter, the Company has agreed to indemnity the Underwriter 
and the Issuer against certain civil liabilities, including liabilities under the federal securities 
laws, or contribute to payments that the Underwriter or the Issuer may be required to make in 
respect thereof. 

In the ordinary course of their business, the Underwriter and certain of its affiliates have 
in the past and may in the future engage in investment and commercial banking transactions with 
the Company, including the provision of certain advisory services to the Company. 

Continuing Disclosure 

Because the Bonds will be special and limited obligations of the Issuer, the Issuer is not 
an "obligated person" for purposes of Rule 15c2-12 (the "Rule") promulgated by the SEC under 
the Exchange Act, and does not have any continuing obligations thereunder. Accordingly, the 
Issuer will not provide any continuing disclosure information with respect to the Bonds or the 
Issuer. 

The Rule generally requires that "obligated persons" such as the Company agree to 
provide (i) continuing disclosure on an annual basis of certain financial information and 
operating data and (ii) notices of certain specified events that could affect the credit underlying 
the payment obligations of the securities. However, offerings of securities that are subject to 
purchase by the issuer on the demand of the holder, such as will be the case with respect to the 
Bonds while bearing interest in a Daily Rate Period or a Weekly Rate Period, or while bearing 
interest in a Flexible Rate Period of270 days or less, are exempt from these requirements. If the 
Bonds are remarketed in a mode other than the Daily Rate Period, the Weekly Rate Period or 
Flexible Rate Period, the Company may in the future become subject to these continuing 
disclosure obligations of the Rule. 
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This Official Statement has been duly approved, executed and delivered by the County 
Judge/Executive of the Issuer, on behalf of the Issuer. However, the Issuer has not and does not 
assume any responsibility as to the accuracy 01' completeness of any of the information in this 
Official Statement except for information furnished by the Issuer under the caption "The Issuer." 
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Kentucky Utilities Company 

The information contained in this Appendix A relates to and has been obtained from KU and fi'om other 
sources as shown herein. The delivery ofthe Official Statement shall not create any implication that 
there has been no change in the affairs of the KU since the date hereof, or that the information contained 
or incorporated by reference in this Appendix A is correct at any time subsequent to its date. 

All abbreviations used herein have the terms ascribed to them in the Index of Abbreviations in this 
Appendix A. 

Business 

GENERAL 

KU, incorporated in Kentucky in 1912 and in Virginia in 1991, is a regulated public utility engaged in the 
generation, transmission, distribution and sale of electric energy in Kentucky, Virginia and Tennessee. At June 
30,2008, KU provided electricity to approximately 506,000 customers in 77 counties in central, southeastern 
and western Kentucky, to approximately 30,000 customers in 5 counties in southwestern Virginia and 5 
customers in Tennessee. KU's service area covers approximately 6,600 square miles. KU's coal-fired electric 
generating stations produce most ofKU's electricity. The remainder is generated by a hydroelectric power plant 
and natural gas and oil fueled CTs. In Virginia, KU operates under the name Old Dominion Power Company. 
KU also sells wholesale electric energy to 12 municipalities. 

KU is a wholly-owned subsidiary ofE.ON U.S., formerly known as LG&E Energy LLC. E.ON U.S. is an 
indirect wholly-owned subsidiary ofE.ON, a German corporation, making KU an indirect wholly-owned 
subsidiary ofE.ON. KU's affiliate, LG&E, is a regulated public utility engaged in the generation, transmission, 
distribution and sale of electric energy and the distribution and sale of natural gas in Kentucky. 

OPERATIONS 

The sources of operating revenues and volumes of sales for the years ended December 31, 2007 and 2006, were 
as follows: 

2007 2006 
Revenues Volumes Revenues Volumes 
(millions) (OOOMwh) (millions) (OOOMwh) 

Residential $ 430 6,847 $ 380 6,313 
Industrial & Commercial 597 11,047 547 10,776 
Municipals 90 2,058 85 1,978 
Other Retail 98 1,691 89 1,608 
Wholesale --.i8 1,582 109 2,473 
Total W'U 23.225 $1.210 23,148 

KU set a new record peak load of 4,344 Mw on August 9, 2007, when the temperature reached 98 degrees 
Fahrenheit in Lexington. 
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KU's power generating system includes coal-fired units operated at its four steam generating stations. Natural 
gas and oil fueled CTs supplementthe system during peak or emergency periods. As of December 31,2007, 
KU owned and operated the following generating stations while maintaining a 12%-14% reserve margin: 

Steam Stations: 
Tyrone - Woodford County, KY 
Green River - Muhlenberg County, KY 
E.W. Brown - Mercer County, KY 
Ghent - Carroll County, KY 

Total Steam Stations 

Dix Dam Hydroelectric Station - Mercer County, KY 

CT Generators (Peaking capability): 
E.W. Brown - Mercer County, KY' 
Haefling - Fayette County, KY 
Paddy's Run - Jefferson County, KY • 
Trimble County - Trimble County, KY * 

Total CT Generators 
Total Capability Rating 

Summer Capability 
Rating (Mw) 

71 
163 
697 

1,932 
2,863 

24 

757 
36 
74 

632 
1,499 
4.386 

• Some ofthese units are jointly owned with LG&E. See Note 10 of Notes to 
Financial Statements (Audited) for the Year Ended December 31, 2007 for information 
regarding jointly owned units. 

At December 31, 2007, KU's transmission system included III substations (39 of which are shared with the 
distribution system) with a total capacity of approximately 17,223 MVA and approximately 4,030 miles of 
lines. The distribution system included 481 substations (39 of which al'e shared with the transmission system) 
with a total capacity of approximately 6,653 MVA, 14,082 miles of overhead lines and 2,046 miles of 
underground conduit. 

KU has a purchase power agreement with OMU, owns 20% of EEl's common stock and owns 2.5% ofOVEC's 
common stock. Additional information regarding these relationships is provided in Notes I and 9 of Notes to 
Financial Statements (Audited) for the Year Ended December 31, 2007 and Note 7 of Notes to Financial 
Statements (Unaudited) for the Six Months Ended June 30, 2008. 

KU was formerly a member of the MISO, a non-profit independent transmission system operator that serves the 
electrical transmission needs of much ofthe Midwest. KU withdrew from the MISO effective September I, 
2006. KU now contracts with the Tennessee Valley Authority to act as its transmission reliability coordinator 
and Southwest Power Pool, Inc. to function as its independent transmission operator, pursuant to FERC 
requirements. See Note 2 of Notes to Financial Statements (Audited) for the Year Ended December 31, 2007 
and Note 2 of Notes to Financial Statements (Unaudited) for the Six Months Ended June 30, 2008. 

RATES AND REGULATIONS 

E.ON, KU's ultimate parent, is a registered holding company under PUHCA 2005. E.ON, its utility subsidiar-
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ies, including KU, and certain of its non-utility subsidiaries are subject to extensive regulation by the FERC 
with respect to numerous matters, including: electric utility facilities and operations, wholesale sales of power 
and related transactions, accounting practices, issuances and sales of securities, acquisitions and sales of utility 
properties, payments of dividends out of capital and surplus, financial matters and inter-system sales of non
power goods and services. KU believes that it has adequate authority (including financing authority) under 
existing FERC orders and regulations to conduct its business and will seek additional authorization when 
necessary. 

In February 2007, KU completed a series of financial transactions that allowed it to cease periodic reporting 
under the Securities Exchange Act of 1934. See Note 7 of Notes to Financial Statements (Audited) for the Year 
Ended December 31, 2007. 

N KU is subject to the jurisdiction of the Kentucky Commission, the Virginia Commission, the Tennessee 
Regulatory Authority and the FERC in vittually all matters related to electric utility regulation, and as such, its 
accounting is subject to SFAS No. 71, Accollntingjor the Effects ojCertain1)'Pes ojReglilation. Given its 
competitive position in the marketplace and the status of regulation in Kentucky and Virginia, KU has no plans 
or intentions to discontinue its application of SF AS No. 71. 

On July 29, 2008, KU filed an application with the Kentucky Commission for an increase in base rates of 
approximately 2.0% or $22 million annually. KU has requested the increase based on the twelve month test year 
ended April 30, 2008. KU requested new base rates to become effective on and after September 1, 2008. In 
conjunction with filing of the application for a change in base rates, based on previous Orders by the Kentucky 
Commission approving settlement agreements among all interested parties, the VDT terminated in August 
2008, and the merger surcredit will terminate upon the implementation of new base rates. The termination of 
the VDT and merger surcredit will result in a $16 million increase in revenues annually. Under Kentucky 
Commission practice, new rates were suspended an additional five months with an effective date on and after 
February 6, 2009, subject to refund if an order is not issued by such time. The rate review proceeding, which 
involves opposition filings by intervenors or other third-patties, should be completed in early 2009, subject to a 
number of factors. The Kentucky Commission has set a procedural schedule that calls for a hearing to 
commence on January 13, 2009. 

For a further discussion of regulatory matters, see Notes 2 and 9 of Notes to Financial Statements (Audited) for 
the Year Ended December 31, 2007 and Notes 2,7 and 9 of Notes to Financial Statements (Unaudited) for the 
Six Months Ended June 30, 2008. 

COAL SUPPLY 

Coal-fired generating units provided approximately 96% ofKU's net Kwh generation for 2007. The remaining 
net generation for 2007 was provided by natural gas and oil fueled CT peaking units and a hydroelectric plant. 
Coal is expected to be the predominant fuel used by KU in the foreseeable future, with natural gas and oil being 
used for peaking capacity and flame stabilization in coal-fired boilers or in emergencies. KU has no nuclear 
generating units and has no plans to build any in the foreseeable future. 

KU maintains its fuel inventory at levels estimated to be necessary to avoid operational disruptions at its coal
fired generating units. Reliability of coal deliveries can be affected from time to time by a number of factors 
including fluctuations in demand, coal mine production issues and other supplier or transporter operating 
difficulties. 

A-6 



Attachment to Response to KU AG-l Question No. 217 
Page 52 of 140 

Arbough 

KU has entered into coal supply agreements with various suppliers for coal deliveries for 2008 and beyond and 
normally augments its coal supply agreements with spot market purchases. KU has a coal inventory policy 
which it believes provides adequate protection under most contingencies. 

KU expects to continue purchasing most of its coal, which has sulfur content in the 0.7% - 3.S% range, from 
western and eastern Kentucky, West Virginia, southern Indiana, southern Illinois and Ohio for the foreseeable 
future. With the installation ofFGDs (S02removal systems), KU expects its use of higher sulfur coal to 
increase. Coal is delivered to KU generating stations by a mix of transportation modes, including barge, truck 
and rail. 

ENVIRONMENTAL MATTERS 

Protection of the environment is a major priority for KU. Federal, state and local regulatory agencies have 
issued KU permits for various activities subject to air quality, water quality and waste management laws and 
regulations. See Note 9 of Notes to Financial Statements (Audited) for the Year Ended December 31,2007 and 
Note 7 of Notes to Financial Statements (Unaudited) for the Six Months Ended June 30, 2008 for additional 
information. 

COMPETITION 

At this time, neither the Kentucky General Assembly nor the Kentucky Commission has adopted or approved a 
plan or timetable for retail electric industry competition in Kentucky. The nature or timing ofthe ultimate 
legislative or regulatory actions regarding industry restructuring and their impact on KU, which may be 
significant, cannot currently be predicted. Some states that have already deregulated have begun discussions 
that could lead to re-regulation. See Note 2 of Notes to Financial Statements (Audited) for the Year Ended 
December 31, 2007 and Note 2 of Notes to Financial Statements (Unaudited) for the Six Months Ended June 
30, 2008 for additional information. 

EMPLOYEES AND LABOR RELATIONS 

KU had 9S1 full-time regular employees at December 31, 2007, IS2 of which were operating, maintenance and 
construction employees represented by the IBEW Local 2100 and the United Steelworkers of America ("USW A") 
Local 9447-01. Effective August 1,2006, KU and its employees represented by the IBEW Local 2100 entered 
into a new three-year collective bargaining agreement. The new agreement provides for negotiated increases or 
changes to wages, benefits or other provisions and for annual wage re-openers. A wage re-opener was 
negotiated and agreed to in July 2007. KU and employees represented by the USWA Local 9447-01 entered 
into a three-year collective bargaining agreement in August 200S, with provisions for annual wage re-openers. 
Wage re-openers were negotiated in July 2006 and July 2007. 
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OFFICERS OF THE COMPANY 

At June 30, 2008: *. 

Name Age 

Victor A. Staffieri 52 

John R. McCall 64 

S. Bradford Rives 49 

Martyn Gallus * 43 

Chris Hermann 60 

Paula H. Pottinger 50 

Paul W. Thompson 50 

Wendy C. Welsh 53 

Michael S. Beer 49 

Lonnie E. Bellar 43 

Kent W. Blake 41 

D. Ralph Bowling 50 

Laura G. Douglas 58 

R. W. Chip Keeling 51 

John P. Malloy 46 

Dorothy E. O'Brien 54 

George R. Siemens 58 

P. Greg Thomas 51 

John N. Voyles, Jr. 53 

Daniel K. Arbough 46 

Valerie L. Scott 51 
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Effective Date of Election 
to 

Position Present Position 

Chairman of the Board, President and Chief May 2001 
Executive Officer 

Executive Vice President, General Counsel, July 1994 
Corporate Secretary and Chief Compliance Officer 

Chief Financial Officer September 2003 

Senior Vice President - Energy Marketing December 2000 

Senior Vice President - Energy Delivery February 2003 

Senior Vice President - Human Resources January 2006 

Senior Vice President - Energy Services June 2000 

Senior Vice President - Information Technology December 2000 

Vice President - Federal Regulation and Policy September 2004 

Vice President - State Regulation and Rates August 2007 

Vice President - Corporate Planning and August 2007 
Development 

Vice President - Power Operations - WKE August 2002 

Vice President - Corporate Responsibility and November 2007 
Community Affairs 

Vice President - Communications March 2002 

Vice President - Energy Delivery - Retail Business April 2007 

Vice President and Deputy General Counsel - Legal October 2007 
and Environmental Affairs 

Vice President - External Affairs JanualY 200 I 

Vice President - Energy Delivery - Distribution April 2007 
Operations 

Vice President - Regulated Generation June 2003 

Treasurer December 2000 

Controller January 2005 

Officers generally serve in the same capacities at KU and its affiliates, E.ON U.S. and LG&E. 
• Mr. Gallus is serving in a position with an international E.ON affiliate, effective January 2008. 
*. David Sinclair, age 46, was promoted to Vice President - Energy Marketing in January 2008. 
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KU is subject to a number of risks, including without limitation, those listed below and elsewhere in this 
Appendix A. Such risks could affect actual results and cause results to differ materially from those expressed in 
any forward-looking statements made by KU. 

The rates that KU charges customers, as well as other aspects of the business, are subject to significant 
and complex governmental regulation. Federal and state entities regulate many aspects of utility operations, 
including financial and capital structure matters; siting and construction of facilities; rates, terms and conditions 
of service and operations; mandatory reliability and safety standards; accounting and cost allocation 
methodologies; tax matters; acquisition and disposal of utility assets and securities and other matters. Such 
regulations may subject KU to higher operating costs or increased capital expenditures and failure to comply 
could result in sanctions or possible penalties. In any rate-setting proceedings, federal or state agencies, 
intervenors and other permitted parties may challenge KU's rate request and ultimately reduce, alter or limit the 
rates KU seeks. 

Changes in transmission and wholesale power market structures, as well as KU's exit from the MISO, 
could increase costs 01' reduce revenues. The resulting changes to transmission and wholesale power market 
structures and prices are not estimable and may result in unforeseen effects on energy purchases and sales, 
transmission and related costs or revenues. 

Transmission and interstate market activities of KU, as well as other aspects of the business, are subject 
to significant FERC regulation. KU's business is subject to extensive regulation under the FERC covering 
matters including rates charged to transmission users and wholesale customers; interstate power market 
structure; construction and operation of transmission facilities; mandatory reliability standards; standards of 
conduct and affiliate restrictions and other matters. Existing FERC regulation, changes thereto or issuances of 
new rules or situations of non-compliance, can affect the earnings, operations or other activities ofKU. 

KU undertakes significant capital projects and is subject to unforeseen costs, delays 01' failures in such 
projects, as well as risk of full recovery of such costs. The completion of these facilities without delays or 
cost overruns is subject to risks in many areas, including approval and licensing; permitting; construction 
problems or delays; increases in commodity prices or labor rates; contractor performance; weather and 
geological issues and political, labor and regulatory developments. 

KU's costs of compliance with environmental laws are significant and are subject to continuing changes. 
Extensive federal, state and local environmental regulations are applicable to KU's air emissions, water 
discharges and the management of hazardous and solid waste, among other areas; and the costs of compliance 
01' alleged non-compliance cannot be predicted with certainty. Costs may take the form of increased capital or 
operating and maintenance expenses; monetary fines, penalties or forfeitures or other restrictions. 

KU's operating results are affected by weather conditions, including storms and seasonal temperature 
variations, as well as by significant man-made or accidental disturbances, including terrorism or natural 
disasters. These weather or man-made factors can significantly affect KU's finances or operations by changing 
demand levels; causing outages; damaging i1lfi'astructure or requiring significant repail' costs; affecting capital 
markets or impacting future growth. 
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KU is subject to risk~ regarding potential developments concerning global climate change matters. Such 
developments could include potential federal or state legislation or industry initiatives limiting GHG emissions; 
establishing costs or charges on GHG emissions or on fuels relating to such emissions; requiring GHG 
remediation 01' sequestration; establishing renewable portfolio standards 01' generation fleet-diversification 
requirements to address GHG emissions; promoting energy efficiency and conservation or other measures. 
KU's generation fleet is predominantly coal-fired and may be highly impacted by developments in this area. 

KU's business is concentrated in the Midwest United States, specifically Kentucky. Local and regional 
economic conditions, such as population growth, industrial growth or expansion and economic development, as 
well as the operational or financial performance of m1\ior industries or customers, can affect the demand for 
energy. 

KU is subject to operationalrislu; relating to its generating plants, transmission facilities and distribution 
equipment. Operation of power plants, transmission and distribution facilities subjects KU to many risks, 
including the breakdown 01' failure of equipment; accidents; labor disputes; delivery/transportation problems; 
disruptions offuel supply and performance below expected levels. 

KU conld be negatively affected by rising interest rates, downgrades to company 01' bond insurer credit 
ratings that could impact the Company's bond credit ratings 01' other negative developments in its ability 
to access capital markets. In the ordinary course of business, KU is reliant upon adequate long-term and short
term financing means to fund its significant capital expenditures, debt interest 01' maturities and operating needs. 
Increases in interest rates could result in increased costs to KU. 

KU is subject to commodity price risk, credit risk, counterparty risk and other risks associated with the 
energy business. General market or pricing developments 01' failures by counterparties to perform their 
obligations relating to energy, fuels, other commodities, goods, services or payments could result in potential 
increased costs to KU. 

KU is subject to risks associated with defined benefit retit'ement plans, health care plans, wages and other 
employee-related matters. Risks include adverse developments in legislation or regulation, future costs 01' 

funding levels, returns on investments, interest rates and actuarial matters, as well as, changing wage levels, 
whether related to collective bargaining agreements or employment market conditions, ability to attract and 
retain key personnel and changing costs of providing health care benefits. 
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For a description ofthe significant legal proceedings involving KU, reference is made to the information 
under the following captions in this Appendix A: "Business," "Risk Factors," "Legal Proceedings," 
"Management's Discussion and Analysis of Financial Condition and Results of Operations," "Financial 
Statements (Unaudited) for the Six Months Ended June 30, 2008," "Notes to Financial Statements 
(Unaudited) for the Six Months Ended June 30, 2008," "Financial Statements (Audited) for the Year 
Ended December 31, 2007," and "Notes to Financial Statements (Audited) for the Year Ended 
December 31, 2007." 

Rates and Regulatory Matters 

ij For a discussion of current rates and regulatory matters, including base rate increase proceedings, merger 
surcredit proceedings, VDT proceedings, TC2 proceedings, Kentucky Commission, FERC and MISO 
proceedings and other rates or regulatory matters affecting KU, see Notes 2 and 9 of Notes to Financial 
Statements (Audited) for the Year Ended December 31, 2007 and Notes 2, 7 and 9 of Notes to Financial 
Statements (Unaudited) for the Six Months Ended June 30, 2008. 

Environmental 

For a discussion of environmental matters including additional reductions in S02, NOx and other emissions 
mandated by recent or potential regulations; items regarding notices of violations and other emissions 
proceedings; global warming or climate change matters and other environmental items affecting KU, see Note 9 
of Notes to Financial Statements (Audited) for the Year Ended December 31, 2007 and Notes 2 and 7 of Notes 
to Financial Statements (Unaudited) for the Six Months Ended June 30, 2008. 

Litigation 

For a discussion of litigation matters, see Note 9 of Notes to Financial Statements (Audited) for the Year Ended 
December 31, 2007 and Note 2 of Notes to Financial Statements (Unaudited) for the Six Months Ended June 
30,2008. 

Other 

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

Net operating income 

Net income 

Total assets 

Long-term obligations (including 
amounts due within one year) 

Ratio of Earnings to 
Fixed Charges (2) 

Capitalization: 

Long-Term Debt 
Common Equity 

Total Capitalization 
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Selected Financial Data 

Years Ended December 31 
(in millions) 

12 Months 
Ended June 30, 

2008 (1) 2007 2006 2005 2004 2003 

$1,323 $1,273 $1,210 $1,207 $995 $892 

$257 $268 $235 $202 $228 $162 

$161 $167 $152 $112 $134 $91 

$4,074 $3,796 $3,143 $2,756 $2,610 $2,505 

$1,309 $ 1,264 $843 $746 $726 $688 

4.42x 5.13x 6.77x 6.4lx 8.85x 6.62x 

June 30, %of 
2008 Canitalization 
$1,276 44.6% 

1,584 55.4% 
$2.860 $IQQ.Q% 

(1) The figures listed in the column titled" 12 Months Ended June 30, 200S" were calculated by subtracting from the 12 months 
ended December 31,2007 financial statements, the amounts from financial statements for the six months ended June 30, 
2007, and then adding the amounts from financial statements for the six months ended June 30, 200S. 

(2) For purposes ofthis ratio, "Earningsll consist of the aggregate of Income Before Cumulative Effect ofa Change in 
Accounting Principle, taxes on income, investment tax credit (net) and flFixed Charges,lt "Fixed Charges ll consist ofillterest 
charges and one-third of rentals charged to operating expenses. 

Management's Discussion and Analysis, Notes to Financial Statements the Year Ended December 3 I, 
2007, and Notes to Financial Statements (Unaudited) for the Six Months Ended June 30, 2008 should be 
read in conjunction with the above information. 
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Recent Results of Operations 

For the three months ended September 30, 2008, KU's service territory has experienced relatively mild weather. 
For this reason and for many of the same reasons discussed in "Comparison of Six Months Ended June 30, 2008 
Versus Six Months Ended June 30, 2007" in Management's Discussion and Analysis below, KU currently 
expects that its net income for the three months ended September 30, 2008 will be lower than the comparable 
period in 2007. KU currently expects this expected decrease in net income will be similar in amount to the 
decrease in net income experienced in the second quarter of2008 compared to the second quatter of2007. 

Management's Discussion and Analysis 

The following discussion and analysis by management focuses on those factors that had a material effect on KU's 
financial results of operations and fmancial condition during the three and six months ended June 30, 2008 and the 
years ended December 31, 2007 and 2006 and should be read in connection with the financial statements and notes 
thereto. The electric utility business is affected by seasonal temperatures. As a result, operating revenues (and 
associated operating expenses) are not generated evenly throughout the year. 

Forward Looking Statements 

Some ofthe following discussion may contain forward-looking statements that are subject to risks, uncertainties 
and assumptions. Such forward-looking statements are intended to be identified in this Appendix A by the 
words "anticipate," "expect," "estimate," "objective," "possible," "potential" and similar expressions. Actual 
results may materially vary. Factors that could cause actual results to materially differ include: general 
economic conditions; business and competitive conditions in the energy industry; changes in federal or state 
legislation; unusual weather; actions by state or federal regulatory agencies; actions by credit rating agencies 
and other factors described fi'om time to time in KU's repOlts, including as noted in the Risk Factors section of 
this Appendix A. 

RESULTS OF OPERATIONS 

Comparison a/Three Months Ended June 30, 2008 Versus Three Months Ended June 30, 2007 

Net Income 

Net income for the three months ended June 30, 2008, decreased $7 million compared to the same period in 
2007. The decrease was primarily the result of increased operating expense ($26 million) and increased interest 
expense ($3 million), pattially offset by increased electric revenues ($15 million) and lower income taxes ($7 
million). 

Revenues 

Revenues increased $15 million in the three months ended June 30, 2008, primarily due to: 
• Increased ECR surcharge ($10 million) due to increased recoverable capital spending 
• Increased wholesale sales ($9 million) due to increased volumes and increased wholesale market pricing 
• Increased fuel costs ($7 million) billed to customers through the FAC due to increased fuel prices 
• Increased demand side management cost recovery ($2 million) due to additional conservation programs 
• Decreased sales volumes to native load ($13 million) due in part to a 31 % decrease in cooling degree days 
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Fuel for electric generation comprises a large component of total operating expenses. Increases or decreases in 
the cost of fuel are reflected in retail rates through the F AC, subject to the approval of the Kentucky 
Commission, the Virginia Commission and the FERC. 

Fuel for electric generation increased $3 million in the tln'ee months ended June 30, 2008, primarily due to 
increased contract and spot market pricing for coal and natural gas due to increased transportation costs. 

Power purchased expense increased $9 million in the three months ended June 30, 2008, primarily due to: 
• Increased pricing on purchases ($7 million) and higher demand payments ($2 million) 
• Increased volumes purchased ($2 million) related to intercompany purchases 
• Decreased volumes purchased for native load ($2 million) due to increased internal generation 

Other operation and maintenance expense increased $12 million in the three months ended June 30, 2008, 
primarily due to increased other operation expense ($8 million) and increased maintenance expense ($4 
million). 

Other operation expense increased $8 million in the three months ended June 30, 2008, primarily due to: 
• Increased demand side management conservation expense ($2 million) due to additional conservation 

programs 
• Increased contract labor and material costs for outages ($2 million) 
• Increased outside services ($1 million) due to higher outside counsel expense 
• Increased generation expense ($1 million) due to increased outages 
• Increased 401k, medical insurance and FICA expense ($1 million) 
• Increased research and development expense ($1 million) 

Maintenance expense increased $4 million in the three months ended June 30, 2008, primarily due to: 
• Increased electric and boiler maintenance ($3 million) due to higher cost of outside contractors and 

materials 
• Increased steam plant maintenance ($1 million) due to increased generation and consumables prices 

Interest expense, including interest expense to affiliated companies, increased $3 million in the three months 
ended June 30, 2008, primarily due to increased interest expense to affiliated companies due to increased 
borrowing. 
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Effective Rate 
Statutory federal income tax rate ............................................. .. 
State income taxes net of federal benefit.. ................................ . 
Amortization of investment tax credits .................................... . 
EEl dividend ............................................................................. . 
Other differences ...................................................................... . 
Effective income tax rate .......................................................... . 

Three Months 
Ended 

June 30. 2008 

35.0% 
2.3 

(0.3) 
(6.2) 
Wi) 
28.2% 

Three Months 
Ended 

June 30. 2007 

35.0% 
3.9 

(0.2) 
(3.2) 
ill) 
34.0% 

The effective income tax rate decreased for the three months ended June 30, 2008, compared to the three 
months ended June 30,2007. State income taxes net offederal benefit decreased due to an increase in state coal 
credits. Also contributing to the lower effective rate were the tax benefits associated with increased dividends 
received from EEL 

Comparison o/Six Months Ended June 30, 2008 Versus 
Six Months Ended June 30, 2007 

Net Income 

Net income for the six months ended June 30, 2008, decreased $6 million compared to the same period in 2007. 
The decrease was primarily the result of increased operating expense ($61 million) and increased interest 
expense ($8 million), partially offset by increased electric revenues ($50 million), lower income taxes ($10 
million) and higher other income ($3 million). 

Revenues 

Revenues in the six months ended June 30, 2008, increased $50 million primarily due to: 
• Increased ECR surcharge ($24 million) due to increased recoverable capital spending 
• Increased fuel costs ($22 million) billed to customers through FAC due to increased fuel prices 
• Increased wholesale sales ($7 million) due to increased wholesale market pricing 
• Increased demand side management cost recovery ($2 million) due to additional conservation programs 
• Decreased sales volumes delivered to native load ($5 million) resulting in part fi'om a 34% decrease in 

cooling degree days 

Expenses 

Fuel for electric generation comprises a large component of total operating expenses. Increases or decreases in 
the cost of fuel are reflected in retail rates through the FAC, subject to the approval ofthe Kentucky 
Commission, the Virginia Commission and the FERC. 

Fuel for electric generation increased $16 million in the six months ended June 30, 2008, primarily due to: 
• Increased generation ($9 million) due to increased wholesale sales 
• Increased contract and spot market pricing for coal and natural gas ($7 million) due to increased 

transportation costs 
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Power purchased expense increased $20 million in the six months ended June 30, 2008, primarily due to: 
• Increased cost per Mwh of purchases ($16 million) due to increased purchases and increased fuel prices 
• Increased costs ($4 million) due to intercompany purchases 

Other operation and maintenance expense increased $20 million in the six months ended June 30, 2008, 
primarily due to increased other operation expense ($7 million) and increased maintenance expense ($13 
million). 

Other operation expense increased $7 million in the six months ended June 30, 2008, primarily due to: 
• Increased generation and transmission expense ($3 million) due to increased outages and transmission 

expense for native load 
• Increased demand side management conservation expense ($2 million) due to additional conservation 

programs 
• Increased outside services ($1 million) due to higher outside counsel expense 
• Increased expense for uncollectible accounts ($1 million) 

Maintenance expense increased $13 million in the six months ended June 30, 2008, primarily due to: 
• Increased electric and boiler maintenance expense ($4 million) due to higher cost of outside contractors and 

materials 
• Increased distribution expense ($3 million) due to increased storm restoration 
• Increased overhead conductor and devices maintenance expense ($3 million) 
• Increased overhead line and vegetation management expense ($2 million) due to increased storm restoration 
• Increased maintenance supervision and engineering expense ($1 million) due to engineering consulting and 

testing costs for new projects in 2008 

Interest expense, including interest expense to affiliated companies, increased $8 million in the six months 
ended June 30, 2008, primarily due to increased interest expense to affiliated companies due to increased 
borrowing. 

Effective Rate 
Statutory federal income tax rate .............................................. . 
State income taxes net offederal benefit.. ................................ . 
Amortization of investment tax credits .................................... . 
EEl dividend ............................................................................. . 
Other differences ...................................................................... . 
Effective income tax rate .......................................................... . 

Six Months 
Ended 

June 30, 2008 

35.0% 
2.8 

(0.2) 
(4.6) 
Q&) 
30.2% 

Six Months 
Ended 

June 30, 2007 

35.0% 
3.8 

(0.2) 
(2.8) 
ill) 
34,4% 

The effective income tax rate decreased for the six months ended June 30, 2008, compared to the six months 
ended June 30, 2007. State income taxes net of federal benefit decreased due to an increase in state coal credits. 
Also contributing to the lower effective rate were the tax benefits associated with increased dividends received 
from EEL 
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Comparison a/Year Ended December 31,2007 versus December 31,2006 

Net Income 

Net income in 2007 increased $15 million compared to 2006. The increase was primarily the result of increased 
retail sales volumes, increased ECR surcharge and decreased purchased power expense. Pattially offsetting 
these items were decreased wholesale sales, higher interest expense, decreased MISO related revenue and 
decreased equity in earnings of EEL 

Revenues 

Revenues in 2007 increased $63 million primarily due to: 
• Increased fuel costs ($57 million) billed to customers through the FAC due to increased fuel prices and sales 

volumes delivered 
• Increased sales volumes delivered ($30 million) resulting from a 2% increase in heating degree days and a 

46% increase in cooling degree days 
• Increased ECR surcharge ($25 million) due to increased recoverable capital spending 
• Increased transmission service revenues ($4 million) 

These increases were partially offset by: 
• Lower wholesale sales ($37 million) due to decreased volumes and lower wholesale market pricing 
• Lower MISO related revenue ($16 million) resulting fi'om the exit fi'om the MISO 

Expenses 

Fuel for electric generation comprises a large component of total operating expenses. Increases or decreases in 
the cost of fuel are reflected in retail rates through the FAC, subject to the approval of the Kentucky 
Commission, the Virginia Commission and the FERC. 

Fuel for electric generation increased $37 million in 2007 primarily due to: 
• Increased cost of fuel burned ($20 million) due to higher coal prices 
• Increased generation ($17 million) due to higher demand 

Power purchased expense decreased $14 million in 2007 primarily due to: 
• Decreased volumes purchased ($19 million) due to increased internal generation 
• Increased cost per Mwh of purchases ($5 million) due to higher fuel prices 

Other operation and maintenance expenses increased $1 million in 2007 primarily due to increased maintenance 
expenses ($12 million), partially offset by decreased other operation expenses ($11 million). 

Other maintenance expenses increased $12 million in 2007 primarily due to: 
• Increased boiler maintenance expense ($7 million) 
• Increased electric plant maintenance ($5 million) 
• Increased vegetation management expense ($1 million) 
• Decreased overhead conductor and devices maintenance ($1 million) 

A-17 



Attachment to Response to KU AG-1 Question No. 217 
Page 63 of 140 

Arbough 

Other operation expenses decreased $11 million in 2007 primarily due to: 
• Decreased MISO Day I and Day 2 expenses ($16 million) due to the exit fi'om the MISO effective 

September I, 2006, and refunds fi'om the MISO for certain charges 
• Decreased VDT workforce reduction expense ($3 million) due to completion ofVDT amortization in March 

2006 
• Increased MISO Day I expense ($3 million) due to credit received from the MISO for financial 

transmission rights in 2006 
• Increased outside services expense ($3 million) 
• Increased wholesale expense ($1 million) due to a recorded credit in April 2006 for a FERC ordered refund 

from the MISO for charges assessed in excess of the rates in the MISO transmission tariff 
• Increased research and development expenses ($1 million) 

Equity earnings in EEl decreased $3 million in 2007 primarily due to decreased other electric earnings at EEl, 
resulting from decreased emission allowance sales in 2007 and increased purchased power expense. 

Other income - net increased $5 million in 2007 primarily due to increased other income ($7 million) relating to 
increased allowance for funds used during construction, gain on disposal of property and increased interest . 
income fi'om bond proceeds on deposit with a trustee, partially offset by increased other expenses ($2 million) 
relating to penalties. 

Interest expense increased $17 million in 2007, primarily due to increased interest expense to affiliated 
companies resulting fi'om increased affiliate borrowings to fund increased capital additions. 

CRITICAL ACCOUNTING POLICIES/ESTIMA TES 

Preparation of financial statements and related disclosures in compliance with generally accepted accounting 
principles requires the application of appropriate technical accounting rules and guidance, as well as the use of 
estimates. The application of these policies necessarily involves judgments regarding filture events, including legal 
and regulatory challenges and anticipated recovery of costs. These judgments could materially impact the financial 
statements and disclosmes based on varying assllmptions, which may be appropriate to use. In addition, the 
financial and operating environment also may have a significant effect, not only on the operation of the business, 
but on the results reported through the application of accounting measures used in preparing the financial 
statements and related disclosures, even if the nature ofthe accounting policies applied has not changed. Specific 
risks for these critical accounting policies are described in the Notes to Financial Statements. Each ofthese has a 
higher likelihood of resulting in materially different repOlted amounts under different conditions or using different 
assumptions. Events rarely develop exactly as forecasted and the best estimates routinely require adjustment. 

Critical accounting policies and estimates including unbilled revenue, allowance for doubtful accounts, regulatory 
mechanisms, pension and postretirement benefits and income taxes are detailed in Notes 1,2,3,5,6 and 9 of Notes 
to Financial Statements (Audited) for the Year Ended December 31, 2007 and Notes I, 2, 3, 4, 5 and 7 of the Notes 
to Financial Statements (Unaudited) for the Six Months Ended June 30, 2008. 

Recent Accollnting Pronouncements. Recent accounting pronouncements affecting KU are detailed in Note I 
of Notes to Financial Statements (Audited) for the Year Ended December 31, 2007 and Note I of Notes to 
Financial Statements (Unaudited) for the Six Months Ended June 30, 2008. 
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KU uses net cash generated fi'om its operations and external financing (including financing fi'om affiliates) to 
fund construction of plant and equipment and the payment of dividends. KU believes that such sources of funds 
will be sufficient to meet the needs of its business in the foreseeable future. 

As of June 30, 2008, KU is in a negative working capital position in part because ofthe classification of certain 
variable-rate pollution control bonds totaling $33 million that are subject to tender for pmchase at the option of 
the holder as current pOltion of long-term debt. Credit facilities totaling $35 million currently are in place, and 
we expect to have another $78 million of credit facilities in place shOltly, to fund such tenders, if necessary. KU 
has never needed to access these facilities. KU expects to cover any working capital deficiencies with cash flow 
fi'om operations, money pool borrowings and borrowings from Fidelia. 

Operating Activities 

Cash provided by operations was $187 million and $147 million for the six months ended June 30, 2008 and 
2007, respectively. 

The 2008 increase of $40 million was primarily the result of increases in cash due to changes in: 
• Prepayments and other current assets ($20 million) due to income tax deposits exceeding the liabilities 

accrued 
• Accounts receivable ($20 million) 
• FAC receivable, net ($15 million) 
• Other ($14 million) 
• Pension funding ($13 million) due to higher pension funding in 2007 
• Other current liabilities ($1 million) 

These increases were partially offset by cash provided by changes in: 
• Accounts payable ($16 million) 
• Earnings, net of non-cash items ($15 million) 
• Materials and supplies ($12 million) 

Cash provided by operations was $302 million and $223 million in 2007 and 2006, respectively. 

The 2007 increase of$79 million was primarily the result of increases in cash due to changes in: 
• Earnings, net of non-cash items ($55 million) 
• Material and supplies ($33 million) due to lower coal inventories on hand at December 31, 2007 
• MISO exit fee ($20 million) due to the MISO exit being completed effective September 1, 2006 
• Accrued income taxes ($15 million) due to income tax accl'Ued during 2007 being greater than estimated 

payments 
• ECR recovery ($11 million) 
• Prepayments and other current assets ($9 million) 
• Other current liabilities ($8 million) 
• Other liabilities ($7 million) 
• Other regulatory assets ($4 million) 
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• FAC recovery ($3 million) 

These increases were partially offset by cash used for changes in: 
• Pension and postretirement funding ($36 million) 
• Accounts payable ($26 million) 
• Property and other taxes payable ($14 million) 
• Accounts receivable ($10 million) 

Investing Activities 
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The primary use of funds for investing activities continues to be for capital expenditures. Capital expenditures 
were $360 million and $319 million in the six months ended June 30, 2008 and 2007, respectively. Net cash 
used for investing activities increased $17 million in the six months ended June 30, 2008, compared to 2007, 
primarily due to increased capital expenditures of $41 million and an asset transferred from an affiliate of $1 0 
million. The change in restricted cash increased $34 million and represents the escrowed proceeds of the 
Pollution Control Bonds issued which were disbursed as qualifying costs were incurred. 

Net cash used for investing activities increased $382 million in 2007 compared to 2006 primarily due to 
increased capital expenditures of$395 million, offset by decreased restricted cash of$13 million. Restricted 
cash represents the escrowed proceeds of the Pollution Control Bonds issued, which are disbursed as qualifYing 
costs are incurred. 

Financing Activities 

Net cash inflows from financing activities were $172 million and $195 million in the six months ended June 30, 
2008 and 2007, respectively. Net cash provided by financing activities decreased $23 million in the six months 
ended June 30, 2008 compared to 2007, due to decreased long-term borrowings from affiliated company of 
$103 million, the issuance of pollution control bonds of $81 million in 2007 and the reacquisition of bonds in 
the amount of $30 million, p8I1ially offset by the retirement of first m011gage bonds of $107 million in 2007, 
increased additional paid-in capital of$75 million and increased short-term borrowings fi'om affiliated company 
of$9 million. 

Net cash inflows fi'om financing activities were $422 million and $124 million in 2007 and 2006, respectively. 
See Note 7 of Notes to Financial Statements (Audited) for the Year Ended December 31, 2007 for information 
of redemptions, maturities and issuances oflong-tenn debt. 

Future Capital Requirements 

KU expects its capital expenditures for the three year period ending December 31, 20 I 0, to total approximately 
$1,465 million, consisting primarily of construction estimates for installation of FGDs on Ghent and Brown 
units totaling approximately $425 million, construction ofTC2 totaling approximately $360 million, the Brown 
ash pond totaling approximately $40 million, a customer care system totaling approximately $25 million and 
on-going construction related to generation and distribution assets. 

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

KU has a variety of funding alternatives available to meet its capital requirements. KU participates in an 
intercompany money pool agreement wherein E.ON U.S. andlor LG&E make funds of up to $400 million 
available to KU at market-based rates. Fidelia also provides long-term intercompany funding to KU. See Note 6 
of Notes to Financial Statements. 

KU's construction program is designed to ensure that there will be adequate capacity and reliability to meet the 
electric needs of its service area and to comply with environmental regulations. These needs are continually 
being reassessed and appropriate revisions are made, when necessary, in construction schedules. Future capital 
requirements may be affected in varying degrees by factors such as electric energy demand load growth, 
changes in construction expenditure levels, rate actions by regulatory agencies, new legislation, market entry of 
competing electric power generators, changes in commodity prices and labor rates, changes in environmental 
regulations and other regulatory requirements. See Note 7 of Notes to Financial Statements (Audited) for the 
Year Ended December 31, 2007 for current commitments. KU anticipates funding future capital requirements 
through operating cash flow, debt andlor infusions of capital from its parent. 

Regulatory approvals are required for KU to incur additional debt. The Virginia Commission and the FERC 
authorize the issuance of short-term debt while the Kentucky Commission, the Virginia Commission and the 
Tennessee RegulatOlY Authority authorize the issuance of long-term debt. In November 2007, KU received a 
two-year authorization from the FERC to borrow up to $400 million in short-term fimds. KU also has 
authorization fi'om the Virginia Commission that expires at the end of2009 allowing shOli-term borrowing of 
up to $400 million. 

KU's debt ratings as of June 30, 2008, were: 

Issuer rating 
Corporate credit rating 

1100dy's S&P 

A2 
BBB+ 

These ratings reflect the views ofl1oody's and S&P. A security rating is not a recommendation to buy, sell or 
hold securities and is subject to revision or withdrawal at any time by the rating agency. Se,e Note 6 of Notes to 
Financial Statements (Audited) for the Year Ended December 31, 2007 for a discussion of recent downgrade 
actions related to the pollution control revenue bonds caused by a change in the rating of the entity insuring 
those bonds. 
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The following is provided to summarize contractual cash obligations for periods after December 31, 2007. KU 
anticipates cash liOln operations and external financing will be sufficient to fund future obligations. Future 
interest obligations cannot be quantified because most ofKU's debt is variable rate. See Statements of 
Capitalization. 

(in millions) Pa~l1lents Du~ b~ Period 
Contractual Cash Obligations 2008 2009 2010 2011 2012 Thereafter Total 

Short-term debt (a) $ 23 $ $ - $ $ - $ $ 23 
Long-term debt 33 50 1,181 (b) 1,264 
Operating leases (c) 6 5 3 2 2 4 22 
Unconditional power 

purchase obligations (d) 23 25 16 8 9 143 224 
Coal and gas purchase 
obligations (e) 329 146 93 57 57 682 
Retirement obligations (1) 23 24 23 23 23 124 240 
Other obligations (g) 307 --.l2. _6 - - -- ->22. - --
Total contractual 

cash obligations $711 $279 $174 .$.2Q $141 ~ ~ 

(a) Represents borrowings from affiliated company due within one year. 
(b) Includes long-term debt of$33 million classified as current liabilities because these bonds are subject to tender for 

purchase at the option of the holder and to mandatory tender for purchase upon the occurrence of certain events. These 
bonds mature in 2032. KU does not expect to pay these amounts in 2008. 

(c) Represents future operating lease payments. 
(d) Represents future minimum payments under OMU and OVEC power purchase agreements through 2010 and 2026, 

respectively. 
(e) Represents contracts to purchase coal and natural gas. 
(f) Represents currently projected cash flows for pension, postretirement and other post-employment benefit plans as 

calculated by the actuary. 
(g) Represents construction commitments, including commitments for Te2 and the FGDs. 

CONTROLS AND PROCEDURES 

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

Because of its inherent limitations, internal control over financial reporting may not prevent or detect 
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that 
controls may become inadequate because of changes in conditions, or that the degree of compliance with the 
policies or procedures may deteriorate. 
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The Company has assessed the effectiveness of its internal control over financial repOlting as of December 31, 
2007. In making this assessment, the Company used the criteria set forth by the Committee of Sponsoring 
Organizations of the Treadway Commission in Internal Control- Integrated Framework ("COSO"). The 
Company has concluded that, as of December 31, 2007, the Company's internal control over financial reporting 
was effective based on those criteria. There has been no change in the Company's internal control over 
financial reporting that occurred during the six months ended June 30, 2008, that has materially affected, or is 
reasonably likely to materially affect, the Company's internal control over financial reporting. 

KU is no longer subject to the internal control and other requirements ofthe Sarbanes-Oxley Act of2002 and 
associated rules (the "Act") and consequently has not issued Management's Report on Internal Controls over 
Financial Reporting pursuant to Section 404 ofthe Act. 
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Financial Statements (Unaudited) for the Six Months Ended June 30, 2008 

Kentucl<y Utilities Company 
Statements ofIncome 

(Unaudited) 
(Millions of$) 

Three Months Ended 
June 30, 

2008 2007 
OPERATING REVENUES: 

Total operating revenues ................................... $ 316 $ 301 

OPERATING EXPENSES: 
Fuel for electric generation ..................................... 110 107 
Power purchased ..................................................... 54 45 
Other operation and maintenance expenses ............ 75 63 
Depreciation and amortization ............................... 31 29 

Total operating expenses ................................... 270 244 

OPERATING INCOME ......................................... 46 57 

Other expense (income) - ne!.. ............................... (9) (9) 
Interest expense (Notes 3, 5 and 6) ........................ 3 3 
Interest expense to affiliated companies (Note 8) .. 13 10 

INCOME BEFORE INCOME TAXES ................. 39 53 

Federal and state income taxes (Note 5) ................. 11 __ 1_8 

NET INCOME ....................................................... $ 28 L35. 

The accompanying notes are an integral part ofthese financial statements. 

Statements of Retained Earnings 
(Unaudited) 

(Millions of $) 

2008 

$ 668 

233 
110 
141 

.----2J. 

..---2.fl 

121 

(18) 
7 

~ 

106 

~ 

~ 

Three Months Ended 
June 30, 

Balance at beginning of period ........................... . 
Net income ............................................................ . 
Balance at end of period ........................................ . 

2008 

$1,083 

~ 
~ 

2007 

The accompanying notes are an integral part of these financial statements. 
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Six Months Ended 
June 30, 

2007 

$ 618 

217 
90 

121 

~ 
~ 

132 

(15) 
7 

__ 1_8 

122 

~ 

~ 

Six Months Ended 
June 30, 

2007 
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ASSETS 

Current assets: 

Kentucky Utilities Company 
Balance Sheets 

(Unaudited) 
(Millions of$) 

Cash and cash equivalents ............................................................... . 
Restricted cash ......................................................................... """'" 
Accounts receivable -less reserves of$3 million and $2 million 

as ofJune 30, 2008 and December 3 1,2007, respectively .......... 
Accounts receivable from affiliated companies (Note 8) """""""'" 
Materials and supplies: 

Fuel (predominantly coal) ......................................................... .. 
Other materials and supplies ...................................................... .. 

Prepayments and other current assets """"""""""""""""""""""'" 
Total current assets .................................................................... .. 

Other property and investments ...................................................... .. 

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

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

Defened debits and other assets: 
Regulatory assets (Note 2): 

Pension and postretirement benefits .......................................... .. 
Other ........................................................................................... . 

Cash surrender value of key man life insurance .............................. . 
Other assets ...................................................................................... . 

Total defened debits and other assets ........................................ .. 

Total assets ...................................................................................... .. 

The accompanying notes are an integral part of these financial statements. 
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June 30, December 3 I, 
2008 2007 

$ $ 
I I 

161 172 
17 

56 42 
35 34 

__ 7 -----.ll 
259 288 

30 29 

5,295 4,939 
1.674 1.622 
3.621 3.317 

28 28 
88 86 
37 37 

__ 1_1 __ 1_1 

~ -.--lli 

$ 4.014 $ 3,196 
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LIABILITIES AND EQUITY 

Current liabilities: 

Kentucky Utilities Company 
Balance Sheets (cant.) 

(Unaudited) 
(Millions of $) 

Current portion oflong-term debt (Note 6) ............................................... . 
Notes payable to affiliated companies (Notes 6 and 8) ............................ . 
Accounts payable ....................................................................................... . 
Accounts payable to affiliated companies (Note 8) .................................. . 
Customer deposits ...................................................................................... . 
Other current liabilities .............................................................................. . 

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

Long-term debt: 
Long-term debt (Note 6) ............................................................................ . 
Long-term debt to affiliated company (Notes 6 and 8) ............................ . 

Total long-term debt ............................................................................. . 

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

Accumulated cost of removal of utility plant ....................................... . 
Deferred income taxes - net. ................................................................. . 
Other ..................................................................................................... . 

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

Common equity: 
Common stock, without par value -

Authorized 80,000,000 shares, outstanding 37,817,878 shares ........... . 
Additional paid-in capital .......................................................................... . 

Retained earnings ...................................................................................... . 
Undistributed subsidiary earnings ............................................................. . 
Total retained earnings ............................................................................. . 

Total common equity ............................................................................ . 

Total liabilities and equity ......................................................................... . 

The accompanying notes are an integral patt ofthese financial statements. 
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June 30, December 31, 
2008 2007 

$ 33 $ 33 
75 23 

173 160 
50 48 
20 20 
~ ~ 
--.ill ~ 

270 300 
1.006 -----.W. 
1.276 --.Llli 

279 285 
87 83 
68 55 
31 30 

318 310 
19 22 
15 10 

~ ~ 
~ .--lli 

308 308 
165 90 

1,090 1,016 
21 21 

1,111 1,037 
~ 1,435 

$ 4,Q14 $ 3,126 
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Kentucky Utilities Company 
Statements of Cash Flows 

(Unaudited) 
(Millions of$) 

CASH FLOWS FROM OPERATING ACTIVITIES: 
Net income ......................................................................................... .. 
Items not requiring cash currently: 
Depreciation and amortization ............................................................ .. 
Deferred income taxes - net ................................................................ .. 
Investment tax credit - net .................................................................. .. 
Other ..................................................................................................... . 
Changes in current assets and liabilities: 
Accounts receivable .............................................................................. . 

Material and supplies .................................................................... . 
Accounts payable ......................................................................... .. 
Prepayments and other current assets ............................................ . 
Other current liabilities .................................................................. . 

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

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

CASH FLOWS FROM INVESTING ACTIVITIES: 
Construction expenditures ................................................................... .. 

Asset transferred from affiliate (Note 8) .............................................. . 
Change in restricted cash ..................................................................... .. 

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

CASH FLOWS FROM FINANCING ACTIVITIES: 
Retirement of first mortgage bonds ...................................................... . 
Issuance of pollution control bonds ...................................................... . 
Additional paid-in capital ..................................................................... . 
Long-term borrowings from affiliated company (Note 6) .................... . 

ShorHelm borrowings fi'om affiliated company - net (Note 6) ........ . 
Reacquired bonds .............................................................. . 

Net cash provided by financing activities .................................... .. 

CHANGE IN CASH AND CASH EQUiVALENTS ................................ . 

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

CASH AND CASH EQUIVALENTS AT END OF PERIOD ................ .. 

The accompanying notes are an integral part of these financial statements. 
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For the Six Months Ended 

2008 

$ 74 

63 
(9) 
13 
(6) 

28 
(15) 
24 

4 
(3) 

6 
_8 

187 

(360) 
(10) 
_II 
(359) 

75 
75 
52 

--<J.Q) 
172 

June 30, 
2007 

$ 80 

58 

20 
(8) 

8 
(3) 
40 

(16) 
(4) 

(13) 
(9) 

----® 
147 

(107) 
81 

178 
43 
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Notes to Financial Statements (Unaudited) for the Six Months Ended June 30, 2008 

Note 1 - General 

The unaudited financial statements include the accounts of the Company. KU's common stock is wholly-owned 
by E.ON U.S., an indirect wholly-owned subsidimy ofE.ON. In the opinion of management, the unaudited 
interim financial statements include all adjustments, consisting only ofnonnalrecurring adjustments, necessary 
for a fail' statement of financial position, results of operations, retained earnings and cash flows for the periods 
indicated. Certain information and footnote disclosures normally included in financial statements prepared in 
accordance with generally accepted accounting principles have been condensed or omitted, although the 
Company believes that the disclosures are adequate to make the information presented not misleading. These 
unaudited financial statements and notes should be read in conjunction with the Company's annual report for 
the year ended December 31, 2007, including management's discussion and analysis and the audited financial 
statements and notes therein. 

Certain reclassification entries have been made to the previous years' financial statements to conform to the 
2008 presentation with no impact on net assets, liabilities and capitalization 01' previously reported net income 
and cash flows. 

RECENT ACCOUNTING PRONOUNCEMENTS 

SFAS No. 161 

In March 2008, the FASB issued SFAS No. 161, Disclosures about Derivative Instruments and Hedging 
Activities, an amendment of FASB Statement No. 133, which is effective for fiscal years, and interim periods 
within those fiscal years, beginning on 01' after November 15, 2008. The objective of this statement is to 
enhance the current disclosure fi'amework in SFAS No. 133, Accounting for Derivative Instruments and 
Hedging Activities, as amended. The Company is currently evaluating the impact of adoption of SF AS No. 161 
on its statements of operations, financial position and cash flows. 

SFAS No. 160 

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

SFAS No. 159 

In February 2007, the FASB issued SFAS No. 159, The Fair Value Optionfor Financial Assets alld Financial 
Liabilities - Including all Amendment of FASB Statement No. 115. SF AS No. [59 permits entities to choose to 
measure many financial instruments and certain other assets and liabilities at fair value on an instrument-by-
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instrument basis (the fair value option). Unrealized gains and losses on items for which the fair value option has 
been elected are to be recognized in earnings at each subsequent reporting date. SF AS No. 159 is effective for 
fiscal years beginning after November 15,2007. SFAS No. 159 was adopted effective January 1,2008 and had 
no impact on the statements of operations, financial position and cash flows. 

SFASNo.157 

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements, which, except as described 
below, is effective for fiscal years beginning after November IS, 2007. This statement defines fair value, 
establishes a fi'amework for measuring fair value in generally accepted accounting principles and expands 
disclosures about fair value measurements. SFAS No. 157 does not expand the application offair value 
accounting to new circumstances. In February 2008, the FASB issued FASB Staff Position 157-2, Ejfoctive 
Date ofFASB Statement No. 157, which delays the effective date of SF AS No. 157 for all nonfinancial assets· 
and liabilities, except those that are recognized or disclosed at fair value in the financial statements on a 
recurring basis (at least annually), to fiscal years beginning after November 15,2008, and interim periods 
within those fiscal years. SFAS No. 157 was adopted effective January 1,2008, except as it applies to those 
nonfinancial assets and liabilities, and had no impact on the statements of operations, financial position and cash 
flows, however, additional disclosures relating to its financial derivatives, AROs and pension assets, as 
required, are now provided. 

Note 2 - Rates and Regulatory Matters 

For a description of each line item of regulatory assets and liabilities, reference is made to KU's Annual Report, 
Note 2 of the financial statements, for the year ended December 31, 2007. 

The following regulatory assets and liabilities were included in KU's Balance Sheets: 

(in millions) 
ARO 
UnamOliized loss on bonds 
MISO exit 

FAC 

ECR 
Other 

Subtotal 

Pension and postretirement benefits 
Total regulatory assets 

Kentucky Utilities Company 
(unaudited) 

Accumulated cost of removal of utility plant 
Deferred income taxes - net 
Other 
Total regulatory liabilities 
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June 30, 
2008 

$ 25 
II 
19 

II 

18 
__ 4 

88 

$ 318 
19 

__ 1_5 
$ 352 

December 31, 
2007 

$ 24 
10 

20 
17 

II 
__ 4 

86 

~ 
$ 114 

$ 310 
22 

__ 1_0 
$ 342 
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KU does not cUl'J'ently eal'll a rate ofretul'll on the FAC regulatory asset, which is a separate recovery 
mechanism with recovery within twelve months. No retul'll is eal'lled on the pension and postretirement benefits 
regulatory asset that represents the changes in funded status ofthe plans. The Company will seek recovery of 
this asset in future proceedings with the Kentucky and Virginia Commissions. No retul'll is currently eal'lled on 
the ARO asset. This regulatory asset will be offset against the associated regulatory liability, ARO asset and 
ARO liability at the time the underlying asset is retired. The MISO exit amount represents the costs relating to 
the withdrawal from MISO membership. KU will seek recovery of this asset in future proceedings with the 
Kentucky and Virginia Commissions. KU currently eams a rate ofretum on the remaining regulatOlY assets. 
Other regulatory assets include the merger surcredit and deferred storm costs. Other regulatory liabilities 
include DSM and MISO costs currently included in base rates that will be netted against costs of withdrawing 
fi'om the MISO in the next base rate case. 

MISO Exit. KU and the MISO have agreed upon overall calculation methods for the contractual exit fee to be 
paid by the Company following its withdrawal. In October 2006, KU paid approximately $20 million to the 
MISO pursuant to an invoice regarding the exit fee and made related FERC compliance filings. The Company's 
payment of this exit fee amount was with reservation of its rights to contest the amount, or components thereof, 
following a continuing review of its calculation and supporting documentation. KU and the MISO resolved their 
dispute regarding the calculation ofthe exit fee and, in November 2007, filed an application with the FERC for 
approval of a recalculation agreement. In March 2008, the FERC approved the parties' recalculation ofthe exit 
fee, and the approved agreement provided KU with an immediate recovery of $1 million and will provide an 
estimated $3 million over the next eight years for credits realized from other payments the MISO will receive, 
plus interest. Orders of the Kentucky Commission approving the Company's exit from the MISO have 
authorized the establishment of a regulatory asset for the exit fee, subject to adjustment for possible future 
MISO credits, and a regulatory liability for certain revenues associated with former MISO administrative 
charges, which continue to be collected via base rates. The treatment of the regulatory asset and liability will be 
determined in KU's next base rate case, however, the Company historically has received approval to recover 
and refund regulatory assets and liabilities. 

FAC. In January 2008, the Kentucky Commission initiated a routine examination ofKU's FAC for the six
month period May 1,2007 through October 31, 2007. The Kentucky Commission issued an Order in June 2008, 
approving the charges and credits billed through the FAC during the review period. 

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

KU also employs an FAC mechanism for Virginia customers using an average fuel cost factor based primarily 
on projected fuel costs. The factor may be adjusted annually for over- or under-collections of fuel costs from the 
prior year. In February 2008, KU filed an application with the Virginia Commission seeking approval of a 
decrease in its fuel cost factor applicable during the billing period, April 2008 through March 2009. The 
Virginia Commission allowed the new rates to be in effect for the April 2008, customer billings. In April 2008, 
the Virginia Commission Staff recommended a change to the fuel factor KU filed in its application, to which 
KU has agreed. Following a public hearing and an Order in May 2008, the recommended change became 
effective in June 2008, resulting in a decrease of 0.482 cents/kWh fi'om the factor in effect for the April 2007 
through March 2008 period. 
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ECR. In June 2008, the Kentucky Commission initiated two six-month reviews for periods ending October 31, 
2007 and April 30, 2008, ofKU's environmental surcharge. An order is anticipated by the end of the year. 

In September 2007, the Kentucky Commission initiated six-month and two-year reviews for periods ending 
October 31, 2006 and April 30, 2007, respectively, ofKU's environmental surcharge. The Kentucky Commission 
issued final Orders in March 2008, approving the charges and credits billed through the ECR during the review 
periods, as well as approving billing adjustments, roll-in adjustments to base rates, revisions to the monthly 
surcharge filing and the rates ofretul11 on capital. 

Other Regulatory Matters 

Base Rate Case. In July 2008, KU filed an application with the Kentucky Commission for an increase in base 
d rates. See Note 9, Subsequent Events. 

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

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

The referenced transmission lines are also subject to routine regulatory filings and require the acquisition of 
easements. All rights of way for one transmission line have been acquired. In April 2008, in proceedings 
involving the condemnation of an easement for a portion of the Jefferson County to Hardin County transmission 
line, a Meade County, Kentucky circuit court judge issued a ruling upholding the objections of two co-owners 
of the property crossed by the easement and dismissed that eminent domain proceeding pending the completion 
ofthe CCN appeal described above. KU and LG&E have filed responsive pleadings, including a motion to 
vacate that decision by the trial court and a procedural request with the Court of Appeals seeking expedited 
review on a petition to direct the circuit comt to proceed with the eminent domain litigation. Additional 
condemnation proceedings involving other parcels of propelty to support this transmission line are also pending 
in neighboring Hardin County where three landowners have challenged KU's and LG&E's right to easements, 
on the same grounds cited by the Meade County court and other purported basis. In May and June 2008, the 
Hardin County Circuit Court issued rulings denying the dismissal motions, finding that KU and LG&E had 
established their condemnation rights and granting judgment in favor ofKU and LG&E. During July 2008, the 
landowners filed subsequent motions in Hardin Circuit Court seeking to fmther challenge KU's and LG&E's 
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cottdemttatiott right by asserting deficiencies in the air permit relating to the proposed TC2 generation unit. KU 
and LG&E continue to ettgage in settlement ttegotiations with the propelty owtters. In a separate, further 
proceeding, celtain landowners have filed a lawsuit in federal COUlt against the U.S. Army, KU and LG&E 
alleging that the U.S. Army failed to comply with Section 106 of the National Historic Preservatiott Act in 
grantittg an easement across Fort Knox. KU and LG&E are working with the U.S. Army itt defettding against 
the claims. 

Merger Surcrcdit. In December 2007, KU submitted its plan to allow the merger surcredit to terminate as 
scheduled Ott June 30, 2008, to the Kentucky Commissiott. Itt June 2008, the Kentucky Commission issued an 
Order approving a settlement which provides for continuation of the merger sum'edit for the period July 2008 
through Jattuary 2009, which surcredits will terminate in connectiott with any ttew base rates to go into effect 
after January 2009. See Note 9, Subsequent Events. 

VDT. In accordance with the Kentucky Commissiott's Order dated March 24, 2006, the VDT will terminate in 
the first billittg mottth after the filing for a change in base rates. As a result ofKU's filing of its application with 
the Kentucky Commissiott for att ittcrease in base rates itt July 2008, the VDT terminated with the first billing 
cycle in August 2008, subject to a final balancing adjustment itt September 2008. 

DSM. In July 2007, KU and LG&E filed an application with the Kentucky Commission requesting an order 
approving enhanced versions of the existing DSM programs along with the addition of several new cost 
effective programs. The total annual budget for these programs is approximately $26 million, an increase over 
the previous annual costs of approximately $10 million. In March 2008, the Kentucky Commission issued an 
Order approving the application, with minor modifications. KU and LG&E filed revised tariffs in April 2008, 
under authority of this Order, which were effective in May 2008. 

Mandatory Reliability Standards. As a result of the EPAct 2005, certain formerly voluntary reliability 
stattdards became mandatory in June 2007, and authority was delegated to various RROs by the Electric 
Reliability Organization, which was authorized by the FERC to enforce compliance with such standards, 
including promulgating new standards. Failure to comply with mandatory reliability standards can subject a 
registered entity to sanctions, including potential fines of up to $1 million per day, as well as non-monetary 
penalties, depending upon the circumstances of the violation. KU is a member of the SERC, which acts as KU's 
RRO. The SERC has assessed KU's compliance with certain existing mitigation plans relating to two standards 
resulting from a prior RRO's audit of various reliability standards, and the parties agreed in principle to a 
penalty ofless than $1 million in June 2008. While KU believes itselfto be in substantial compliance with the 
mandatory reliability standards, KU cattnot predict the outcome of other analyses, including on-going SERC 
reviews relating to six additional standards, which may be conducted regarding compliance with particular 
reliability standards. 

Depreciation Study. In December 2007, KU filed a depreciation study with the Kentucky Commission as 
required by a previous Order. An adjustment to the depreciation rates is dependent on an order beittg received 
fi'om the Kentucky Commission, the timing of which cannot currently be determined. A revised procedural 
schedule was issued in June 2008, but a hearing is not currently scheduled. In July 2008, KU filed a motion to 
consolidate the procedural schedule of the depreciation study with the application for a change in base rates. 
The Kentucky Commission has not yet ruled on the request. KU also filed the depreciation study with the 
Virginia Commission, but has not requested formal review and approval ofthe depreciation rates from the 
Virginia Commission. Such a review will take place either during KU's next base rate case in Virgittia or when 
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KU makes a formal application to the Virginia Commission for approval of the proposed rates. 

Brownfield Development Rider Tariff. In March 2008, KU and LG&E received Kentucky Commission 
approval for a Brownfield Development Rider, which offers a discounted rate to electric customers who meet 
certain usage and location requirements, including taking new service at a brownfield site, as certified by the 
appropriate Kentucky state agency. The rider would permit special contracts with such customers which provide 
for a series of declining partial rate discounts over an initial five-year period of a longer service arrangement. 
The tariff is intended to promote local economic redevelopment and efficient usage of utility resources by 
aiding potential reuse of vacant brownfield sites. 

Real-Time Pricing. In December 2006, the Kentucky Commission issued an Order indicating that the EPAct 
2005 Section 1252, Smart Metering and Section 1254, Interconnection standards should not be adopted. 
However, five Kentucky Commission jurisdictional utilities were required to file real-time pricing pilot 
programs for their large commercial and industrial customers. KU developed a real-time pricing pilot for large 
industrial and commercial customers and filed the details of the plan with the Kentucky Commission in April 
2007. In February 2008, the Kentucky Commission issued an Order approving the real-time pricing pilot 
program proposed by KU, for implementation within approximately eight months, for its large commercial and 
industrial customers. 

Utility Competition in Virginia. The Commonwealth of Virginia passed the Virginia Electric Utility 
Restructuring Act in 1999. This act gave Virginia customers the ability to choose their electric supplier. Rates 
are capped at current levels through December 20 I O. In April 2007, Virginia passed legislation terminating this 
competitive market and commencing re-regulation of utility rates in Virginia. The new act will end the cap on 
rates at the end of2008, rather than through December 2010, and end customer choice for most consumers in 
the applicable regions of the state. Thereafter, a hybrid model of regulation is expected to apply in Virginia, 
whereby utility rates would be reviewed every two years and a utility's rate of return on equity shall not be set 
lower than the average of the rates of return for other regional utilities, with certain caps, floors or adjustments. 
The legislation was effective in July 2007, and also includes a 10% nonbinding goal for renewable power 
generation by 2022, as well as incentives for new generation, including renewables. Under the legislation, KU 
retains an existing exemption from customer choice and other restructuring activities as applicable to KU's 
limited service territory in Virginia. However, subject to future developments, KU mayor may not undertake 
such a rate proceeding in the first six months of2009 based on calendar year 2008 financial data under the 
hybrid model of regulation, or make biennial rate filings with the Virginia Commission thereafter. 

Interconnection and Net Metering Guidelines. In May 2008, the Kentucky Commission on its own motion 
initiated a proceeding to establish interconnection and net metering guidelines in accordance with amendments 
to existing statutory requirements for net metering of electricity. The jurisdictional electric utilities and 
intervenors in this case are to present the proposed interconnection guidelines to the Kentucky Commission in 
September 2008. 

Note 3 - Financial Instruments 

Energy Trading and Risk Management Activities (non-hedging derivatives). KU conducts energy trading 
and risk management activities to maximize the value of power sales fi'om physical assets it owns. Energy 
trading activities are principally forward financial transactions to hedge price risk and are accounted for on a 
mark-to-market basis in accordance with SF AS No. 133, as amended. 
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No changes to valuation techniques for energy trading and risk management activities occurred during 2008 or 
2007. Changes in market pricing, interest rate and volatility assumptions were made during both years. All 
contracts outstanding at June 30, 2007, had a maturity ofless than one year. There were no contracts 
outstanding at June 30, 2008. Energy trading and risk management contracts are valued using Level 2, prfces 
actively quoted for proposed or executed transactions or quoted by brokers or observable inputs other than 
quoted prices. 

Effective January 1,2008, KU adopted the required provisions of SF AS No. 157, excluding the exceptions 
related to nonfinancial assets and liabilities, which will be adopted effective January 1, 2009, consistent with 
FASB Staff Position 157-2. 
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Note 4 - Pension and Other Postretirement Benefit Plans 

The following table provides the components of net periodic benefit cost for pension and other benefit plans: 

(in millions) 
Service cost 
Interest cost 
Expected return on plan assets 
Amortization of prior service costs 
AmOltization of actuadalloss 
Amortization oftransitional obligation 

Benefit cost 

Three Months Ended 
June 30, 

Other 
Pension Postretirement 
Benefits Benefits 

2008 2007 2008 2007 

$ 1 $ I $ $ 
4 4 I 
(4) (5) (I) 

I 

-- - __ I --
~ $ I $ I $ I 

Six Months Ended 
June 30, 

Other 
Pension Postretirement 
Benefits Benefits 

2008 2007 2008 2007 

$ 3 $ 3 $ I $ I 
9 10 2 2 

(10) (12) (I) 
I 
I 

- - - __ I -- -- --
$ 2 $ 3 ~ $ 3 

Net periodic benefit costs incurred by employees ofKU are reflected in both utility plant on the balance sheets 
and in operating expense on the income statements. The above costs do not include allocations of net periodic 
benefit costs from affiliates whose employees provide services to KU. 

The pension plans are funded in accordance with all applicable requirements of the Employee Retirement 
Income Security Act of 1974 and the Internal Revenue Code. In March 2008, KU made contributions to other 
postretirement benefit plans of approximately $1 million. KU anticipates making further voluntary contributions 
in 2008 to fund the Voluntary Employee Beneficiary Association trusts to match the annual postretirement 
expense and funding the postretirement medical account under the pension plan up to the maximum amount 
allowed by law. See Note 9, Subsequent Events. 

Note 5 - Income Taxes 

A United States consolidated income tax retul'll is filed by E.ON U.S.'s direct parent, EUSIC, for each tax 
period. Each subsidiary ofthe consolidated tax group, including KU, calculates its separate income tax for each 
tax period. The resulting separate-return tax cost or benefit is paid to 01' received from the parent company 01' its 
designee. KU also files income tax retul'llS in various state jurisdictions. With few exceptions, KU is no longer 
subject to U.S. federal income tax examinations for years before 2004. Statutes of limitations related to 2004 
and later retul'llS are still open. Tax years 2005, 2006 and 2007 are under audit by the IRS with the 2007 retul'll 
being examined under an IRS pilot program named "Compliance Assurance Process". This program accelerates 
the IRS's review to begin during the year applicable to the retul'll and ends 90 days after the retul'll is filed. 

KU adopted the provisions of FIN 48, Accollnting/or Uncertainty in Income Taxes, an Interpretation o/SFAS 
No. J09, effective January 1,2007. At the date of adoption, KU had less than $1 million of unrecognized tax 
benefits, primarily related to federal income taxes. If recognized, the amount of unrecognized tax benefits 
would reduce the effective income tax rate. Possible amounts ofuncetlain tax positions for KU that may 
decrease within the next 12 months total less than $1 million, and are based on the expiration of statutes during 
2008. 
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The amount KU recognized as interest accrued related to unrecognized tax benefits in interest expense was less 
than $1 million at June 30, 2008 and December 31, 2007. The interest accrued is based on IRS and Kentucky 
Department of Revenue large corporate interest rates for underpayment of taxes. At the date of adoption, KU 
accrued less than $1 million in interest expense on unceltain tax positions. No penalties were accrued by KU 
upon adoption of FIN 48, or through June 30, 2008. 

In June 2006, KU and LG&E filed ajoint application with the U.S. Department of Energy ("DOE") requesting 
certification to be eligible for investment tax credits applicable to the construction ofTC2. In November 2006, 
the DOE and the IRS announced that KU and LG&E were selected to receive the tax credit. A final IRS 
certification required to obtain the investment tax credit was received in August 2007. In September 2007, KU 
received an Order from the Kentucky Commission approving the accounting of the investment tax credit. KU's 
portion of the TC2 tax credit will be approximately $100 million over the construction period and will be 
amortized to income over the life of the related property beginning when the facility is placed in service. Based 
on eligible construction expenditures incurred, KU recorded investment tax credits of $1 0 million in each of the 
three-month periods ended June 30, 2008 and 2007, respectively, and $13 million and $20 million during the 
six months ended June 30, 2008 and 2007, respectively, decreasing current federal income taxes. 

In March 2008, certain environmental and preservation groups filed suit in federal court in North Carolina 
against the DOE and IRS claiming the investment tax credit program was in violation of certain environmental 
laws and demanded relief, including suspension or termination of the program. KU is monitoring, but is not 
currently a party to, this proceeding and is not able to predict the ultimate outcome of this matter. 

Note 6 - Short-Term and Long-Term Debt 

KU's long-term debt includes $33 million classified as current liabilities because these bonds are subject to 
tender for purchase at the option of the holder and to mandatory tender for purchase upon the occurrence of 
celtain events. These bonds include Carroll County Series 2002 A and B, Muhlenberg County Series 2002 A 
and Mercer County Series 2002 A. These bonds mature in 2032. KU does not expect to pay these amounts in 
2008. The average annualized interest rate for these bonds during the six months ended June 30, 2008, was 
1.97%. 

KU maintains a bilateral line of credit totaling $35 million which matures in June 2012. As of June 30, 2008, 
there was no balance outstanding under this facility. 

Pollution control series bonds are obligations ofKU issued in connection with tax-exempt pollution control 
revenue bonds issued by various governmental entities, principally counties in Kentucky. A loan agreement 
obligates KU to make debt service payments to the county that equate to the debt service due from the county 
on the related pollution control revenue bonds. Until a series of financing transactions was completed during 
February 2007, the county's debt was also secured by an equal amount of KU's first mortgage bonds that were 
pledged to the trustee for the pollution control revenue bonds that match the terms and conditions of the 
county's debt, but require no payment of principal and interest unless KU defaults on the loan agreement. 
Proceeds fi'om bond issuances for environmental equipment (primarily related to the installation ofFGDs) are held 
in trust pending expenditure for qualifYing assets. At June 30, 2008, KU had no bond proceeds in trust, and at 
December 31, 2007, KU had $11 million of bond proceeds in trust, included in restricted cash in the balance sheets. 

Several of the KU pollution control bonds are insured by monoline bond insurers whose ratings have been 
under pressure due to exposures relating to insurance of sub-prime mortgages. At June 30, 2008, KU had an 
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aggregate $333 million of outstanding pollution control indebtedness, of which $243 million is in the form of 
insured auction rate secUl'ities wherein interest rates are reset either weekly or every 35 days via an auction 
process. Beginning in late 2007, the interest rates on these insured bonds began to increase due to investor 
concerns about the creditworthiness of the bond insurers. In 2008, interest rates have continued to increase, and 
the Company has experienced "failed auctions" when there are insufficient bids for the bonds. When there is a 
failed auction, the interest rate is set pUl'suant to a formula stipulated in the indenture, which can be as high as 
15%. During the six months ended June 30, 2008 and 2007, the average rate on the auction rate bonds was 
4.70% and 3.64%, respectively. The instruments governing these auction rate bonds permit KU to convelt the 
bonds to other interest rate modes, such as various short-term variable rates, long-term fixed rates or 
intermediate-term fixed rates that are reset infrequently. In the first six months of2008, the ratings of the 
Carroll County 2004 Series A bonds were downgraded fi'om Aaa to A2 by Moody's and from AAA to AA, and 
subsequently to A and then to BBB+, by S&P, and the Carroll County 2006 Series C bonds were downgraded 
fi'om Aaa to A2 by Moody's and from AAA to A-, and subsequently to BBB+, by S&P due to downgrades of 
the bond insUl'er. The ratings ofthe following bonds were downgraded from Aaa to Aa3 by Moody's and fi'om 
AAA to AA by S&P due to downgrades ofthe bond insurer: Mercer County 2000 Series A, Carroll County 
2002 Series C, Carroll County 2005 Series A and B, Carroll County 2006 Series A and B, Carroll County 2007 
Series A and Trimble County 2007 Series A. 

In February 2008, KU issued a notice to bondholders of its intention to convert the Carroll County 2007 Series 
A bonds and the Trimble County 2007 Series A bonds from the auction rate mode to a fixed interest rate mode, 
as permitted under the loan documents. These conversions were completed in April 2008, and the new rates on 
the bonds are 5.75% and 6.00%, respectively. 

In March 2008, KU issued notices to bondholders of its intention to convert the Carroll County 2006 Series C 
bonds and the Mercer County 2000 Series A bonds from the auction rate mode to a weekly interest rate mode, 
as permitted under the loan documents. The Carroll County conversion was completed in April 2008, and the 
Mercer County conversion was completed in May 2008. In connection with these conversions, KU pUl'chased 
the bonds from the remarketing agent. 

In June 2008, KU issued notices to bondholders of its intention to convert the Carroll County 2004 Series A 
bonds from the auction rate mode to a weekly interest rate mode, as permitted under the loan documents. The 
conversion was completed in July 2008. In connection with the conversion, KU purchased the bonds from the 
remarketing agent. See Note 9, Subsequent Events. 

As of June 30, 2008, KU had repurchased bonds in the amount of $30 million. KU will hold some or all of such 
repurchased bonds until a later date, at which time KU may refinance, remarket or further convelt such bonds. 
Uncertainty in markets relating to auction rate securities or steps KU has taken 01' may take to mitigate such 
unceltainty, such as additional conversion, subsequent restructurings or redemption and refinancing, could 
result in KU incurring increased interest expense, transaction expenses 01' other costs and fees or experiencing 
reduced liquidity relating to existing or future pollution control financing structures. 

KU participates in an intercompany money pool agreement wherein E.ON U.S. andlor LG&E make funds 
available to KU at market-based rates (based on highly rated commercial paper issues) of up to $400 million. 
Details of the balances are as follows: 
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Amount 
Outstanding 

$ 75 
$ 23 

Balance 
Available 

$325 
$377 

Average 
Interest Rate 

2.43% 
4.75% 

E.ON U.S. maintains a revolving credit facility totaling $311 million at June 30, 2008 and $150 million at 
December 31, 2007, to ensure funding availability for the money pool. The revolving facility as of June 30, 
2008, is split into two separate loans totaling $311 million. One facility, totaling $150 million, is with E.ON 
North America, Inc., while the second, totaling $161 million, is with Fidelia; both are affiliated companies. The 
facility as of Dec ember 31, 2007, is with E.ON North America, Inc. The balances are as follows: 

($ in millions) 
June 30, 2008 
December 31, 2007 

Total Available 
$311 
$150 

Amount 
Outstanding 

$220 
$ 62 

Balance 
Available 

$ 91 
$ 88 

There were no redemptions oflong-term debt year-to-date through June 30, 2008. 

The issuance oflong-tenn debt year-to-date through June 30, 2008, is summarized below: 

($ in millions) 
Year 
2008 

Description 
Due to Fidelia 

Note 7 - Commitments and Contingencies 

Principal 
Amount 

$75 
Rate 

5.85% 

Securedl 
Unsecured 
Unsecured 

Average 
Interest Rate 

3.17% 
4.97% 

Maturity 
2023 

Except as may be discussed in this quarterly report (including Note 2), material changes have not occurred in 
the current status of various commitments or contingent liabilities from that discussed in KU's Annual Report 
for the year ended December 31, 2007 (including in Notes 2 and 9 to the financial statements ofKU contained 
therein). See the above-referenced notes in KU's Annual Report regarding such commitments 01' contingencies. 

Owensboro Contract Litigation. In May 2004, the City of Owensboro, Kentucky and OMU commenced a suit 
now removed to the U.S. District Court for the Western District of Kentucky, against KU concerning a long
term power supply contract (the "OMU Agreement") with KU. The dispute involves interpretational differences 
regarding issues under the OMU Agreement, including various payments 01' charges between KU and OMU and 
rights concerning excess power, termination and emissions allowances. The complaint seeks in excess of $6 
million in damages in connection with one of its claims for periods prior to 2004, plus damages in an 
unspecified amount for later-occurring periods on that claim and for other claims. OMU has additionally 
requested injunctive and other relief, including a declaration that KU is in material breach ofthe contract. KU 
has filed an answer in this proceeding denying the OMU claims and presenting counterclaims and amended 
such filing in January 2007, to include further counterclaims alleging additional damages. During 2005, the 
FERC declined KU's application to exercise exclusive jurisdiction on matters. In July 2005, the district court 
resolved a summary judgment motion made by KU in OMU's favor, ruling that a contractual provision grants 
OMU the ability to terminate the contract without cause upon foul' years' prior notice, for which ruling KU 
retains certain rights to appeal. A motion to reconsider that ruling is presently pending before the Court. In May 
2006, OMU issued a notification of its intent to terminate the OMU agreement contract in May 20 I 0, without 
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cause, absent any earlier relief which may be permitted by the proceeding. The parties have generally completed 
discovery proceedings and have filed various dispositive motions which are before the court. Among other 
matters before the court on summary judgment and potentially subject to ruling before trial is a dispute 
involving differences in the calculation of approximately $16 million in facilities charges under the OMU 
agreement. The parties are conducting certain settlement discussions, in parallel, including potential mediation. 
A trial date has been set for October 2008. The Company is currently unable to determine the final outcome of 
this matter. See Note 9, Subsequent Events. 

Constrnction Program. KU had approximately $280 million of commitments in connection with its construction 
program at June 30, 2008. 

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

Te2 Air Permit. The Sierra Club and other environmental groups filed a petition challenging the air permit 
issued for the TC2 base load generating unit which was issued by the Kentucky Division for Ail' Quality in 
November 2005. The filing of the challenge did not stay the permit, so the Company was ft'ee to proceed with 
construction during the pendancy ofthe action. In June 2007, the state hearing officer assigned to the matter 
recommended upholding the ail' permit with minor revisions. In September 2007, the Secretary of the Kentucky 
Environmental and Public Protection Cabinet issued a final Order approving the hearing officer's 
recommendation and upholding the pennit. In September 2007, KU administratively applied for a permit 
revision to reflect minor design changes. In October 2007, the environmental groups submitted comments 
objecting to the draft permit revisions and, in pati, attempting to reassert general objections to the generating 
unit. In January 2008, the Kentucky Division for Air Quality issued a final permit revision. The environmental 
groups did not appeal the final Order upholding the permit or file a petition challenging the permit revision by 
the applicable deadlines. However, in October 2007, the environmental groups filed a lawsuit in federal court 
seeking an order for the EPA to grant or deny their pending petition for the EPA to "veto" the state ail' permit 
and in April 2008, they filed a petition seeking veto of the permit revision. The Company is currently unable to 
determine the final outcome ofthis matter or the impact of an unfavorable determination upon the Company's 
financial condition or results of operations. 

Environmental Matters. KU's operations are subject to a number of environmental laws and regulations in each 
ofthe jurisdictions in which it operates, governing, among other things, air emissions, wastewater discharges, the 
use, handling and disposal of hazardous substances and wastes, soil and groundwater contamination and employee 
health and safety. 

Clean Air Act Requirements. The Clean Ail' Act establishes a comprehensive set of programs aimed at 
protecting and improving ail' quality in the United States by, among other things, controlling stationary sources 
of air emissions such as power plants. While the general regulatory framework for these programs is established 
at the federal level, most of the programs are implemented and administered by the states under the oversight of 
the EPA. The key Clean Ail' Act programs relevant to KU's business operations are described below. 
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Ambient Ail' Quality. The Clean Ail' Act requires the EPA to periodically review the available scientific data for 
six criteria pollutants and establish concentration levels in the ambient air sufficient to protect the public health 
and welfare with an extra margin for safety. These concentration levels are known as NAAQS. Each state must 
identifY "nonattainment areas" within its boundaries that fail to comply with the NAAQS and develop a SIP to 
bring such nonattainment areas into compliance. Ifa state fails to develop an adequate plan, the EPA must 
develop and implement a plan. As the EPA increases the stringency ofthe NAAQS through its periodic 
reviews, the attainment status of various areas may change, thereby triggering additional emission reduction 
obligations under revised SIPs aimed to achieve attainment. 

In 1997, the EPA established new NAAQS for ozone and fine particulates that required additional reductions in 
SO, and NOx emissions from power plants. In 1998, the EPA issued its final "NOx SIP Call" rule requiring 
reductions in NOx emissions of approximately 85% from 1990 levels in order to mitigate ozone transport from 
the midwestern U.S. to the northeastern U.S. To implement the new federal requirements, Kentucky amended 
its SIP in 2002 to require electric generating units to reduce their NOx emissions to 0.15 pounds weight per 
MMBtu on a company-wide basis. In 2005, the EPA issued the CAIR which requires additional SO, emission 
reductions of70% and NOx emission reductions of 65% from 2003 levels. The CAIR provides for a two-phase 
cap and trade program, with initial reductions of NO x and SO, emissions due by 2009 and 2010, respectively, 
and final reductions due by 2015. In 2006, Kentucky proposed to amend its SIP to adopt state requirements 
similar to those under the federal CAIR. Depending on the level of action determined necessary to bring local 
nonattainment areas into compliance with the new ozone and fine particulate standards, KU's power plants are 
potentially subject to additional reductions in SO, and NOx emissions. In March 2008, the EPA issued a revised 
NAAQS for ozone, which contains a more stringent standard than that contained in the previous regulation. At 
present, LG&E is unable to determine what, if any, additional requirements may be imposed to achieve 
compliance with the new ozone standard. 

In July 2008, a federal appeals court issued a ruling vacating the CAIR, which decision may be subject to 
rehearing 01' other subsequent proceedings. KU, LG&E and industry parties are monitoring these further 
proceedings. Depending upon the course of such matters, the CAIR could be superseded by new or revised NOx 
or SO, regulations with different 01' more stringent requirements and SIPs which incorporate CAIR 
requirements could be subject to revision. KU is also reviewing aspects of its compliance plan relating to the 
CAIR, including scheduled or contracted pollution control construction programs. Finally, as discussed below, 
the current invalidation ofthe CAIR results in some unceliainty with respect to certain other EPA or state 
programs and proceedings and KU's and LG&E's compliance plans relating thereto, due to the interconnection 
of the CAlR and CAIR-associated steps with such associated programs. At present, KU is not able to predict the 
outcomes of the legal and regulatmy proceedings related to the CAIR and whether such outcomes could have a 
material effect on the Company's financial or operational conditions. 

Hazardolls Air Pollutants. As provided in the 1990 amendments to the Clean Air Act, the EPA investigated 
hazardous air pollutant emissions limn electric utilities and submitted a repmi to Congress identifYing mercury 
emissions from coal-fired power plants as warranting further study. In 2005, the EPA issued the CAMR 
establishing mercury standards for new power plants and requiring all states to issue new SIPs including 
mercmy requirements for existing power plants. The EPA issued a modell'llle which provides for a two-phase 
cap and trade program with initial reductions due by 2010 and final reductions due by 2018. The CAMR 
provides for reductions of 70% from 2003 levels. The EPA closely integrated the CAMR and CAIR programs 
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to ensure that the 2010 mercury reduction targets would be achieved as a "co-benefit" of the controls installed 
for purposes of compliance with the CAIR. 

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

Acid Rain Program. The 1990 amendments to the Clean Ail' Act imposed a two-phased cap and trade program 
to reduce S02 emissions from power plants that were thought to contribute to "acid rain" conditions in the 
northeastern U.S. The 1990 amendments also contained requirements for power plants to reduce NOx emissions 
through the use of available combustion controls. 

Regional Haze. The Clean Ail' Act also includes visibility goals for certain federally designated areas, including 
national parks, and requires states to submit SIPs that will demonstrate reasonable progress toward preventing 
future impairment and remedying any existing impairment of visibility in those areas. In 2005, the EPA issued 
its CA VR detailing how the Clean Ail' Act's BART requirements will be applied to facilities, including power 
plants, built between 1962 and 1974 that emit certain levels of visibility impairing pollutants. Under the final 
rule, as the CAIR will result in more visibility improvement than BART, states are allowed to substitute CAIR 
requirements in their regional haze SIPs in lieu of controls that would otherwise be required by BART. The 
final rule has been challenged in the courts. Additionally, because the regional haze SIPs incorporate celtain 
CArR requirements, the final outcome ofthe challenge to CATR could potentially impact regional haze SIPs. 
See "Ambient Air Quality" above for a discussion of CAIR-related uncertainties. 

Installation a/Pollution Controls. Many of the programs under the Clean Air Act utilize cap and trade 
mechanisms that require a company to hold sufficient emissions allowances to cover its authorized emissions on 
a company-wide basis and do not require installation of pollution contt'ols on every generating unit. Under cap 
and trade programs, companies are fi'ee to focus their pollution control efforts on plants where such controls are 
particularly efficient and utilize the resulting emission allowances for smaller plants where such controls are not 
cost effective. KU met its Phase I S02 requirements primarily through installation ofFGD equipment on Ghent 
Unit I. KU's strategy for its Phase II S02 requirements, which commenced in 2000, includes the installation of 
additional FGD equipment, as well as using accumulated emission allowances and fuel switching to defer 
certain additional capital expenditures. In order to achieve the NOx emission reductions and associated 
obligations, KU installed additional NOx controls, including SCR technology, during the 2000 to 2007 time 
period at a cost of $220 million. In 2001, the Kentucky Commission granted approval to recover the costs 
incurred by KU for these projects through the environmental surcharge mechanism. Such monthly recovery is 
subject to periodic review by the Kentucky Commission. 

In order to achieve mandated emissions reductions, KU expects to incur additional capital expenditures totaling 
approximately $880 million during the 2008 through 2010 time period for pollution controls, including FGD 
and SCR equipment, and additional operating and maintenance costs in operating such controls. In 2005, the 
Kentucky Commission granted approval to recover the costs incurred by KU for these projects through the ECR 
mechanism. Such monthly recovery is subject to periodic review by the Kentucky Commission. KU believes its 
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costs in reducing S02, NOx and mercury emissions to be comparable to those of similarly situated utilities with 
like generation assets. KU's compliance plans are subject to many factors including developments in the 
emission allowance and fuels markets, future legislative and regulatory enactments, legal proceedings and 
advances in clean air technology. KU will continue to monitor these developments to ensure that its 
environmental obligations are met in the most efficient and cost-effective manner. See "Ambient Air Quality" 
above for a discussion of CAlR-related uncertainties. 

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

Brown New Source Review Litigation. In April 2006, the EPA issued an NOV alleging that KU had violated 
certain provisions ofthe Clean Air Act's new source review rules relating to work performed in 1997, on a 
boiler and turbine at KU's E.W. Brown generating station. In December 2006, the EPA issued a second NOV 
alleging the Company had exceeded heat input values in violation of the air permit for the unit. In March 2007, 
the U.S. Department of Justice filed a complaint in federal comt in Kentucky alleging the same violations 
specified in the prior NOVs. The complaint seeks civil penalties, including potential per-day fines, remedial 
measures and injunctive relief. In April 2007, KU filed an answer in the civil suit denying the allegations. In 
July 2007, the court entered a schedule providing for a July 2009 date for trial. The parties are currently 
proceeding with discovery while concurrently engaged in active settlement negotiations. A $3 million accrual 
has been recorded based on the current status of those discussions, however, KU cannot determine the overall 
outcome or potential effects of these matters, including whether substantial fines, penalties or remedial 
measures may result, which could be in excess of the amount reserved. Also of uncertain potential effect, ifany, 
is the invalidation ofthe CAIR on the progress or content of settlement discussions. See "Ambient Air Quality" 
above for a discussion of CAIR -related uncertainties. 

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

Ghent Opacity NOV. In September 2007, the EPA issued an NOV alleging that KU had violated celtain 
provisions of the Clean Air Act's operating rules relating to opacity during June and July of2007 at Units I and 
3 ofKU's Ghent generating station. The parties have met on this matter and KU has received no further 
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communications fi'om the EPA. KU is not able to estimate the outcome or potential effects of these matters, 
including whether substantial fines, penalties or remedial measures may result. 

General Environmental Proceedings. From time to time, KU appears before the EPA, various state or local 
regulatory agencies and state and federal courts regarding matters involving compliance with applicable 
environmental laws and regulations. Such matters include liability under the Comprehensive Environmental 
Response, Compensation and Liability Act for cleanup at various off-site waste sites and ongoing claims 
regarding GHG emissions from KU's generating stations. Based on analysis to date, the resolution of these 
matters is not expected to have a material impact on the operations ofKU. 

Note 8 - Related Party Transactions 

= KU, subsidiaries ofE.ON U.S. and subsidiaries ofE.ON engage in related party transactions. Transactions 
between KU and E.ON U.S. subsidiaries are eliminated upon consolidation ofE.ON U.S. Transactions between 
KU and E.ON subsidiaries are eliminated upon consolidation ofE.ON. These transactions are generally 
performed at cost and are in accordance with the FERC regulations under PUHCA 2005 and the applicable 
Kentucky Commission and Virginia Commission regulations. The significant related party transactions are 
disclosed below. 

Electric Purchases 

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

(in millions ) 
Electric operating revenues fi'om LG&E 
Purchased power fi'om LG &E 

Interest Charges 

Three Months Ended 
June 30, 

2008 2007 
$14 $ 8 
25 23 

Six Months Ended 
June 30, 

2008 2007 
$29 $26 
51 53 

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

KU's intercompany interest expense was as follows: 

(in millions ) 
Interest on money pool loans 
Interest on Fidelia loans 

Three Months Ended 
June 30, 

2008 2007 
$ - $ 2 

13 8 

A-43 

Six Months Ended 
June 30, 

2008 2007 
$ I $ 3 
25 15 



Other Intercompany Billings 

Attachment to Response to KU AG-J Question No. 217 
Page 89 ofl40 

Arbough 

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

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

Intercompany billings to and fi'om KU were as follows: 

(in millions) 
E.ON U.S. Services billings to KU 
KU billings to LG&E 
LG&E billings to KU 
KU billings to E.ON U.S. Services 

Three Months Ended 
June 3~. 

2008 2007 
$ 72 $210 

14 8 
4 23 
I 33 

Six Months Ended 
June 3~. 

2008 
$lll 

37 
5 
2 

2007 
$380 

22 
33 
35 

In June 2008, LG&E transferred assets related to Trimble County Unit 2 with a net book value of$1O million to 
KU. 

In March and June 2008, KU received capital contributions from its common shareholder, E.ON U.S., in the 
amounts of $25 million and $50 million, respectively. 

Note 9 - Subsequent Events 

On July 3, 2008, KU made contributions to other postretirement benefit plans of approximately $1 million. 

On July 16,2008, the Carroll County 2004 Series A bonds were converted fi'om an auction rate mode to a 
weekly interest rate mode. In connection with the conversion, KU purchased the bonds from the remarketing 
agent. 

On July 23, 2008, a cooling tower associated with KU's 510 Mw Ghent 2 generating unit suffered a patiial 
structural collapse rendering such unit generally inopel;able for an estimated three-week period. KU is analyzing 
various options and the costs thereof regarding replacement power for the temporary and permanent repair of 
such facilities, as well as effects on excess 01' wholesale power sales and purchases. 
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On July 25, 2008, KU borrowed $50 million from Fidelia for a period of 10 years at a fixed rate of 6.16%. The 
loan is unsecured. 

On July 29, 2008, KU filed an application with the Kentucky Commission for an increase in base rates of 
approximately 2.0% 01' $22 million annually. KU has requested the increase based on the twelve month test year 
ended April 30, 2008. KU requested new base rates to become effective on and after September 1,2008. In 
conjunction with filing of the application for a change in base rates, based on previous Orders by the Kentucky 
Commission approving settlement agreements among all interested parties, the VDT terminated in August 
2008, and the merger surcredit will terminate upon the implementation of new base rates. Under Kentucky 
Commission practice, new rates will most likely be suspended an additional five months with an effective date 
on and after February 6, 2009, subject to refimd if an order is not issued by such time. The rate review 
proceeding, which will likely involve opposition filings by intervenors or other third-parties, should be 
completed in early 2009, subject to a number of factors. 

During September and October 2008, the court in the OMU litigation issued rulings on certain summary 
judgment motions of the parties. The rulings granted KU's petitions to dismiss a substantial number ofOMU's 
material claims and denied OMU's petition to dismiss KU's counter-claim. Trial on the remaining claims may 
still occur during October 2008, subject to potential scheduling changes, settlement discussions or other actions 
by the parties or the court. Following a trial or other qualifYing procedural occurrence, the various summary 
judgment rulings would become appealable. 
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Financial Statements (Andited) for the Year Ended December 31, 2007 

OPERATING REVENUES: 

Kentucky Utilities Company 
Statements ofIncome 

(Millions of$) 

Total operating revenues (Note 1I) .................................................. . 

OPERATING EXPENSES: 
Fuel for electric generation ............................................................... . 
Power purchased (Notes 9 and II) .................................................. .. 
Other operation and maintenance expenses ...................................... . 

Years Ended December 31 
2007 2006 

$1.273 .$.l..2J.Q 

461 424 
168 182 
255 254 

Depreciation and amortization (Note I) ........................................... . ..--lll ~ 
Total operating expenses ............................................................. . 

Net operating incolne ............................................................................. . 

Equity earnings in EEl (Note 1) ............................................................ .. 
Other incolue - net ................................................................................ . 
Interest expense (Notes 7 and 8) ............................................................ . 
Interest expense to affiliated companies (Note 11) ................................ . 

InCOlne before incolne taxes ................................................................. . 

Federal and state income taxes (Note 6) ................................................ . 

Net income ............................................................................................. . 

The accompanying notes are an integral part of these financial statements. 

Statements of Retained Earnings 
(Millions of$) 

Balance January 1 .................................................................................. . 
Add net income ...................................................................................... . 
Balance December 31 ............................................................................ . 

The accompanying notes are an integral part ofthese financial statements. 
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--.l1 ~ 
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Kentucky Utilities COJllpany 
Statements of Comprehensive Income 

(Millions of$) 

Net incolne .................................................................................................................... . 

Additional minimum pension liability adjustment, net of tax expense 
of$O and $13 for 2007 and 2006, respectively (Note 5) ......................................... . 

Other comprehensive income, net of tax (Note 12) ...................................................... . 

COlllprehensive inconle ................................................................................................. . 

The accompanying notes are an integral part of these financial statements. 
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ASSETS: 
Current assets: 

Kentucky Utilities Company 
Balance Sheets 

(Millions of$) 

Cash and cash equivalents (Note 1) ................................................................... . 
Restricted cash (Note 1) .................................................................................... . 
Accounts receivable -less reserve of$2 in 2007 and 2006 (Note 1) ................ . 
Accounts receivable from affiliated companies (Note 11) ................................ . 
Materials and supplies (Note 1): 

Fuel (predominantly coal) ........................................................................... . 
Other luaterials and supplies ........................................................................ . 

Prepayments and other current assets ................................................................ . 
Total current assets ................... " ............................................................................ . 

Other property and investments (Note 1) ................................................................ . 

Utility plant, at original cost (Note 1) ..................................................................... . 

Less: reselVe for depreciation ........................................................................... . 
Total utility plant, net ........................................................................................ . 

Construction ,york in progress ........................... , ............................................... . 
Total utility plant and construction work in progress ............................................ .. 

Deferred debits and other assets: 
Regulatory assets (Note 2): 

Pension and postretirement benefits (Notes 1 and 2) ................................... . 
Other ............................................................................................................ . 

Cash surrender value of key man life insurance ................................................ . 
Other assets ....................................................................................................... . 

Total deferred debits and other assets ..................................................................... . 

Total Assets ............................................................................................................ . 

The accompanying notes are an integral part ofthese financial statements. 
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December 31 
2007 2006 

$ $ 6 
11 23 

172 123 
17 50 

42 64 
34 34 

----'1 ----.lJ! 
288 318 

~ ~ 

3,868 3,681 

1,622 ..J..lli 
2,246 2,128 

..l..Q1l ~ 
3,317 2,615 

28 64 
86 83 
37 35 

__ 1_1 __ 8 

~ ~ 

~ ~ 
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LIABILITIES AND EQUITY: 
Current liabilities: 

Kentucky Utilities Company 
Balance Sheets (continued) 

(Millions of$) 

Current portion of long-term debt (Note 7) ............................................................ .. 
Notes payable to affiliated companies (Notes 8 and II) ........................................ .. 
Accounts payable .................................................................................................... . 
Accounts payable to affiliated companies (Note II ) .............................................. .. 
Custolller deposits ................................................................................................... . 
Other current liabilities ........................ "" ............................................ , ...... " ........... . 

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

Long-term debt: 
Long-term bonds (Note 7) ...................................................................................... .. 
Long-term notes to affiliated company (Note 7) .................................................... .. 

Total long-term debt ..................................................................................................... . 

Deferred credits and other liabilities: 
Accumulated deferred income taxes (Note 6) ........................................................ .. 
Accumulated provision for pensions and related benefits (Note 5) ........................ .. 
Investment tax credit (Note 6) ................................................................................ . 
Asset retirelnent obligations .................................... " ...................................... " ...... . 
RegulatOlY liabilities (Note 2): 

Accumulated cost of removal of utility plant .................................................... .. 
Deferred incolne taxes ...................................................................................... . 

Other regulatOlY liabilities ....................................................................................... . 
Other liabilities ...................................................................................................... .. 

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

Commitments and contingencies (Note 9) 

COMMON EQUITY: 
Common stock, without par value -

Authorized 80,000,000 shares, outstanding 37,817,878 shares ........................ . 
Additional paid-in-capital (Note II) ...................................................................... . 

Retained earnings ................................................................................................... . 
Undistributed subsidiaty earnings .......................................................................... . 
Total retained earnings ........................................................................................... . 
Total conlmon equity ............................................................................................. .. 

Total Liabilities and Equity ......................................................................................... . 

The accompanying notes are an integral part of these financial statements. 
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Kentucky Utilities Company 
Statements of Cash Flows 

(Millions of $) 

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

Depreciation and amortization .................................................... . 
Deferred incolue taxes-net .......................................................... . 
Inveshnent tax credit-net. ............................................................ . 
Provision for pension and' postretirement plans ......................... . 
Other ............................. ""'" ...................................................... .. 

Change in certain current assets and liabilities: 
Accounts receivable ................................................................... .. 
Materials and supplies ................................................................. . 
Accounts payable ........................................................................ . 
Accrued inconle taxes ................................................................ .. 
Property and olher taxes payable ................................................ . 
Prepayments and other current assets .................... , .............. , ..... . 
Other current liabilities ................... " ......................................... .. 

Pension and postretirement funding ................................................. . 
MISO exit fee .......................................................... """"'"'' ........... .. 
Environmental cost recovery mechanism refundable ....................... . 
Olher ................................................................................................ .. 

Net cash provided by operating activities .................................. .. 
CASH FLOWS FROM INVESTING ACTIVITIES: 

Construction expenditures ................................................................ . 
Change in restricted cash .................................................................. . 

Net cash used for investing activities .......................................... . 
CASH FLOWS FROM FINANCING ACTIVITIES: 

Long~term borrowings from affiliated company .............................. . 
Short-term borrowings from affiliated company .............................. . 
Repayment of short-term borrowings from affiliated company ....... . 
Retirement of first mortgage bonds .................................................. . 
Issuance of pollution control bonds ................................................. .. 
Additional paid-in capital ................................................................. . 

Net cash provided by financing activities .................. " ............... . 
Change in cash and cash equivalents .................................................... .. 
Cash and cash equivalents at beginning ofyear. ................................... .. 
Cash and cash equivalents at end of year ............................................... . 

Supplemental disclosures of cash flow information: 
Cash paid during the year for: 

Income taxes ............................................................................... . 
Interest on borro\ved nioney ...................................................... .. 
Interest to affiliated companies on borrowed money ................. .. 

The accompanying notes are an integral part of these financial statements. 
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LONG-TERM DEBT (Note 7): 
First mortgage bonds: 

Kentucky Utilities Company 
Statements of Capitalization 

(Millions of $) 

P due May 15,2007,7.92% (Note 3) ................................................................ . 
Pollution control series: 

10, due Novclnber 1,2024, variable % ............................................................ .. 
Mercer Co. 2000 Series A, due May 1,2023, variable % ................................ .. 
Carron Co. 2002 Series A, due February 1,2032, variable % .......................... . 
Carron Co. 2002 Series B, due February 1,2032, variable % .......................... . 
Muhlenberg Co. 2002 Series A, due February I, 2032, variable % .................. . 
Mercer Co. 2002 Series A, due February 1,2032, variable % .......................... . 
Carron Co. 2002 Series C, due October 1, 2032, variable % ............................ . 
Carron Co. 2004 Series A, due October I, 2034, variable % .......................... .. 
Carron Co. 2005 Series A, due June 1,2035, variable % ................................ .. 
Carron Co. 2005 Series B, due June 1,2035, variable % ................................ .. 
Carron Co. 2006 Series A, due June 1,2036, variable % ................................ .. 
Carron Co. 2006 Series C, due June 1,2036, variable % ................................ .. 
Carron Co. 2007 Series A, due February 1,2026, variable % .......................... . 
Carron Co. 2006 Series B, due October 1,2034, variable % ............................ . 
Trimble Co. 2007 Series A, due March 1, 2037, variable % ............................ . 

Notes payable to Fidelia: 
Due November 24,2010, 4.24%, unsecured .................................................... .. 
Due January 16,2012,4.39%, unsecured ......................................................... . 
Due Apri130, 2013, 4.55%, unsecured ............................................................ .. 
Due August 15,2013, 5.31%, unsecured .......................................................... . 
Due July 8, 2015, 4.735%, unsecured .............................................................. .. 
Due December 21, 2015, 5.36%, unsecured ..................................................... . 
Due October 25,2016,5.675% unsecured ........................................................ . 
Due June 23, 2036, 6.33%, unsecured .............................................................. . 
Due December 19, 2014, 5.45% unsecured ...................................................... . 
Due June 20, 2017, 5.98% unsecured .............................................................. .. 
Due October 25, 2019, 5.71% unsecured .......................................................... . 
Due February 7, 2022, 5.69% unsecured .......................................................... . 
Due September 14,2028,5.96% unsecured .................................................... .. 
Due March 30, 2037, 5.86% unsecured ............................................................ . 

Total long-term debt outstanding ........................................................................... . 

Less current portion of long-tenn debt ................................................................... . 

Long-term debt ...................................................................................................... .. 

COMMON EQUITY: 
Common stock, without par value -

Authorized 80,000,000 shares, outstanding 37,817,878 shares ........................ . 
Additional paid-in-capital (Note 11) ...................................................................... . 

Retained earnings ................................................................................................... . 
Undistributed subsidiary earnings .......................................................................... . 
Total retained earnings ........................................................................................... . 
Total common equity ............................................................................................. .. 

Total capitalization ...................................................................................................... . 

The accompanying notes are an integral part of these financial statements. 
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Notes to Financial Statements (Audited) for the Year Ended December 31, 2007 

Note 1 - Summary of Significant Accounting Policies 

KU, incorporated in Kentucky in 1912 and in Virginia in 1991, is a regulated public utility engaged in the 
generation, transmission, distribution and sale of electric energy in Kentucky, Virginia and Tennessee. KU 
provides electricity to approximately 506,000 customers in 77 counties in central, southeastern and western 
Kentucky, to approximately 30,000 customers in 5 counties in southwestern Virginia and 5 customers in 
Tennessee. KU's coal-fired electric generating stations produce most ofKU's electricity. The remainder is 
generated by a hydroelectric power plant and natural gas and oil fueled CTs. In Virginia, KU operates under the 
name Old Dominion Power Company. KU also sells wholesale electric energy to 12 municipalities. 

KU is a wholly-owned subsidiary ofE.ON U.s., formerly known as LG&E Energy LLC. E.ON U.S. is an 
indirect wholly-owned subsidiary ofE.ON, a German corporation, making KU an indirect wholly-owned 
subsidiary ofE.ON. KU's affiliate, LG&E, is a regulated public utility engaged in the generation, transmission, 
distribution and sale of elect!'ic energy and the distribution and sale of natural gas in Kentucky. 

Cel1ain reclassification entries have been made to the previous years' financial statements to conform to the 
2007 presentation with no impact on net assets, liabilities and capitalization or previously reported net income 
and cash flows. 

Regulatory Accounting. KU is subject to SFAS No. 71, under which regulatory assets are created based on 
expected recovery from customers in future rates to defer costs that would otherwise be charged to expense. 
Likewise, regulatory liabilities are created based on expected retul'll to customers in future rates to defer credits 
that would otherwise be reflected as income, or, in the case of costs of removal, are created to match long-term 
future obligations a!'ising from the current use of assets. The accounting for regulatory assets and liabilities is 
based on specific ratemaking decisions or precedent for each item as prescribed by the FERC, the Kentucky 
Commission or the Virginia Commission. See Note 2, Rates and Regulatory Matters, for additional detail 
regarding regulatory assets and liabilities. 

Cash and Cash Equivalents. KU considers all highly liquid investments with an original maturity ofthree months 
or less to be cash equivalents. 

Restricted Cash. Proceeds fi'om bond issuances for environmental equipment (primarily related to the installation 
ofFGDs) are held in trust pending expenditure for qualifYing assets. 

Allowance for Doubtful Accounts. The allowance for doubtfbl accounts is based on the ratio ofthe amounts 
charged-off during the last twelve months to the retail revenues billed over the same period multiplied by the retail 
revenues billed over the last four months. Accounts with no payment activity are charged-off after foul' months, 
although collection efforts continue thereafter. 

Materials and Supplies. Fuel and other materials and supplies inventories are accounted for using the average-cost 
method. Emission allowances are included in other materials and supplies and are not currently traded by KU. At 
December 31,2007 and 2006, the emission allowances inventory was less than $1 million and approximately $2 
million, respectively. 
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Otiter Property and Investments. Other property and investments on the balance sheets consists ofKU's 
investment in EEl, economic development loans provided to various communities in KU's service territory, KU's 
investment in OVEC, funds related to KU's long-term purchased power contract with OMU and non-utility plant. 

Although KU holds investment interests in OVEC and EEl, it is not the primary beneficiary, therefore, neither 
are consolidated into KU's financial statements. KU and II other electric utilities are participating owners of 
OVEC, located in Piketon, Ohio. OVEC owns and operates two power plants that burn coal to generate 
electricity, Kyger Creek Station in Ohio and Clifty Creek Station in Indiana. Pursuant to current contractual 
arrangements, KU's share of OVEC's output is 2.5%, approximately 55 Mw of generation capacity. 

As of December 31,2007 and 2006, KU's investment in OVEC totaled less than $1 million and is accounted for 
under the cost method of accounting. KU's maximum exposure to loss as a result of its involvement with 
OVEC is limited to the value of its investment. In the event of the inability ofOVEC to fulfill its power 
provision requirements, KU anticipates substituting such power supply with either owned generation or market 
purchases and believes it would generally recover associated incremental costs through regulatory rate 
mechanisms. See Note 9, Commitments and Contingencies, for further discussion of developments regarding 
KU's ownership interests and power purchase rights. 

KU owns 20% of the common stock of EEl, which owns and operates a I, I 62-Mw generating station in 
southern Illinois. Prior to 2006, KU was entitled to take 20% of the available capacity ofthe station under a 
pricing formula comparable to the cost of other power generated by KU. This contract governing the purchases 
from EEl terminated on December 31,2005. Since December 31,2005, EEl has sold power under general 
market-based pricing and terms. KU has not contracted with EEl for power under the new arrangements, but 
maintains its 20% ownership in the common stock of EEL Replacement power for the EEl capacity has been 
largely provided by KU generation. 

KU's investment in EEl is accounted for under the equity method of accounting and, as of December 31, 2007 
and 2006, totaled $23 million and $18 million, respectively. KU's direct exposure to loss as a result of its 
involvement with EEl is generally limited to the value of its investment. 

Utility Plant. KU's utility plant is stated at original cost, which includes payroll-related costs such as taxes, fHnge 
benefits and administrative and general costs. Construction work in progress has been included in the rate base for 
determining retail customer rates in Kentucky. KU has not recorded a significant allowance for funds used during 
construction. 

The cost of plant retired or disposed of in the normal course of business is deducted from plant accounts and such 
cost is charged to the reserve for depreciation. When complete operating units are disposed of, appropriate 
adjustments are made to the reserve for depreciation and gains and losses, if any, are recognized. 

Depreciation and Amortization. Depreciation is provided on the straight-line method over the estimated 
service lives of depreciable plant. The amounts provided were approximately 3.2% in 2007 and 3.1 % in 2006 of 
average depreciable plant. Of the amount provided for depreciation at December 31, 2007 and 2006, 
approximately 0.5% was related to the retirement, removal and disposal costs oflong lived assets. 

Unamortized Debt Expense. Debt expense is capitalized in deferred debits and amortized using the straight line 
method, which approximates the effective interest method, over the lives of the related bond issues. 

Income Taxes. Income taxes are accounted for under SFAS No. 109, Accountingfor Income Taxes and FIN 48, 
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Accollnting/or Uncertainty in income Taxes, anintelpretation o/SFAS No. J09. In accordance with these 
statements, deferred tax assets and liabilities are recognized for the future tax consequences attributable to 
differences between the financial statement carrying amounts of existing assets and liabilities and their 
respective tax bases, as measured by enacted tax rates that are expected to be in effect in the periods when the 
deferred tax assets and liabilities are expected to be settled or realized. Significant judgment is required in 
determining the provision for income taxes, and there are transactions for which the ultimate tax outcome is 
uncertain. FIN 48 prescribes a recognition threshold and measurement attribute for the financial statement 
recognition and measurement of a tax position taken or expected to be taken in a tax return .. Uncertain tax 
positions are analyzed periodically and adjustments are made when events occur to warrant a change. See Note 
6, Income Taxes. 

Deferred Income Taxes. Deferred income taxes are recognized at currently enacted tax rates for all material 
temporary differences between the financial reporting and income tax bases of assets and liabilities. 

Investment Tax Credits. The EP Act 2005 added Section 48A to the Internal Revenue Code, which provides for 
an investment tax credit to promote the commercialization of advanced coal technologies that will generate 
electricity in an environmentally responsible manner. KU and LG&E received an investment tax credit related 
to TC2, for more details see Note 6, Income Taxes. Investment tax credits prior to 2006 resulted fi'om provisions 
ofthe tax law that permitted a reduction ofKU's tax liability based on credits for construction expendihu·es. 
Deferred investment tax credits are being amortized to income over the estimated lives of the related property that 
gave rise to the credits. 

Revenue Recognition. Revenues are recorded based on service rendered to customers through month-end. KU 
accrues an estimate for unbilled revenues from each meter reading date to the end of the accounting period based 
on allocating the daily system net deliveries between billed volumes and unbilled volumes. The allocation is based 
on a daily ratio of the number of meter reading cycles remaining in the month to the total number of meter reading 
cycles in each month. Each day's ratio is then multiplied by each day's system net deliveries to determine an 
estimated billed and unbilled volume for each day ofthe accounting period. The unbilled revenue estimates 
included in accounts receivable were $59 million and $42 million at December 31,2007 and 2006, respectively. 

FneI Costs. The cost of fhel for generation is charged to expense as used. 

Management's Use of Estimates. The preparation of financial statements in conformity with generally accepted 
accounting principles requires management to make estimates and assumptions that affect the repOlted assets and 
liabilities and disclosure of contingent items at the date of the financial statements and the repOlted amounts of 
revenues and expenses during the repOlting period. Accrued liabilities, including legal and environmental, are 
recorded when they are probable and estimable. Actual results could differ fi'om those estimates. 

Recent Accounting Pronouncements. The following are recent accounting pronouncements affecting KU: 

SFAS No. 160 

In December 2007, the FASB issued SF AS No. 160, Noncontrolling interests in Consolidated Financial 
Statements, which is effective for fiscal years, and interim periods within those fiscal years, beginning on or 
after December 15,2008. The objective of this statement is to improve the relevance, comparability and 
transparency of financial information in a repOlting entity's consolidated financial statements. The Company 
expects the adoption of SF AS No. 160 to have no impact on its statements of operations, financial position and 
cash flows. 
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In February 2007, the FASB issued SF AS No. 159, The Fail' Value Option/or Financial Assets and Financial 
Liabilities - Including an Amendment 0/ FASB Statement No. 115. SF AS No. 159 permits entities to choose to 
measure many financial instruments and certain other assets and liabilities at fair value on an instrument-by
instrument basis (the fair value option). Unrealized gains and losses on items for which the fair value option has 
been elected are to be recognized in earnings at each subsequent reporting date. SFAS No. 159 is effective for 
fiscal years beginning after November 15,2007. SFAS No. 159 was adopted effective January I, 2008 and had 
no impact on the statements of operations, financial position and cash flows. 

SFASNo.157 

~ In September 2006, the FASB issued SFAS No. 157, Fail' Value Measllrements, which, except as described 
below, is effective for fiscal years beginning after November 15, 2007. This statement defines fail' value, 
establishes a framework for measuring fair value in generally accepted accounting principles and expands 
disclosures about fail' value measurements. SFAS No. 157 does not expand the application of fair value 
accounting to new circumstances. In February 2008, the FASB issued FASB Staff Position 157-2, Ejfoctive 
Date o/FASB Statement No. 157, which delays the effective date of SF AS No. 157 for all nonfinancial assets 
and liabilities, except those that are recognized or disclosed at fail' value in the financial statements on a 
recurring basis (at least annually), to fiscal years beginning after November 15,2008 and interim periods within 
those fiscal years. SFAS No. 157 was adopted effective January 1,2008, except as it applies to those 
nonfinancial assets and liabilities, and had no impact on the statements of operations, financial position and cash 
flows, however, the Company will provide additional disclosures relating to its financial derivatives, AROs and 
pension assets as required in 2008. 

FIN 48 

In July 2006, the FASB issued FIN 48 which clarifies the accounting for the uncertainty of income tax positions 
recognized in an enterprise's financial statements in accordance with SFAS No. 109. This interpretation 
prescribes a recognition threshold and measurement attribute for the financial statement recognition and 
measurement of a tax position taken or expected to be taken in a tax return. 

The evaluation of a tax position in accordance with FIN 48 is a two-step process. The first step is recognition 
based on the determination of whether it is "more likely than not" that a tax position will be sustained upon 
examination. The second step is to measure a tax position that meets the "more likely than not" threshold. The 
tax position is measured as the amount of potential benefit that exceeds 50% likelihood of being realized. 

FIN 48 is effective for fiscal years beginning after December 15,2006, and was adopted effective January I, 
2007. The impact of FIN 48 on the statements of operations, financial position and cash flows was not material. 

Note 2 - Rates and Regulatory Matters 

KU is subject to the jurisdiction of the Kentucky Commission, the Virginia Commission, the Tennessee 
Regulatory Authority and the FERC in virtually all matters related to electric utility regulation, and as such, its 
accounting is subject to SFAS No. 71. Given its competitive position in the marketplace and the status of 
regulation in Kentucky and Virginia, KU has no plans or intentions to discontinue its application of SF AS 
No. 71. 
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In December 2003, KU filed an application with the Kentucky Commission requesting an adjustment in KU's 
rates. The revenue increase requested was $58 million. In June 2004, the Kentucky Commission issued an 
Order approving an increase in KU's base rates of approximately $46 million (7%). The rate increase took 
effect on July 1, 2004. 

Final proceedings took place during the first quarter of2006 concerning the sole remaining open issue relating 
to state income tax rates used in calculating the granted rate increase. On March 31, 2006, the Kentucky 
Commission issued an Order resolving this issue in KU's favor consistent with the original rate increase order. 

Regulatory Assets and Liabilities 

The following regulatory assets and liabilities were included in the balance sheets as of December 31: 

(in millions) 2007 2006 
ARO $ 24 $ 22 
MISOexit 20 20 
FAC 17 16 
Unamortized loss on bonds 10 10 
ECR II 10 
Other __ 4 __ 5 

Subtotal 86 83 

Pension and postretirement benefits ~ ~ 
Total regulatory assets $ 114 $ 147 

Accumulated cost of removal of utility plant $ 310 $ 297 
Deferred income taxes - net 22 27 
Other ~ __ 6 

Total regulatory liabilities $ 342 $ 330 

KU does not currently earn a rate of return on the FAC regulatory asset, which is a separate recovery 
mechanism with recovery within twelve months. No return is earned on the pension and postretirement benefits 
regulatory asset which represents the changes in funded status of the plans. The Company will seek recovery of 
this asset in future proceedings with the Kentucky and Virginia Commissions. No return is currently earned on 
the ARO asset. This regulatOly asset will be offset against the associated regulatory liability, ARO asset and 
ARO liability at the time the underlying asset is retired. The MISO exit amount represents the costs relating to 
the withdrawal from MISO membership. KU will seek recovery ofthis asset in future proceedings with the 
Kentucky and Virginia Commissions. KU currently earns a rate of return on the remaining regulatory assets. 
Other regulatory assets include VDT costs, the merger surcredit and deferred storm costs. Other regulatory 
liabilities include DSM and MISO costs included in base rates that will be netted against costs of withdrawing 
fi'om the MISO in the next rate case. 
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ARO. A summary ofKU's net ARO assets, regulatory assets, liabilities and cost of removal established under 
FIN 47, Accounting/or Conditional Asset Retirement Obligations, an Intelpretation o/SFAS No. 143, and 
SFAS No. 143, Accounting/or Asset Retirement Obligations, follows: 

ARONet ARO Regulatory Regulatory Accumulated Cost of Removal 
(in millions) Assets Liabilities Assets Liabilities Cost of Removal Del2reciation 
As of December 31, 2005 $6 $(27) $20 $ (2) $2 $ 1 
ARO accretion (1) 1 
ARO depreciation -11.) _1 -

~ 

As of December 31, 2006 5 (2S) 22 (2) 2 
ARO accretion - _.m ~ - - -- - ~ ~ 

As of December 31, 2007 .u ~ $24 .ta) U tl 

Pursuant to regulatory treatment prescribed under SF AS No. 71, an offsetting regulatory credit was recorded in 
depreciation and amortization in the income statement of$2 million in 2007 and 2006 for the ARO accretion 
and depl'eciation expense. KU AROs are primarily related to the final retirement of assets associated with 
generating units. For assets associated with AROs, the removal cost accrued through depreciation under 
regulatory accounting is established as a regulatory liability pursuant to regulatory treatment prescribed under 
SFAS No. 71. There were no FIN 47 net asset additions during 2007 or 2006. For the years ended December 31, 
2007 and 2006, KU recorded less than $1 million of depreciation expense related to the cost of removal of ARO 
related assets. An offsetting regulatory liability was established pursuant to regulatory treatment prescribed 
under SFAS No. 71. 

KU transmission and distribution lines largely operate under perpetual property easement agreements which do 
not generally require restoration upon removal of the property. Therefore, under SFAS No. 143, no material 
asset retirement obligations are recorded for transmission and distribution assets. 

MISO Exit. Following receipt of applicable FERC, Kentucky Commission and other regulatory orders, KU 
withdrew from the MISO effective September 1, 2006. Specific proceedings regarding the costs and benefits of 
the MISO and exit matters had been underway since July 2003. Since the exit fi'om the MISO, KU has been 
operating under a FERC-approved open access-transmission tariff. KU now contracts with the Tennessee 
Valley Authority to act as its transmission Reliability Coordinator and Southwest Power Pool, Inc. to function 
as Independent Transmission Organization, pursuant to FERC requirements. 

KU and the MISO have agreed upon overall calculation methods for the contractual exit fee to be paid by the 
Company following its withdrawal. In October 2006, KU paid approximately $20 million to the MISO pursuant 
to an invoice regarding the exit fee and made related FERC compliance filings. The Company's payment ofthis 
exit fee amount was with reservation of its rights to contest the amount, 01' components thereof, fo Ilowing a 
continuing review of its calculation and supporting documentation. In December 2006, KU provided notice to 
the MISO of its disagreement with the calculation ofthe exit fee. KU and the MISO have resolved their dispute 
regarding the calculation of the exit fee and, in November 2007, filed an application with the FERC for 
approval of a recalculation agreement. In March 200S, the FERC approved the parties' recalculation ofthe exit 
fee, and the approved agreement provides KU with an immediate recovery of $1 million and will provide an 
estimated $3 million over the next eight years for credits realized fi'om other payments the MISO will receive, 
plus interest. Orders of the Kentucky Commission approving the Company's exit from the MISO have 
authorized the establishment of a regulatory asset for the exit fee, subject to adjustment for possible filture 
MISO credits, and a regulatory liability for certain revenues associated with former MISO administrative 
charges, which may continue to be collected via base rates. The treatment of the regulatory asset and liability 
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will be determined in KU's next rate case, however, the Company historically has received approval to recover 
and refund regulatory assets and liabilities. 

FAC. KU's retail rates contain an FAC, whereby increases and decreases in the cost of fuel for generation are 
reflected in the rates charged to retail customers. The FAC allows the Company to adjust customers' accounts 
for the difference between the fuel cost component of base rates and the actual fuel cost, including 
transportation costs. Refunds to customers occur if the actual costs are below the embedded cost component. 
Additional charges to customers occur if the actual costs exceed the embedded cost component. The amount of 
the regulatmy asset or liability is the amount that has been under- or over-recovered due to timing or 
adjustments to the mechanism. 

The Kentucky Commission requires public hearings at six-month intervals to examine past fuel adjustments, 
and at two-year intervals to review past operations of the fuel clause and transfer of the then current fuel 

~ adjustment charge or credit to the base charges. 

In January 2008, the Kentucky Commission initiated a routine examination ofKU's FAC for the six-month 
period May 1,2007 through October 31,2007. Data discovery is ongoing and a public hearing is scheduled in 
March 2008. 

In August 2007, the Kentucky Commission initiated a routine examination ofKU's FAC for the six-month 
period of November 1,2006 through April 30, 2007. Data discovery has concluded arid a public hearing was 
held in October 2007. The Kentucky Commission issued an Order in January 2008, approving the charges and 
credits billed through the FAC during the review period. 

In December 2006, the Kentucky Commission initiated its periodic two-year review ofKU's past operations of 
the fuel clause and transfer offuel costs £i'om the FAC to base rates for November 1,2004 through October 31, 
2006. In March 2007, the KIUC challenged KU's recovery of approximately $5 million in aggregate fuel costs 
KU incurred during a period prior to its exit from the MISO and requested the Kentucky Commission disallow 
this amount. A public hearing was held in May 2007. In October 2007, the Kentucky Commission issued its 
Order approving the calculation and application ofKU's FAC charges and fuel procurement practices and 
indicated that KU was in compliance with the provisions of Administrative Regulation 807 KAR 5:5056. The 
Kentucky Commission fiuther approved KU' s recommendation for the transfer of fuel cost £i'om the F AC to 
base rates. In November 2007, the KIUC filed a petition for rehearing, claiming the Kentucky Commission 
misinterpreted the KIUC's arguments in the proceeding. In the same month, the Kentucky Commission issued 
an Order denying the KIUC's request for rehearing. An appeal was not filed by the KIUC. 

In July 2006, the Kentucky Commission initiated a six-month review of the FAC for KU for the period of 
November 1,2005 through April 30, 2006. The Kentucky Commission issued an Order in November 2006, 
approving the charges and credits billed through the FAC during the review period. 

In January 2003, the Kentucky Commission reviewed KU's FAC for the six-month period ended October 31, 
2001. The Kentucky Commission ordered KU to reduce its fuel costs for purposes of calculating its FAC by 
less than $1 million. At issue was the purchase of approximately 102,000 tons of coal £i'om Western Kentucky 
Energy Corp., a non-regulated affiliate, for use at KU's Ghent facility. The Kentucky Commission fiuther 
ordered that an independent audit be conducted to examine operational and management aspects of both KU's 
and LG&E's filel procurement functions. The final report's recommendations, issued in February 2004, related 
to documentation and process improvements. Management Audit Action Plans were agreed upon by KU and the 
Kentucky Commission Staff in the second quarter of2004, and resulted in Audit Progress Reports being filed 
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by KU with the Kentucky Commission. In February 2007, the Kentucky Commission staff indicated that KU 
fully complied with all audit recommendations and that no further reports are required. 

KU also employs an FAC mechanism for Virginia customers that uses an average fhel cost factor based 
primarily on projected fuel costs. The fuel cost factor may be adjusted annually for over or under collections of 
fuel costs from the previous year. In February 2007, KU filed an application with the Virginia Commission 
seeking approval of an increase of approximately $4 million in its fuel cost factor to reflect higher fuel costs 
incurred and under-collected during 2006, and anticipated higher fuel costs to be incurred in 2007. The Virginia 
Commission approved KU's request in April 2007. In February 2008, KU filed an application with the Virginia 
Commission seeking approval ofa decrease of 0.599 centslKWh in its fuel cost factor applicable during the 
billing period April 2008 through March 2009. The decrease was requested because KU has fully recovered its 
under-recovered fuel expenses fi'om the prior periods. 

Unamortized Loss on Bonds. The costs of early extinguishment of debt, including call premiums, legal and 
other expenses, and any unamortized balance of debt expense are amortized using the straight line method, 
which approximates the effective interest method, over the life of either replacement debt (in the case of 
refinancing) or the original life ofthe extinguished debt. 

ECR. Kentucky law permits KU to recover the costs of complying with the Federal Clean Air Act, including a 
return of operating expenses, and a return of and on capital invested, through the ECR mechanism. The amount 
of the regulatory asset or liability is the amount that has been under- or over-recovered due to timing or 
adjustments to the mechanism. 

In September 2007, the Kentucky Commission initiated six-month and two-year reviews for periods ending 
October 31, 2006 and April 30, 2007, respectively, of KU's environmental surcharge. Data discovery concluded 
in December 2007, and all parties to the case submitted requests with the Kentucky Commission to waive rights 
to a hearing on this matter. The case is submitted for decision and an order is anticipated in the second quatler 
of2008. 

In June 2006, KU filed an application for a CCN to construct an SCR at the Ghent station and to amend its ECR 
plan with the Kentucky Commission seeking approval to recover investments in environmental upgrades at the 
Company's generating facilities. The estimated capital cost of the upgrades for the years 2008 through 2010 is 
approximately $125 million, of which approximately $115 million is for the Air Quality Control System at TC2. 
A final Order was issued by the Kentucky Commission in December 2006, approving all expenditures and 
investments as submitted. In October 2007, KU met with the Kentucky Commission and other interested parties 
to discuss the status of the Ghent Unit 2 SCR construction. KU informed the Kentucky Commission that 
construction of the Ghent Unit 2 SCR was not going to commence before the CCN expired in December 2007, 
due to a change in the economics for the project. The CCN expired in December 2007, and KU has delayed 
construction of the Ghent Unit 2 SCR. 

In April 2006, the Kentucky Commission initiated six-month and two-year reviews ofKU's environmental 
surcharge for six-month periods ending July 2003, January 2004, January 2005, July 2005 and January 2006 
and for the two-year period ending July 2004. A final Order was received in January 2007, approving the 
charges and credits billed through the ECR during the review period as well as approving billing adjustments, a 
roll-in to base rates, revisions to the monthly surcharge filing and the rate of return on capital. 

VDT. In December 2001, the Kentucky Commission issued an Order approving a settlement agreement 
allowing KU to set up a regulatory asset of $54 million for workforce reduction costs and begin amortizing it 
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over a five-year period starting in April 2001. Some employees rescinded their participation in the voluntary 
enhanced severance program which, along with the non-recurring charge of$7 million for FERC and Virginia 
jurisdictions, thereby decreased the charge to the regulatory asset from $64 million to $54 million. The Order 
reduced revenues by approximately $11 million through a surcredit on bills to ratepayers over the same five
year period, reflecting a sharing (40% to the ratepayers and 60% to KU) of savings as stipulated by KU, net of 
amortization costs of the workforce reduction. The five-year VDT amOltization period expired in March 2006. 

As part of the settlement agreement in the rate case, in September 2005, KU filed with the Kentucky 
Commission a plan for the future ratemaking treatment of the VDT surcredit and costs. In February 2006, the 
AG, KIUC and KU reached a settlement agreement on the future ratemaking treatment of the VDT surcredits 
and costs and subsequently submitted a joint motion to the Kentucky Commission to approve the unanimous 
settlement agreement. Under the terms of the settlement agreement, the VDT surcredit will continue at the 
current level until such time as KU files for a change in base rates. The Kentucky Commission issued an Order 

~ in March 2006, approving the settlement agreement. 

Merger Snrcredit. As part ofthe LG&E Energy merger with KU Energy Corporation in 1998, KU estimated 
non-fiiel savings over a ten-year period following the merger. Costs to achieve these savings were deferred and 
amortized over a five-year period pursuant to regulatory orders. In approving the merger, the Kentucky 
Commission adopted KU's proposal to reduce its retail customers' bills based on one-half of the estimated 
merger-related savings, net of deferred and amortized amounts, over a five-year period. The surcredit 
mechanism provides that 50% ofthe net non-fuel cost savings estimated to be achieved from the merger be 
provided to ratepayers through a monthly bill credit, and 50% be retained by KU over a five-year period. In that 
same order, the Kentucky Commission required KU, after the end ofthe five-year period, to present a plan for 
sharing with ratepayers the then-projected non-fuel savings associated with the merger. KU submitted this filing 
in January 2003, proposing to continue to share with ratepayers, on a 50%/50% basis, the estimated fifth-year 
gross level of non-file I savings associated with the merger. In October 2003, the Kentucky Commission issued 
an Order approving a settlement agreement reached with the parties in the case. According to the Order, KU's 
merger surcredit would remain in place for another five-year term beginning July 1,2003, the merger savings 
would continue to be shared 50% with ratepayers and 50% with shareholders and KU would file a plan for the 
merger surcredit six months before its expiration. 

In December 2007, KU submitted to the Kentucky Commission its plan to allow the merger surcredit to 
terminate as scheduled on June 30, 2008. The Kentucky Commission has not issued a procedural schedule for 
this proceeding. 

Deferred Storm Costs. Based on an Order from the Kentucky Commission in June 2004, KU reclassified fi'om 
maintenance expense to a regulatory asset, $4 million related to costs not reimbursed fi'Oln the 2003 ice storm. 
These costs will be amortized through June 2009. KU earns a return of these amortized costs, which are 
included in KU'sjurisdictional operating expenses. 

Pension and Postretirement Benefits. KU adopted SFAS No. 158, Employers' Accounting/or Defined Benefit 
Pension and Other Postretirement Plans, in 2006. This statement requires employers to recognize the over
funded or under-funded status of a defined benefit pension and postretirement plan as an asset 01' liability in the 
balance sheet and to recognize through comprehensive income the changes in the fimded status in the year in 
which the changes occur. Under SFAS No. 71, KU can defer recoverable costs that would otherwise be charged 
to expense or equity by non-regulated entities. Current rate recovery in Kentucky and Virginia is based on 
SFAS No. 87, Employers' Accounting/or Pensions, and SFAS No. 106, Employers' Accounting/or 
Postretirement Benefits Other than Pensions, both of which were amended by SFAS No. 158. Regulators have 
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been clear and consistent with their historical treatment of such rate recovery, therefore, KU has recorded a 
regulatory asset representing the probable recovery ofthe portion of the change in funded status ofthe pension 
and postretirement plans that is expected to be recovered. The regulatory asset will be adjusted annually as prior 
service cost and actuarial gains and losses are recognized in net periodic benefit cost. 

Accumulated Cost of Removal of Utility Plant. As of December 31, 2007 and 2006, KU has segregated the 
cost of removal, previously embedded in accumulated depreciation, of$310 million and $297 million, 
respectively, in accordance with FERC Order No. 631. This cost of removal component is for assets that do not 
have a legal ARO under SFAS No. 143. For reporting purposes in the balance sheets, KU has presented this 
cost of removal as a regulatory liability pursuant to SF AS No. 71. 

Deferred Income Taxes - Net. Deferred income taxes represent the future income tax effects of recognizing 
the regulatory assets and liabilities in the income statement. Deferred income taxes are recognized at currently 
enacted tax rates for all material tempOl'aty differences between the financial repolting and income tax bases of 
assets and liabilities. 

DSM. KU's rates contain a DSM provision. The provision includes a rate mechanism that provides for 
concurrent recovery of DSM costs and provides an incentive for implementing DSM programs. The provision 
allows KU to recover revenues from lost sales associated with the DSM programs based on program plan 
engineering estimates and post-implementation evaluations. 

In July 2007, KU and LG&E filed an application with the Kentucky Commission requesting an order approving 
enhanced versions of the existing DSM programs along with the addition of several new cost effective 
programs. The total annual budget for these programs is approximately $26 million, an increase over the 
existing annual budget of approximately $10 million. Data discovery concluded in November 2007, and the 
Community Action Council ("CAC") for Lexington-Fayette, Bourbon, Harrison and Nicholas counties and the 
Kentucky Association for Community Action ("KACA"), filed a motion for hearing. In January 2008, the CAC 
and KACA filed a motion with the Kentucky Commission to withdraw the request because the parties reached a 
settlement. The Kentucky Commission is allowing the current tariffs to remain in effect until a final order is 
issued. 

Other Regulatory Matters 

Utility Competition in Virginia. The Commonwealth of Virginia passed the Virginia Electric Utility 
Restructuring Act in 1999. This act gave Virginia customers the ability to choose their electric supplier. Rates 
are capped at current levels through December 20 I O. The Virginia Commission will continue to require each 
Virginia utility to make annual filings of either a base rate change or an Annual Informational Filing consisting 
of a set of standard financial schedules. The Virginia Commission Staff will issue a Staff Report regarding the 
individual utility's financial performance during the historic 12-month period. The Staff Report can lead to an 
adjustment in rates, but through December 20 I 0, rates are subject to the capped rate period and essentially 
"frozen". In April 2007, Virginia passed legislation terminating this competitive market and commencing re
regulation of utility rates in Virginia. The new act will end the cap on rates at the end of 2008, rather than 
through December 2010, and end customer choice for most consumers in the applicable regions ofthe state. 
Thereafter, a hybrid model of regulation is expected to apply in Virginia, whereby utility rates would be 
reviewed every two years and a utility's rate ofretul'll on equity shall not be set lower than the average of the 
rates ofretul'll for other regional utilities, with certain caps, floors or adjustments. The legislation was effective 
in July 2007, and also includes a \0% nonbinding goal for renewable power generation by 2022, as well as 
incentives for new generation, including renewables. Under the legislation, KU retains an existing exemption 
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from customer choice and other restructuring activities as applicable to KU's limited service territory in 
Virginia. However, subject to future developments, KU mayor may not undertake such a rate proceeding in the 
first six months of2009 based on calendar year 2008 financial data under the hybrid model of regulation, or 
make biennial rate filings with the Virginia Commission thereafter. 

Regional Reliability Council. KU has changed its regional reliability council membership from the Reliability 
First Corporation to the SERC Reliability Corporation ("SERC"), effective January 1,2007. Regional reliability 
councils are industry cons01liums that promote, coordinate and ensure the reliability of the bulk electric supply 
systems in North America. 

TC2 CCN Application. A CCN application for construction ofthe new, base-load, coal fired unit TC2, which 
will be jointly owned by KU and LG&E, was approved by the Kentucky Commission in November 2005, and 
initial CCN applications for three transmission lines were approved in September 2005 and May 2006. In 
August 2006, KU obtained dismissal of a judicial review of such CCN approvals by certain property owners. In 
December 2007, the Kentucky COUll of Appeals reversed and remanded the lower Court's dismissal. Both 
parties have filed for reconsideration of elements of the appellate court's ruling. The transmission lines are also 
subject to routine regulatory filings and the right-of-way acquisition process. See Note 9, Commitments and 
Contingencies, for further discussion regarding the TC2 air pennit. 

Ghent FGD Inquiry. In October 2006, the Kentucky Commission commenced an inquiry into elements of 
KU's planned construction of one of its three new FGDs at the Ghent generating station. The proceeding 
requested, and KU provided, additional information regarding configuration details, expenditures and the 
proposed construction sequence applicable to future construction phases of the Ghent FGD project. In January 
2007, the Kentucky Commission issued an Order completing its inquiry in the matter and confirming its 
approval of KU's construction plan. The Order also provided general guidance for jurisdictional utilities 
regarding applicable information and data requirements for future CCN applications and subsequent 
proceedings. 

Market-Based Rate Authority. In July 2006, the FERC issued an Order in KU's market-based rate proceeding 
accepting KU's further proposal to address certain market power issues the FERC had claimed would arise 
upon an exit from the MISO. In particular, KU received permission to sell power at market-based rates at the 
interface of control areas in which it may be deemed to have market power, subject to a restriction that such 
power not be collusively re-sold back into such control areas. However, restrictions exist on sales by KU of 
power at market-based rates in the KUlLG&E and Big Rivers Electric Corporation control areas. In June 2007, 
the FERC issued Order No. 697 implementing certain reforms to market-based rate regulations, including 
restrictions similar to those previously in place for KU's power sales at control area interfaces. As a condition 
of receiving and retaining market-based rate authority, KU must comply with applicable affiliate restrictions set 
forth in FERC's regulation. 

FERC Audit Results. In July 2006, the FERC issued a final report under a routine audit that its Office of 
Enforcement (formerly its Office of Market Oversight and Investigations) had conducted regarding the 
compliance ofE.ON U.S. and its subsidiaries, including KU, under the FERC's standards of conduct and codes 
of conduct requirements, as well as other areas. The final report contained certain findings calling for 
improvements in E.ON U.S. and its subsidiaries' structures, policies and procedures relating to transmission, 
generation dispatch, energy marketing and other practices. E.ON U.S. and its subsidiaries have agreed to cellain 
corrective actions and have submitted procedures related to such corrective actions to the FERC. The corrective 
actions are in the nature of organizational and operational improvements as described above and are not 
expected to have a material adverse impact on the Company's results of operations or financial condition. 
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Mandatory Reliability Standards. As a result of EPAct 2005, certain formerly voluntmy reliability standards 
became mandatory in June 2007, and authority was delegated to various regional reliability organizations 
("RRO") by the Electric Reliability Organization, which was authorized by the FERC to enforce compliance 
with such standards, including promulgating new standards. Failure to comply with mandatory reliability 
standards can subject a registered entity to sanctions, including potential fines of up to $1 million per day as 
well as non-monetary penalties, depending upon the circumstances of the violation. KU is a member ofthe 
SERC, which acts as KU's RRO. The SERC is currently assessing KU's compliance with certain existing 
mitigation plans resulting from a prior RRO's audit of various reliability standards. While KU believes itself to 
be in substantial compliance with the mandatory reliability standards generally, KU cannot predict the outcome 
of the current SERC proceeding or of other analysis which may be conducted regarding compliance with 
particular reliability standards. 

IRP. Integrated resource planning regulations in Kentucky require major utilities to make triennial IRP filings 
with the Kentucky Commission. In April 2005, KU and LG&E filed their 2005 joint IRP with the Kentucky 
Commission. The IRP provides historical and projected demand, resource and financial data, and other 
operating performance and system information. The AG and the KIUC were granted intervention in the IRP 
proceeding. The Kentucky Commission issued its staff report with no substantive issues noted and closed the 
case by Order in February 2006. KU and LG&E will submit the next joint triennial filing in April 2008. 

PUHCA 2005. E.ON, KU's ultimate parent, is a registered holding company under PUHCA 2005. E.ON, its 
utility subsidiaries, including KU, and certain of its non-utility subsidiaries, are subject to extensive regulation 
by the FERC with respect to numerous matters, including: electric utility facilities and operations, wholesale 
sales of power and related transactions, accounting practices, issuances and sales of securities, acquisitions and 
sales of utility propelties, payments of dividends out of capital and surplus, financial matters and inter-system 
sales of non-power goods and services. KU believes that it has adequate authority (including financing 
authority) under existing FERC orders and regulations to conduct its business and will seek additional 
authorization when necessary. 

EPAct 2005. The EPAct 2005 was enacted in August 2005. Among other matters, this comprehensive 
legislation contains provisions mandating improved electric reliability standards and performance; granting 
enhanced civil penalty authority to the FERC; providing economic and other incentives relating to transmission, 
pollution control and renewable generation assets; increasing funding for clean coal generation incentives; 
repealing the Public Utility Holding Company Act of 1935; enacting PUHCA 2005 and expanding FERC 
jurisdiction over public utility holding companies and related matters via the Federal Power Act and PUHCA 
2005. 

In February 2006, the Kentucky Commission initiated an administrative proceeding to consider the 
requirements ofthe EPAct 2005, Subtitle E Section 1252, Smart Metering, which concerns time-based metering 
and demand response, and Section 1254, Interconnections. EPAct 2005 requires each state regulatory authority 
to conduct a formal investigation and issue a decision on whether or not it is appropriate to implement certain 
Section 1252, Smart Metering standards within eighteen months after the enactment ofEPAct 2005 and to 
commence consideration of Section 1254, Interconnection standards within one year after the enactment of 
EPAct 2005. Following a public hearing with all Kentucky jurisdictional electric utilities, in December 2006, 
the Kentucky Commission issued an Order in this proceeding indicating that the EPAct 2005 Section 1252, 
Smart Metering and Section 1254, Interconnection standards should not be adopted. However, all five Kentucky 
Commission jurisdictional utilities are required to file real-time pricing pilot programs for their large 
commercial and industrial customers. KU developed a real-time pricing pilot for large industrial and 
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commercial customers and filed the details of the plan with the Kentucky Commission in April 2007. Data 
discovelY concluded in July 2007, and no parties to the case requested a hearing. In February 2008, the 
Kentucky Commission issued an Order approving the real-time pricing pilot program proposed by KU for 
implementation within approximately eight months. KU willnotiry the Kentucky Commission 10 days prior to 
the actual implementation date and will file annual reports on the program within 90 days of each plan year-end 
for the 3-year pilot period. 

Green Energy Riders. In February 2007, KU and LG&E filed a Joint Application and Testimony for Proposed 
Green Energy Riders. The AG and KIUC were granted full intervention. In May 2007, a Kentucky Commission 
Order was issued authorizing KU to establish Small and Large Green Energy Riders, allowing customers to 
contribute funds to be used for the purchase of renewable energy credits. 

Home Energy Assistance Program. In July 2007, KU filed an application with the Kentucky Commission for 
the establishment of a new Home Energy Assistance program. During September 2007, the Kentucky 
Commission approved KU's new five-year program as filed, effective in October 2007. The program terminates 
in September 2012, and is funded through a $0.10 per month meter charge. 

Depreciation Study. In December 2007, KU filed a depreciation study with the Kentucky Commission 
requesting a change in the depreciation rates as required by a previous Order. An adjustment to the depreciation 
rates is dependent on an order being received by the Kentucky Commission, the timing of which cannot 
currently be determined. 

Note 3 - Financial Instruments 

The cost and estimated fair values ofKU's non-trading financial instruments as of December 31 follow: 

2007 2006 
Carrying Fair Carrying Fair 

(in millions) Value Value Value Value 
Long-term debt (including 

current portion of$33 million) $333 $333 $360 $360 
Long-term debt from affiliate $931 $996 $483 $487 

All ofthe above valuations reflect prices quoted by exchanges except for the loans fi'om affiliate which are fair 
valued using accepted valuation models. The fair values of cash and cash equivalents, accounts receivable, cash 
surrender value of key man life insurance, accounts payable and notes payable are substantially the same as their 
carrying values. 

Interest Rate Swaps (hedging derivatives). KU has lIsed over-the-counter interest rate swaps to hedge 
exposure to market fluctuations in certain of its debt instruments. Pursuant to Company policy, use of these 
financial instruments has been intended to mitigate risk, earnings and cash flow volatility and was not 
speculative in nature. Management had designated all ofthe interest rate swaps as hedge instruments. Financial 
instruments designated as fair value hedges and the underlying hedged items are periodically marked to market 
with the resulting net gains and losses recorded directly into net income. Upon termination of any fair value 
hedge, the resulting gain or loss is recorded into net income. 

KU had no outstanding interest rate swap agreements at December 31, 2007. KU was party to an interest rate 
swap agreement with a notional amount of$53 million as of December 31, 2006. The interest rate swap was 
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terminated in February 2007, when the underlying debt was defeased. Under this swap agreement, KU paid 
variable rates based on the London Interbank Offer Rate averaging 7.44% and received fixed rates averaging 
7.92% at December 31,2006. The swap agreement in effect at December 31, 2006 had been designated as a fair 
value hedge. The fair value designation was assigned because the underlying fixed rate debt had a firm future 
commitment. For 2007 and 2006, the effect of marking these financial instruments and the underlying debt to 
market resulted in pre-tax gains ofless than $1 million recorded in interest expense. 

Interest rate swaps hedge interest rate risk on the underlying debt under SF AS No. 133, Accounting/or 
Derivative Instruments and Hedging Activities, as amended, in addition to swaps being marked to market, the 
item being hedged must also be marked to market. Consequently, at December 31,2006, KU's debt reflects a 
mark-to-market adjustment ofless than $1 million. 

Energy Risk Management Activities (non-hedging derivatives). KU conducts energy trading and risk 
management activities to maximize the value of power sales from physical assets it owns. Energy trading 
activities are principally forward financial transactions to hedge price risk and are accounted for on a mark-to
market basis in accordance with SF AS No. 133, as amended. 

The table below summarizes KU's energy trading and risk management activities: 

(in millions) 
Fair value of contracts at beginning of period, net asset 

Unrealized gains and losses recognized at contract 
inception during the period 

Realized gains and losses recognized during the period 
Changes in fair values attributable to changes in valuation 

techniques and assumptions 
Other unrealized gains and losses and changes in fair values 

Fair value of contracts at end of period, net asset 

2007 
$ I 

(1) 

1-= 

2006 
$ I 

(2) 
_I 
U 

No changes to valuation techniques for energy trading and risk management activities occurred during 2007 01' 

2006. Changes in market pricing, interest rate and volatility assumptions were made during both years. All 
contracts outstanding at December 31, 2007 and 2006, have a maturity of less than one year and are valued 
using prices actively quoted for proposed 01' executed transactions 01' quoted by brokers. 

KU maintains policies intended to minimize credit risk and revalues credit exposures daily to monitor 
compliance with those policies. At December 31, 2007, 100% of the trading and risk management commitments 
were with counterparties rated BBB-lBaa3 equivalent 01' better. 

KU hedges the price volatility of its forecasted electric wholesale sales with the sales of market-traded electric 
forward contracts for periods of less than one year. Hedge accounting treatment has not been elected for these 
transactions, and therefore gains and losses are shown in the statements of income in other income - net. No 
material pre-tax gains and losses resulted in 2007. Pre-tax gains of$1 million resulted in 2006. 

Note 4 - Concentrations of Credit and Other Risk 

Credit risk represents the accounting loss that would be recognized at the reporting date if counterpatiies failed 
to perform as contracted. Concentrations of credit risk (whether on- or off-balance sheet) relate to groups of 
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customers or counterparties that have similar economic or industry characteristics that would cause their ability 
to meet contractual obligations to be similarly affected by changes in economic or other conditions. 

KU's customer receivables and revenues arise from deliveries of electricity to approximately 506,000 customers 
in over 600 communities and adjacent suburban and I'lIral areas in 77 counties in central, southeastern and 
western Kentucky, to approximately 30,000 customers in five counties in southwestern Virginia and 5 
customers in Tennessee. For the years ended December 31, 2007 and 2006,100% of total revenue was derived 
fi'om electric operations. 

Effective August 1, 2006, KU and its employees represented by the IBEW Local 2100 entered into a new three
year collective bargaining agreement. The new agreement provides for negotiated increases or changes to 
wages, benefits or other provisions and for annual wage re-openers. A wage re-opener was negotiated in July 
2007. KU and its employees represented by the USWA Local 9447-01 entered into a three-year collective 
bargaining agreement effective August 2005, with authorized annual wage re-openers. The employees 
represented by these two bargaining units comprise approximately 16% of KU's workforce at December 31, 
2007. Wage re-openers were negotiated in July 2006, and July 2007. 

Note 5 - Pension ami Other Postretirement Benefit Plans 

KU has both funded and unfunded non-contributory defined benefit pension plans and other postretirement 
benefit plans that together cover substantially all of its employees. The healthcare plans are contributory with 
pm1icipants' contributions adjusted annually. KU uses December 31 as the measurement date for its plans. 

Obligations and Funded Status. The following tables provide a reconciliation ofthe changes in the plans' 
benefit obligations and fair value of assets over the two-year period ending December 31, 2007, and a statement 
ofthe funded status as of December 31 for KU's sponsored defined benefit plans: 

Other Postretirement 
(in millions) Pension Benefits Benefits 

2007 2006 2007 2006 
Change in benefit obligation 

Benefit obligation at beginning of year $ 303 $ 318 $ 88 $ 95 
Service cost 6 6 2 2 
Interest cost 17 17 5 5 
Benefits paid, net of retiree contribntions (19) (19) (5) (5) 
Actuarial gain and other (23) (19) (14) (9) 

Benefit obligation at end of year $ 284 $ 303 $ 76 $ 88 

Change in plan assets 
Fail' value of plan assets at beginning of year $ 253 $ 247 $ 12 $ 9 

Actual return on plan assets 17 26 
Employer contributions 13 6 7 
Benefits paid, net of retiree contributions (19) (19) (5) (5) 
Administrative expenses and other (1) 

Fail' value ofp!an assets at end of year $ 264 $ 253 $ 13 $ 12 

Funded status at end of year $ (20) $ {502 $ (63) $ (76) 
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Amounts Recognized in Statement of Financial Position. The following tables provide the amounts 
recognized in the balance sheets and information for plans with benefit obligations in excess of plan assets as of 
December 31 : 

(in millions ) Pension Benefits 
2007 2006 

RegulatOlyassets $ 37 $ 59 
Accrued benefit liability (non-clUHmt) (20) (50) 

Other Postretirement 
Benefits 

2007 2006 
$ (9) $ 

(63) 
5 

(76) 

Additional year-end information for plans with accumulated benefit obligations in excess of plan assets: 

Other Postretirement 
(in millions ) Pension Benefits Benefits 

2007 2006 2007 2006 
Benefit obligation $ 284 $ 303 $ 76 $ 88 
Accumulated benefit obligation 243 258 
Fail' value of plan assets 264 253 13 12 

Components of Net Periodic Benefit Cost. The following table provides the components of net periodic 
benefit cost for the plans: 

Other Postretirement 
(in millions) Pension Benefits Benefits 

2007 2006 2007 2006 
Service cost $ 6 $ 6 $ 2 $ 2 
Interest cost 17 17 5 5 
Expected retul'll on plan assets (21) (20) (1) (1) 
Amortization of prior service costs 1 1 1 
AmOitization of actnarialloss 2 4 
Amortization oftransitional obligation 1 
Benefit cost at end of year $ 5 $ 8 $ 6 $ 8 

The assumptions used in the measurement ofKU's pension benefit obligation are shown in the following table: 

Weighted-average assumptions as of December 31 : 
Discount rate 
Rate of compensation increase 

6.66% 
5.25% 

5.96% 
5.25% 

The discount rate is based on the November Mercer Pension Discount Yield Curve, adjusted by the basis point 
change in the Moody's Corporate Aa Bond Rate in December. 
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The assumptions used in the measurement ofKU's net periodic benefit cost are shown in the following table: 

Discount rate 
Expected long-term return on plan assets 
Rate of compensation increase 

5.90% 
8.25% 
5.25% 

5.50% 
8.25% 
5.25% 

To develop the expected long-term rate of return on assets assumption, KU considered the current level of 
expected returns on risk fi'ee investments (primarily government bonds), the historical level of the risk premium 
associated with the other asset classes in which the portfolio is invested and the expectations for filture returns 
of each asset class. The expected retul'l1 for each asset class was then weighted based on the target asset 
allocation to develop the expected long-term rate ofrehu'n on assets assumption for the portfolio. 

The following describes the effects ou pension benefits by changing the major achmrial assumptions discussed 
above: 

• A I % change in the assumed discount rate could have an approximate $30 million positive 01' 

negative impact to the 2007 accumulated benefit obligation and an approximate $40 million positive 
01' negative impact to the 2007 projected benefit obligation. 

• A 25 basis point change in the expected rate of return on assets would have an approximate $1 
million positive 01' negative impact ou 2007 pension expense. 

Assumed Healthcare Cost Trend Rates. For measurement purposes, a 9% annual increase in the per capita 
cost of covered healthcare benefits was assumed for 2007. The rate was assumed to decrease gradually to 5% by 
2015 and remain at that level thereafter. 

Assumed health care cost trend rates have a significant effect on the amounts reported for the health care plans. A 
I % change in assumed healthcare cost trend rates would have resulted in an increase 01' decrease of less than $1 
million on the 2007 total of service and interest costs components and an increase 01' decrease of $4 million in 
year-end 2007 postretirement benefit obligations. 

Expected Future Benefit Payments and Medicare Subsidy Receipts. The following list provides the amount 
of expected future benefit payments, which reflect expected future service and the estimated gross amount of 
Medicare subsidy receipts: 

Other Medicare 
Pension Postretirement Subsidy 

(in millions ) Plans Benefits Recei12ts 
2008 $ 18 $ 6 $ (1) 
2009 18 7 (1) 
2010 17 7 (1) 
2011 17 7 (1) 
2012 17 7 (1) 
2013-17 90 37 (3) 
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Plan Assets. The following table shows KU's weighted-average asset allocation by asset category at December 
31: 

Pension Plans Target Range 2007 2006 
Equity securities 45% -75% 57% 61% 
Debt securities 30% - 50% 43% 39% 
Other 0%-10% 0% 0% 
Totals 100% 100% 

The investment policy of the pension plans was developed in conjunction with financial consultants, investment 
advisors and legal counsel. The goal of the investment policy is to preserve the capital ofthe fund and maximize 
investment earnings. The return objective is to exceed the benchmark return for the policy index comprised of 
the following: Russell 3000 Index, MSCI-EAFE Index, Lehman Aggregate and Lehman U.S. Long 
Government/Credit Bond Index in proportions equal to the targeted asset allocation. 

Evaluation of performance focuses on a long-term investment time horizon of at least three to five years 01' a 
complete market cycle. The assets ofthe pension plans are broadly diversified within different asset classes 
(equities, fixed income securities and cash equivalents). 

To minimize the risk of large losses in a single asset class, no more than 5% of the pOllfolio will be invested in 
the securities of anyone issuer with the exclusion of the U.S. government and its agencies. The equity portion 
ofthe fund is diversified among the market's various subsections to diversify risk, maximize returns and avoid 
undue exposure to any single economic sector, industry group or individual security. The equity subsectors 
include, but are not limited to, growth, value, small capitalization and international. 

In addition, the overall fixed income pOllfolio may have an average weighted duration, or interest rate 
sensitivity which is within +/- 20% ofthe duration of the overall fixed income benchmark. Foreign bonds in the 
aggregate shall not exceed 10% ofthe total fund. The portfolio may include a limited investment of up to 20% 
in below investment grade securities provided that the overall average portfolio quality remains "AA" or better. 
The below investment grade securities include, but are not limited to, medium-term notes, corporate debt, non
dollar and emerging market debt and asset backed securities. The cash investments should be in securities that 
either are of short maturities (not to exceed 180 days) or readily marketable with modest risk. 

Derivative securities are permitted only to improve the portfolio's risk/return profile, to modify the portfolio's 
duration or to reduce transaction costs and must be used in conjunction with underlying physical assets in the 
portfolio. Derivative securities that involve speculation, leverage, interest rate anticipation, 01' any undue risk 
whatsoever are not deemed appropriate investments. 

The investment objective for the postretirement benefit plan is to provide current income consistent with 
stability of principal and liquidity while maintaining a stable net asset value of $1.00 per share. The 
postretirement funds are invested in a prime cash money market fund that invests primarily in a portfolio of 
shOll-term, high-quality fixed income securities issued by banks, corporations and the U.S. government. 

Contributions. KU made a discretionary contribution to the pension plan of$13 million in January 2007. After 
this payment, KU's pension plan assets are in excess ofthe December 31,2007 accumulated benefit obligation. 
In addition, KU made contributions to other postretirement benefit plans of$6 million and $7 million in 2007 
and 2006, respectively. In 2008, KU anticipates making voluntary contributions to fund the Voluntary 
Employee Beneficiary Association trusts to match the annual postretirement expense and funding the 401 (h) 
plan up to the maximum amount allowed by law. 
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Pension Legislation. The Pension Protection Act of2006 was enacted in August 2006. The new rules are 
generally effective for plan years beginning after 2008. Among other matters, this comprehensive legislation 
contains provisions applicable to defined benefit plans which generally (i) mandate 100% funding of current 
liabilities within seven years; (ii) increase tax-deduction levels regarding contributions; (iii) revise certain 
actuarial assumptions, such as mortality tables and discount rates; and (iv) raise federal insurance premiums and 
other fees for under-funded and distressed plans. The legislation also contains similar provisions relating to 
defined-contribution plans and qualified and non-qualified executive pension plans and other matters. 

Thrift Savings Plans. KU has a thrift savings plan under section 40 I (k) of the Internal Revenue Code. Under the 
plan, eligible employees may defer and contribute to the plan a pOltion of current compensation in order to provide 
fhture retirement benefits. KU makes contributions to the plan by matching a pOltion of the employee contributions. 
The costs of this matching were $2 million for 2007 and 2006. 

Note 6 - Income Taxes 

A United States consolidated income tax retul'll is filed by E.ON U.S.'s direct parent, E.ON US Investments 
Corp., for each tax period. Each subsidiary of the consolidated tax group, including KU, will calculate its 
separate income tax for the tax period. The resulting separate-return tax cost or benefit will be paid to or 
received fi'om the parent company or its designee. KU also files income tax returns in various state jurisdictions. 
With few exceptions, KU is no longer subject to U.S. federal income tax examinations for years before 2004. 
Statutes oflimitations related to 2004 and later returns are still open. Tax years 2005, 2006 and 2007 are under 
audit by the IRS with the 2007 return being examined under an IRS pilot program named "Compliance 
Assurance Process". This program accelerates the IRS's review to the actual calendar year applicable to the 
return and ends 90 days after the return is filed. 

KU adopted the provisions of FIN 48 effective January 1,2007. At the date of adoption, KU had less than $1 
million of unrecognized tax benefits, primarily related to federal income taxes. If recognized, the less than $1 
million of unrecognized tax benefits would reduce the effective income tax rate. Additions and reductions of 
unceltain tax positions during 2007 were less than $1 million. 

Possible amounts ofunceltain tax positions for KU that may decrease within the next 12 months total less than 
$1 million and are based on the expiration of statutes during 2008. 

KU, upon adoption of FIN 48, adopted a new financial statement classification for interest and penalties. Prior 
to the adoption of FIN 48, KU recorded interest and penalties for income taxes on the income statements in 
income tax expense and in the taxes accrued balance sheet account, net of tax. Upon adoption of FIN 48, 
interest is recorded as interest expense and penalties are recorded as operating expenses on the income 
statement and accrued expenses in the balance sheets, on a pre-tax basis. Interest ofless than $1 million was 
accrued for 2007 and 2006 based on IRS and Kentucky Department of Revenue large corporate interest rates for 
underpayment of taxes. No penalties were accrued by KU upon adoption of FIN 48 or through December 31, 
2007. 
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Components of income tax expense are shown in the table below: 

(in millions) 2007 
Current - federal $ 28 

- state 13 
Deferred - federal- net (5) 

- state - net (1) 
Investment tax credit - deferred 43 
Amortization of investment tax credit ____ (1) 
Total income tax expense $77 
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2006 
$ 51 

II 

I 
12 

-11.) 
$ 74 

Current federal income tax expense decreased and investment tax credit - deferred increased primarily 
due to the recording of investment tax credits of$43 million and $12 million at December 31, 2007 and 

y 2006, respectively, as discussed below. 

In June 2006, KU and LG&E filed a joint application with the U.s. Department of Energy ("DOE") 
requesting certification to be eligible for investment tax credits applicable to the construction ofTC2. 
The EPAct 2005 added Section 48A to the Internal Revenue Code, which provides for an investment tax 
credit to promote the commercialization of advanced coal technologies that will generate electricity in 
an environmentally responsible manner. KU's and LG&E's application requested up to the maximum 
amount of "advanced coal project" credit allowed per taxpayer, or $125 million, based on an estimate of 
I 5% of projected qualifYing TC2 expenditures. In November 2006, the DOE and the IRS announced 
that KU and LG&E were selected to receive the tax credit. A final IRS certification required to obtain 
the investment tax credit was received in August 2007. KU's portion ofthe TC2 tax credit will be 
approximately $100 million over the construction period and will be amortized to income over the life of 
the related property beginning when the facility is placed in service. Based on eligible construction 
expenditures incurred, KU recorded investment tax credits of$43 million and $12 million in 2007 and 
2006, respectively, decreasing current federal income taxes. 

In September 2007, KU received Order 2007-00178 from the Kentucky Commission approving the accounting 
of the investment tax credit. In March 2008, certain groups filed suit in federal court in North Carolina against 
the DOE and IRS claiming the investment tax credit program was violative of certain environmental laws and 
demanded relief, including suspension or termination of the program. KU is not able to predict the ultimate 
outcome of this proceeding. 
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Components of net deferred tax liabilities included in the balance sheets are shown below: 

(in millions) 2007 2006 
Deferred tax liabilities: 
Depreciation and other plant-related items $292 $291 
Regulatory assets and other ---.1Q ~ 
Total deferred tax liabilities 332 328 

Deferred tax assets: 
Income taxes due to customers 9 10 
Pensions and related benefits 17 11 
Liabilities and other -1l ---.n 
Total deferred tax assets ~ ~ 

Net deferred income tax liability $283 $284 

Balance sheet classification 
Current assets $ (2) $ (5) 
Non-current liabilities 285 289 

Net deferred income tax liability $283 $284 

A reconciliation of differences between the statutory U.S. federal income tax rate and KU's effective income 
tax rate follows: 

Statutory federal income tax rate 
State income taxes, net of federal benefit 
Reduction of income tax accruals 
Qualified production deduction 
EEl dividend 
Amottization of investment tax credit 
Other differences 
Effective income tax rate 

35.0% 
304 

(004) 
(1.2) 
(2.9) 
(004) 
ill) 
31.6% 

35.0% 
3.9 

(0.5) 
(004) 
(304) 
(0.5) 
ill) 
32.7% 

The EEl dividend for 2007 and 2006 reflects tax benefits associated with the receipt of dividends from KU's 
investment in EEL Subsequent to an EEl management decision regarding changes in the distribution of EEl's 
previous earnings, KU elected to provide deferred taxes for all book and tax temporary differences in this 
investment. 

Other differences primarily relate to excess deferred taxes which reflect the benefits of deferred taxes reversing 
at tax rates that differ from statutory rates and various other permanent differences. 

H. R. 4520, known as the "American Jobs Creation Act of 2004", allows electric utilities to take a deduction for 
qualified production activities income statting in 2005. 

Kentucky House Bill 272, also known as "Kentucky's Tax Modernization Plan", was signed into law in March 
2005. This bill contains a number of changes in Kentucky's tax system, including the reduction of the Corporate 
income tax rate from 8.25% to 7% effective January 1,2005, and a further reduction to 6% effective January I, 
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2007. As a result ofthe income tax rate changes, KU's deferred tax reserve amount will exceed its actual 
deferred tax liability attributable to existing temporary differences, since the new statutory rates are lower than 
rates when the deferred tax liability originated. In December 2006, KU received approval from the Kentucky 
Commission to establish and amortize a regulatory liability of$ll million for these net excess deferred income 
tax balances. KU will amortize these depreciation-related excess deferred income tax balances under the 
average rate assumption method which matches the amortization of the excess deferred income taxes with the 
life of the timing differences to which they relate. Excess deferred income tax balances related to non
depreciation timing differences were expensed in 2006 due to their immaterial amount. There were no 
additional adjustments in 2007. 

KU expects to have adequate levels oftaxable income to realize its recorded deferred tax assets. 

Note 7 - Long-Term Debt 

W As of December 31, 2007 and 2006, long-term debt and the current portion oflong-term debt consist primarily 
of pollution control bonds and long-term loans from affiliated companies as summarized below. 

Stated Principal 
(in millions) Interest Rates Maturities Amounts 

Outstanding at December 31, 2007: 
Noncurrent portion Variable - 6.33% 2010-2037 $1,231 
Current portion Variable 2032 $ 33 

Outstanding at December 31, 2006: 
Noncurrent portion Variable - 6.33% 2010-2036 $ 702 
Current portion Variable - 7.92% 2007-2032 $ 141 

Pollution control series bonds are obligations of KU issued in connection with tax-exempt pollution control 
revenue bonds issued by various governmental entities, principally counties in Kentucky. A loan agreement 
obligates KU to make debt service payments to the county that equate to the debt service due fi'om the county 
on the related pollution control revenue bonds. Until a series of financing transactions was completed during 
February 2007, the county's debt was also secured by an equal amount ofKU's first mOitgage bonds that were 
pledged to the trustee for the pollution control revenue bonds that match the terms and conditions of the 
county's debt, but require no payment of principal and interest unless KU defaults on the loan agreement. 
Proceeds fi'om bond issuances for environmental equipment (primarily related to the installation ofFGDs) are held 
in trust pending expenditure for qualifYing assets. At December 31, 2007, and 2006, KU had $11 million and $23 
million, respectively, of bond proceeds in trust, included in restricted cash in the balance sheets. 

Several of the KU pollution control bonds are insured by monoline bond insurers whose ratings have been 
under pressure due to exposures relating to insurance of sub-prime mortgages. At December 31, 2007, KU had 
an aggregate $333 million of outstanding pollution control indebtedness, of which $300 million is in the form of 
insured auction rate securities wherein interest rates are reset either weekly or every 35 days via an auction 
process. Beginning in late 2007, the interest rates on these insured bonds began to increase due to investor 
concerns about the creditworthiness of the bond insurers. In 2008, interest rates have continued to increase, and 
the Company has experienced "failed auctions" when there are insufficient bids for the bonds. When there is a 
failed auction, the interest rate is set pursuant to a formula stipulated in the indenture which can be as high as 
15%. During 2007, the average rate on the auction rate bonds was 3.96%, whereas the average rate in January 
and February of2008 was 4.72%. The instruments governing these auction rate bonds permit KU to convert the 
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bonds to other interest rate modes, such as various shOli-term variable rates, long-term fixed rates or 
intermediate-term fixed rates that are reset inli-equently. In the first quarter of2008, the ratings of the Carroll 
County 2004 Series A bonds were downgraded fi'om AAA to AA and subsequently to A by S&P and fi'om Aaa 
to A2 by Moody's, and the Carroll County 2006 Series C bonds were downgraded from Aaa to A2 by Moody's 
and from AAA to A- by S&P due to downgrades ofthe bond insurer. In February 2008, KU issued a notice to 
bondholders of its intention to convert the Carroll County 2007 Series A bonds and the Trimble County 2007 
Series A bonds fi'om the auction rate mode to a fixed interest rate mode, as permitted under the loan documents. 
In March 2008, KU will issue notices to bondholders of its intention to conveti the Carroll County 2006 Series 
C bonds and the Mercer County 2000 Series A bonds from the auction mode to a weekly interest rate mode, as 
permitted under the loan documents. KU expects to purchase such bonds and hold some or all such bonds until 
a later date, including potential further conversion, remarketings or refinancings. Uncertainty in markets relating 
to auction rate securities or steps KU has taken or may take to mitigate such uncertainty, such as additional 
conversions, subsequent restructurings or redemptions and refinancings, could result in KU incurring increased 
interest expense, transaction expenses or other costs and fees or experiencing reduced liquidity relating to 
existing or lhture pollution control financing structures. See Note 13, Subsequent Events. 

All ofKU's first mortgage bonds were released and terminated in February 2007. Only the tax-exempt pollution 
control revenue bonds issued by the counties remain. Under the provisions for certain ofKU's variable-rate 
pollution control bonds, the bonds are subject to tender for purchase at the option of the holder and to 
mandatory tender for purchase upon the occurrence of certain events, causing the bonds to be classified as 
current portion oflong-term debt in the balance sheets. The average annualized interest rate for these bonds 
during 2007 and 2006 was 3.72% and 3.56%, respectively. 

At December 31, 2006, KU had an interest rate swap used to hedge KU's underlying debt obligations. The swap 
hedged specific debt issuances and, consistent with management's designation, was accorded hedge accounting 
treatment. The swap effectively converted the fixed rate obligation on KU's first mortgage bond Series P to 
variable-rate. At December 31, 2006, the remaining swap had a notional value of $53 million. The swap was 
terminated in February 2007, when the underlying bond was defeased. See Note 3, Financial Instruments. 

Redemptions and maturities of long-term debt for 2007 and 2006 are summarized below: 

($ in millions) Principal Securedl 
Year Description Amount Rate Unsecured Maturity 
2007 Pollution control bonds $ 54 Variable Secured 2024 
2007 First mortgage bonds $ 54 7.92% Secured 2007 
2006 First mortgage bonds $ 36 5.99% Secured 2006 
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Issuances of long-term debt for 2007 and 2006 are summarized below: 

($ in millions) Principal Secured! 
Year Description Amount Rate Unsecured Maturitx 
2007 Pollution control bonds $ 54 Variable Unsecured 2034 
2007 Pollution control bonds $ 18 Variable Unsecured 2026 
2007 Pollution control bonds $ 9 Variable Unsecured 2037 
2007 Due to Fidelia $ 53 5.69% Unsecured 2022 
2007 Due to Fidelia $ 75 5.86% Unsecured 2037 
2007 Due to Fidelia $ 50 5.98% Unsecured 2017 
2007 Due to Fidelia $100 5.96% Unsecured 2028 
2007 Due to Fidelia $ 70 5.71% Unsecured 2019 
2007 Due to Fidelia $100 5.45% Unsecured 2014 
2006 Pollution control bonds $ 17 Variable Unsecured 2036 
2006 Pollution control bonds $ 17 Variable Unsecured 2036 
2006 Due to Fidelia $ 50 5.675% Unsecured 2016 
2006 Due to Fidelia $ 50 6.33% Unsecured 2036 

In February 2007, KU completed a series of financial transactions impacting its periodic reporting requirements. 
The $54 million Pollution Control Series 10 bond was refinanced and replaced with a new unsecured tax
exempt bond ofthe same amount maturing in 2034. The $53 million Series P bond was defeased and replaced 
with an intercompany loan totaling $53 million fi'om Fidelia. In conjunction with the defeasance, the Company 
terminated the related interest rate swap. Fidelia also agreed to eliminate the second lien on its two secured 
loans. Pursuant to the terms of the remaining tax-exempt bonds, the first mortgage bonds were cancelled and the 
underlying lien on substantially all ofKU's assets was released following the completion ofthese steps. KU no 
longer has any secured debt and is no longer subject to periodic reporting under the Securities Exchange Act of 
1934. 

Long-term debt maturities for KU are shown in the following table: 

(in millions) 
2008 - 2009 $ 
2010 33 
2011 
2012 50 
Thereafter J...ill (a) 
Total $1,264 

(a) Includes long-term debt of$33 million classified as current liabilities because these bonds are subject to 
tender for purchase at the option of the holder and to mandatory tender for purchase upon the occurrence of 
certain events. These bonds mature in 2032. KU does not expect to pay these amounts in 2008. 
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KU participates in an intercompany money pool agreement wherein E.ON U.S. and/or LG&E make funds 
available to KU at market-based rates (based on an index of highly rated commercial paper issues) up to $400 
million. 

Total Money 
($ in millions) 
December 31, 2007 
December 31, 2006 

Amount 
Pool Available 

$400 
$400 

Balance 
Outstanding 

$23 
$97 

Average 
Available 

$377 
$303 

Interest Rate 
4.75% 
5.25% 

As of December 31, 2007 and 2006, E.ON U.S. maintained a revolving credit facility totaling $150 million and 
$200 million, respectively, with an affiliated company, E.ON North America, Inc., to ensure funding 
availability for the money pool. The balance is as follows: 

Total 
($ in millions) 
December 31, 2007 
December 31, 2006 

Amount 
Available 

$150 
$200 

Balance 
Outstanding 

$ 62 
$102 

Average 
Available 

$88 
$98 

Interest Rate 
4.97% 
5.49% 

During June 2007, KU entered into a short-term bilateral line of credit totaling $35 million. During the third 
quarter of2007, KU extended the maturity date on this facility to June 2012. There was no outstanding balance 
under this facility at December 31, 2007. 

The covenants under this revolving line of credit include: 
• The debt/total capitalization ratio must be less than 70% 
• E.ON must own at least 66.667% of voting stock ofKU directly 01' indirectly 
• The corporate credit rating of the Company must be at 01' above BBB- and Baa3 as determined by 

S&P and Moody's 
• A limitation on disposing of assets aggregating more than 15% of total assets as of December 3 I, 

2006 

Note 9 - Commitments and Contingencies 

Operating Leases. KU leases office space, office equipment and vehicles and accounts for these leases as 
operating leases. In addition, KU reimburses LG&E for a portion ofthe lease expense paid by LG&E for KU's 
usage of office space leased by LG&E. Total lease expense was $6 million for 2007 and 2006. The future 
minimum annual lease payments for operating leases for years subsequent to December 31, 2007, are shown in the 
following table: 

(in millions) 
2008 $ 6 
2009 5 
2010 3 
2011 2 
2012 2 
Thereafter --.1 
Total $22 
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Owensboro Contract Litigation. In May 2004, the City of Owensboro, Kentucky and OMU commenced a suit 
now removed to the U.S. District Court for the Western District of Kentucky, against KU concerning a long
term power supply contract (the "OMU Agreement") with KU. The dispute involves interpretational differences 
regarding issues under the OMU Agreement, including various payments 01' charges between KU and OMU and 
rights concerning excess power, termination and emissions allowances. The complaint seeks in excess of $6 
million in damages in connection with one of its claims for periods prior to 2004, plus damages in an 
unspecified amount for later-occurring periods on that claim and for other claims. OMU has additionally 
requested injunctive and other relief, including a declaration that KU is in material breach of the contract. KU 
has filed an answer in that court denying the OMU claims and presenting counterclaims and amended such 
filing in January 2007, to include further counterclaims alleging additional damages. During 2005, the FERC 
declined KU's application to exercise exclusive jurisdiction on matters. In July 2005, the district court resolved 
a summary judgment motion made by KU in OMU's favor, ruling that a contractual provision grants OMU the 
ability to terminate the contract without cause upon four years' prior notice, for which ruling KU retains certain 
rights to appeal. A motion to reconsider that ruling is presently pending before the Court. The parties are 
continuing various discovery proceedings, as well as settlement negotiations. A trial date has been set for 
October 2008. In May 2006, OMU issued a notification of its intent to terminate the OMU agreement contract 
in May 2010, without cause, absent any earlier relief which may be permitted by the proceeding. The Company 
is currently unable to determine the final outcome ofthis matter. 

Sale and Leaseback Transaction. KU is a participant in a sale and leaseback transaction involving its 62% 
interest in two jointly owned CTs at KU's E.W. Brown generating station (Units 6 and 7). Commencing in 
December 1999, KU and LG&E entered into a tax-efficient, IS-year lease ofthe CTs. KU and LG&E have 
provided funds to fully defease the lease, and have executed an irrevocable notice to exercise an eady purchase 
option contained in the lease after 15.5 years. The financial statement treatment of this transaction is no 
different than ifKU had retained its ownership. The leasing transaction was entered into following receipt of 
required state and federal regulatory approvals. 

In case of default under the lease, KU is obligated to pay to the lessor its share of certain fees 01' amounts. 
Primary events of default include loss or destruction of the CTs, failure to insure 01' maintain the CTs and 
unwinding of the transaction due to governmental actions. No events of default currently exist with respect to 
the lease. Upon any termination ofthe lease, whether by default 01' expiration of its term, title to the CTs reverts 
jointly to KU and LG&E. 

At December 31, 2007, the maximum aggregate amount of default fees or amounts was $10 million, of which 
KU would be responsible for 62% (approximately $6 million). KU has made arrangements with RON U.S., via 
guarantee and regulatory commitment, for E.ON U.S. to pay KU's full portion of any default fees or amounts. 

Letter of Credit. KU has provided a letter of credit totaling less than $1 million to support certain obligations 
related to workers' compensation. 

Purchased Power. KU has purchased power arrangements with OMU and OVEC. Under the OMU agreement, 
which could last through January 1,2020, KU purchases all ofthe output of an approximately 400-Mw coal
fired generating station not required by OMU. The amount of purchased power available to KU during 200S-
2010, which is expected to be approximately 6% ofKU's total Kwh native load energy requirements, is 
dependent upon a number of factors including the OMU units' availability, maintenance schedules, fuel costs 
and OMU requirements. Payments are based on the total costs of the station allocated per terms of the OMU 
agreement. Included in the total costs is KU's propOltionate share of debt service requirements on $246 million 
of OMU bonds outstanding at December 31, 2007. The debt service is allocated to KU based on its annual 
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allocated share of capacity, which averaged approximately 39% in 2007. KU does not guarantee the OMU 
bonds, 01' any requirements therein, in the event of default by OMU. 

KU has a contract for purchased power with OVEC, terminating in 2026, for various Mw capacities. KU has an 
investment of2.5% ownership in OVEC's common stock, which is accounted for on the cost method of 
accounting. KU's share ofOVEC's output is 2.5%, approximately 55 Mw of generation capacity. Future 
obligations for power purchases are shown in the following table: 

(in millions) 
2008 $ 23 
2009 25 
2010 16 
2011 8 
2012 9 
Thereafter ---11l 
Total $224 

Construction Program. KU had approximately $392 million of commitments in connection with its construction 
program at December 31, 2007. 

In June 2006, KU and LG&E entered into a construction contract regarding the TC2 project. The contract is 
generally in the form of a lump-sum, tUl'l1key agreement for the design, engineering, procurement, construction, 
commissioning, testing and delivery of the project, according to designated specifications, terms and conditions. 
The contract price and its components are subject to a number of potential adjustments which may serve to 
increase or decrease the ultimate construction price paid or payable to the contractor. The contract also contains 
standard representations, covenants, indemnities, termination and other provisions for arrangements of this type, 
including termination for convenience or for cause rights. 

TC2 Ail' Permit. The Sierra Club and other environmental groups filed a petition challenging the air permit 
issued for the TC2 base load generating unit which was issued by the Kentucky Division of Air Quality in 
November 2005. The filing of the challenge did not stay the permit, so the Company was free to proceed with 
construction during the pendancy ofthe action. In June 2007, the state hearing officer assigned to the matter 
recommended upholding the air permit with minor revisions. In September 2007, the Secretary of the Kentucky 
Environmental and Public Protection Cabinet issued a final Order approving the hearing officer's recommenda
tion and upholding the permit. In September 2007, KU administratively applied for a permit revision to reflect 
minor design changes. In October 2007, the environmental groups submitted comments objecting to the draft 
permit revisions and, in part, attempting to reassert general objections to the generating unit. An agency 
decision on the final permit revisions may occur during 2008. The Company is currently unable to determine 
the final outcome of this matter. 

Mine Safety Compliance Costs. In March 2006, the Mine Safety and Health Administration enacted 
Emergency Temporary Standards regulations and has issued additional regulations as the result of the passage 
of the Mine Improvement and New Emergency Response Act of2006, which was signed into law in June 2006. 
At the state level, Kentucky and other states that supply coal to KU, have passed new mine safety legislation. 
These pieces of legislation require all underground coal mines to implement new safety measures and install 
new safety equipment. Under the terms of some of the coal contracts KU has in place, provisions are made to 
allow for price adjustments for compliance costs resulting from new 01' amended laws 01' regulations. KU has 
begun to receive information from the mines it contracts with regarding price adjustments related to these 
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compliance costs and has hired a consultant to review all supplier claims for validity and reasonableness. At this 
time KU has not been notified of claims by all mines and is reviewing those claims it has received. An 
adjustment will be made to the value of the coal inventory once the amount is determinable, however, the 
amount cannot be estimated at this time. The Company expects to recover these costs through the F AC. 

Environmental Matters. KU's operations are subject to a number of environmental laws and regulations in each 
ofthe jurisdictions in which it operates, governing, among other things, air emissions, wastewater discharges, the 
use, handling and disposal of hazardous substances and wastes, soil and groundwater contamination and employee 
health and safety. 

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

Ambient Air Quality. The Clean Ail' Act requires the EPA to periodically review the available scientific data for 
six criteria pollutants and establish concentration levels in the ambient ail' sufficient to protect the public health 
and welfare with an extra margin for safety. These concentration levels are known as national ambient ail' 
quality standards ("NAAQS"). Each state must identifY "nonattainment areas" within its boundaries that fail to 
comply with the NAAQS and develop a SIP to bring such nonattainment areas into compliance. If a state fails 
to develop an adequate plan, the EPA must develop and implement a plan. As the EPA increases the stringency 
of the NAAQS through its periodic reviews, the attainment status of various areas may change, thereby 
triggering additional emission reduction obligations under revised SIPs aimed to achieve attainment. 

In 1997, the EPA established new NAAQS for ozone and fine particulates that required additional reductions in 
S02 and NOx emissions from power plants. In 1998, the EPA issued its final "NOx SIP Call" rule requiring 
reductions in NOx emissions of approximately 85% liOln 1990 levels in order to mitigate ozone transport from 
the midwestern U.S. to the northeastern U.S. To implement the new federal requirements, Kentucky amended 
its SIP in 2002 to require electric generating units to reduce their NOx emissions to 0.15 pounds weight pel' 
MMBtu on a company-wide basis. In 2005, the EPA issued the CAIR which requires additional S02 emission 
reductions of 70% and NOx emission reductions of 65% from 2003 levels. The CAIR provides for a two-phase 
cap and trade program, with initial reductions of NO x and S02 emissions due by 2009 and 20 I 0, respectively, 
and final reductions due by 2015. The final rule is currently under challenge in a number of federal court 
proceedings. In 2006, Kentucky proposed to amend its SIP to adopt state requirements similar to those under 
the federal CAIR. Depending on the level of action determined necessary to bring local nonattainment areas 
into compliance with the new ozone and fine pm1iculate standards, KU's power plants are potentially subject to 
additional reductions in S02 and NOx emissions. KU's weighted-average company-wide emission rate for S02 
in 2007 was approximately 1.33 Ibs.lMMBtu ofheat input, with every generating unit below its emission limit 
established by the Kentucky Division for Air Quality. 

Hazardous Air Pollutants. As provided in the 1990 amendments to the Clean Ail' Act, the EPA investigated 
hazardous ail' pollutant emissions from electric utilities and submitted a report to Congress identifying mercury 
emissions from coal-fired power plants as warranting further study. In 2005, the EPA issued the CAMR 
establishing mercury standards for new power plants and requiring all states to issue new SIPs including 
mercury requirements for existing power plants. The EPA issued a model rule which provides for a two-phase 
cap and trade program with initial reductions due by 2010 and final reductions due by 2018. The CAMR 
provides for reductions of 70% fi'om 2003 levels. The EPA closely integrated the CAMR and CAIR programs 
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to ensure that the 2010 mercury reduction targets will be achieved as a "co-benefit" of the controls installed for 
purposes of compliance with the CAIR. The final rule is also currently under challenge in the federal courts. In 
February 2008, a federal appellate court issued a decision in one of the proceedings vacating the current 
CAMR, an outcome that may have the effect of resulting in more stringent mercury reduction rules. However, 
the ruling could be subject to fmiher appeal. In 2006, Kentucky proposed to amend its SIP to adopt state 
requirements similar to those under the federal CAMR. In 2006, the Kentucky ail' agency adopted a regulation 
aimed at regulating additional hazardous ail' pollutants from sources including power plants, but it was 
withdrawn in 2007. To the extent those rules are final, they are not expected to have a material impact on KU's 
power plant operations. 

Acid Rain Program. The 1990 amendments to the Clean Ail' Act imposed a two-phased cap and trade program 
to reduce S02 emissions from power plants that were thought to contribute to "acid rain" conditions in the 
northeastern U.S. The 1990 amendments also contained requirements for power plants to reduce NOx emissions 
through the use of available combustion controls. 

Regional Haze. The Clean Ail' Act also includes visibility goals for certain federally designated areas, including 
national parks, and requires states to submit SIPs that will demonstrate reasonable progress toward preventing 
future impairment and remedying any existing impairment of visibility in those areas. In 2005, the EPA issued 
its Clean Ail' Visibility Rule detailing how the Clean Ail' Act's BART requirements will be applied to facilities, 
including power plants, built between 1962 and 1974 that emit certain levels of visibility impairing pollutants. 
Under the finall'Ule, as the CAIR will result in more visibility improvement than BART, states are allowed to 
substitute CAIR requirements in their regional haze SIPs in lieu of controls that would otherwise be required by 
BART. The final rule has been challenged in the coutis. 

Installation of Pollution Controls. Many ofthe programs under the Clean Ail' Act utilize cap and trade 
mechanisms that require a company to hold sufficient emissions allowances to cover its authorized emissions on 
a company-wide basis and do not require installation of pollution contt'Ols on every generating unit. Under cap 
and trade programs, companies are free to focus their pollution control efforts on plants where such contt'Ols are 
particularly efficient and utilize the resulting emission allowances for smaller plants where such controls are not 
cost effective. KU met its Phase I S02 requirements primarily through installation ofFGD equipment on Ghent 
Unit 1. KU's combined strategy for its Phase II S02 requirements, which commenced in 2000, includes the 
installation of additional FGD equipment, as well as using accumulated emissions allowances and fuel 
switching to defer certain additional capital expenditures. In order to achieve the NOx emission reductions and 
associated obligations, KU installed additional NOx controls, including SCR technology, during the 2000 to 
2007 time period at a cost of $220 million. In 200 I, the Kentucky Commission granted approval to recover the 
costs incurred by KU for these projects through the environmental surcharge mechanism. Such monthly 
recovery is subject to periodic review by the Kentucky Commission. 

In order to achieve the emissions reductions mandated by the CAIR and CAMR, KU expects to incur additional 
capital expenditures totaling approximately $675 million during the 2008 through 2010 time period for 
pollution controls including FGD and SCR equipment, and additional operating and maintenance costs in 
operating such controls. In 2005, the Kentucky Commission granted approval to recover the costs incurred by 
KU for these projects through the ECR mechanism. Such monthly recovery is subject to periodic review by the 
Kentucky Commission. KU believes its costs in reducing S02, NOx and mercury emissions to be comparable to 
those of similarly situated utilities with like generation assets. KU's compliance plans are subject to many 
factors including developments in the emission allowance and fuels markets, future legislative and regulatory 
enactments, legal proceedings and advances in clean air technology. KU will continue to monitor these 
developments to ensure that its environmental obligations are met in the most efficient and cost-effective 
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Potential GHG Controls. In 2005, the Kyoto Protocol for reducing GHG emissions took effect, obligating 37 
industrialized countl'ies to undertake substantial reductions in GHG emissions. The U.S. has not ratified the 
Kyoto Protocol and there are currently no mandatory GHG emission reduction requirements at the federal level. 
Legislation mandating GHG reductions has been introduced in the Congress, but no federal legislation has been 
enacted to date. In the absence of a program at the federal level, various states have adopted their own GHG 
emission reduction programs. Such programs have been adopted in various states including 11 northeastern 
U.S. states and the District of Columbia under the Regional GHG Initiative program and California. Substantial 
efforts to pass federal GHG legislation are ongoing. In addition, litigation is currently pending before various 
courts to determine whether the EPA and the states have the authority to regulate GHG emissions under existing 
law. In April 2007, the U.S. Supreme Court ruled that the EPA has the authority to regulate GHG under the 
Clean Ail' Act. KU is monitoring ongoing efforts to enact GHG reduction requirements at the state and federal 
level and is assessing potential impacts of such programs and strategies to mitigate those impacts. KU is unable 
to predict whethyr mandatory GHG reduction requirements will ultimately be enacted. As a Company with 
significant coal-fired generating assets, KU could be substantially impacted by programs requiring mandatory 
reductions in GHG emissions, although the precise impact on the operations ofKU, including the reduction 
targets and deadlines that would be applicable, cannot be determined prior to the enactment of such programs. 
Brown New Source Review Litigation. In April 2006, the EPA issued an NOV alleging that KU had violated 
certain provisions of the Clean Ail' Act's new source review rules relating to work performed in 1997, on a 
boiler and turbine at KU's E.W. Brown generating station. In December 2006, the EPA issued a second NOV 
alleging the Company had exceeded heat input values in violation of the ail' permit for the unit. During 2006, 
KU provided data responses to the EPA with respect to the allegations in the NOVs. In March 2007, the 
Department of Justice filed a complaint in federal court in Kentucky alleging the same violations specified in 
the prior NOVs. The complaint seeks civil penalties, including potential per-day fines, remedial measures and 
injunctive relief. In April 2007, KU filed an answer in the civil suit denying the allegations. In July 2007, a July 
2009 date for tl'ial on the merits was scheduled. The parties continue periodic settlement discussions and a $2 
million accrual has been recorded based on the current status of those discussions, however, KU cannot 
determine the overall outcome 01' potential effects ofthese matters, including whether substantial fines, 
penalties 01' remedial construction may result. 

Section 114 Requests. In August 2007, the EPA issued administrative information requests under Section 114 of 
the Clean Ail' Act requesting new source review-related data regarding certain construction and maintenance 
activities at LG&E's Mill Creek 4 and Trimble County I generating units and KU's Ghent 2 generating unit. 
The Companies are complying with the information requests and are not able to predict fmther proceedings in 
this matter at this time. 

Ghent Opacity NOV. In September 2007, the EPA issued an NOV alleging that KU had violated certain 
provisions of the Clean Air Act's operating rules relating to opacity during June and July of2007 at Units I and 
3 ofKU's Ghent generating station. The parties have commenced initial discussions on this matter. KU is not 
able to estimate the outcome or potential effects of these matters, including whether substantial fines, penalties 
or remedial construction may result. 

General Environmental Proceedings. KU has recently settled certain environmental matters. During 2005 and 
2006, final judicial and administrative approvals were received regarding a consent decree relating to the 
October 1999 leak of approximately 38,000 gallons of diesel fuel (of which 34,000 gallons were recovered) 
from an underground pipeline at KU's E.W. Brown Station. Under the terms of the settlement, KU paid a civil 
penalty in 2006 and has agreed to construct a supplemental environmental project and maintain the project for 
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ten years, each at a cost ofless than $1 million. During 2006, final judicial and administrative approvals were 
received regarding a settlement associated with a former transformer scrap-yard which had been the subject of 
April 2002 correspondence to KU and other potentially responsible parties. Under the terms ofthe settlement, 
the parties bore aggregate cleanup costs of approximately $2 million, of which KU's share was less than $1 
million, which was paid in December 2006. 

From time to time, KU appears before the EPA, various state or local regulatory agencies and state and federal 
courts regarding matters involving compliance with applicable environmental laws and regulations. Such 
matters include liability under the Comprehensive Environmental Response, Compensation and Liability Act 
for cleanup at various off-site waste sites and ongoing claims regarding GHG emissions fi'om KU's generating 
stations. Based on analysis to date, the resolution of such matters is not expected to have a material impact on 
the operations of KU. 

~ Note 10 - Jointly Owned Electric Utility Plant 

KU and LG&E have begun construction ofTC2, a jointly owned unit at the Trimble County site. KU 
and LG&E own undivided 60.75% and 14.25% interests, respectively, in TC2. Of the remaining 25% of 
TC2, Illinois Municipal Electric Agency ("IMEA") owns a 12.12% undivided interest and Indiana 
Municipal Power Agency ("IMP A") owns a 12.88% undivided interest. Each company is responsible for 
its proportionate share of capital cost during construction, and fuel, operation and maintenance cost 
when TC2 begins operation, which is expected to occur in 20 I O. 

TC2 
LG&E KU IMPA 

Ownership interest 14.25% 60.75% 12.88% 
Mwcapacity 107 455 97 

(in millions) LG&E KU 
Construction work in progress $74 $332 

KU and LG&E jointly own the following CTs and related equipment: 

($ Ul millions) KU LG&E 
($) 

($) Net ($) 

lMEA 
12.12% 

91 

($) 
Net 

Total 
100% 
750 

Total 

($) 
($) 
Net 

Mw ($) Depre- Book Mw ($) Depre- Book Mw ($) Depre- Book 
Omlership Percentage Capacity Cost ciation Vakle Capacity Cost ciation VakJe Capacity Cost ciation Vakle 

KU 47%, LG&E 53% (I) 129 51 (II) 40 146 58 (12) 46 275 109 (23) 86 
KU62%,LG&E38%(2) 190 78 (14) 64 118 50 (10) 40 308 128 (24) 104 
KU71%,LG&E29%(3) 228 80 (14) 66 92 32 (6) 26 320 112 (20) 92 
KU63%,LG&E37%(4) 404 137 (17) 120 236 79 (8) 71 640 216 (25) 191 
KU 71 %, LG&E 29% (5) Iva 9 (2) 7 n/a 3 3 n/a 12 (2) 10 

I) Comprised of Paddy's Run 13 and E.W. Brown 5.1n addition to the above jointly owned utility plant, there 
is an inlet air cooling system attributable to Unit 5 and units 8-11 at the E.W. Brown facility. This inlet air 
cooling system is not jointly owned, however, it is used to increase production on the units to which it 
relates, resulting in an additional 88 Mw of capacity for KU. 

2) Comprised of units 6 and 7 at the E.W. Brown facility. 
3) Comprised of units 5 and 6 at the Trimble County facility. 
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4) Comprised ofCT Substation 7-10 and units 7,8,9 and 10 at the Trimble County facility. 
5) Comprised ofCT Substation 5 and 6 and CT Pipeline at the Trimble County facility. 

Both KU's and LG&E's pm1icipating share of direct expenses of the jointly owned plants is included in the 
corresponding operating expenses on its respective income statement (e.g., fuel, maintenance of plant, other 
operating expense). 

Note 11 - Related Party Transactions 

KU, subsidiaries ofE.ON U.S. and subsidiaries ofE.ON engage in related party transactions. Transactions 
between KU and E.ON U.S. subsidiaries are eliminated upon consolidation ofE.ON U.S. Transactions between 
KU and E.ON subsidiaries at'e eliminated upon consolidation ofE.ON. These transactions are generally 
performed at cost and are in accordance with the FERC regulations under PUHCA 2005 and the applicable 
Kentucky Commission and Virginia Commission regulations. The significant related party transactions are 
disclosed below. 

Electric Purchases 

KU and LG&E purchase energy from each other in order to effectively manage the load of their retail and 
wholesale customers. These sales and purchases are included in the statements of income as operating revenues 
and purchased power operating expense. KU intercompany electric revenues and purchased power expense for 
the years ended December 31, were as follows: 

(in millions) 
Electric operating revenues from LG&E 
Purchased power from LG&E 

Interest Charges 

2007 
$46 

93 

2006 
$77 
99 

See Note 8, Notes Payable and Other Short-Term Obligations, for details of intercompany borrowing 
arrangements. Intercompany agreements do not require interest payments for receivables related to services 
provided when settled within 30 days. 

KU's intercompany interest income and expense for the years ended December 31, were as follows: 

(in millions) 
Interest on money pool loans 
Interest on Fidelia loans 

Other Intercompany Billings 

2007 
$ 6 

35 

2006 
$ 3 
21 

E.ON U.S. Services provides KU with a variety of centralized administrative, management and support 
services. These charges include payroll taxes paid by E.ON U.S. on behalf ofKU, labor and burdens ofE.ON 
U.S. Services employees performing services for KU and vouchers paid by E.ON U.S. Services on behalf of 
KU. The cost of these services is directly charged to KU, or for general costs which cannot be directly 
attributed, charged based on predetermined allocation factors, including the following ratios: number of 
customers, total assets, revenues, number of employees and other statistical information. These costs are 
charged on an actual cost basis. 
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In addition, KU and LG&E provide services to each other and to E.ON U.S. Services. Billings between KU and 
LG&E relate to labor and overheads associated with union employees performing work for the other utility, 
charges related to jointly owned CTs and other miscellaneous charges. Billings from KU to E.ON U.S. Services 
relate to cash received by E.ON U.S. Services on behalf ofKU, primarily tax settlements, and other payments 
made by KU on behalf of other non-regulated businesses which are paid through E.ON U.S. Services. 

Intercompany billings to and fi'om KU for the years ended December 31, were as follows: 

(in millions) 
E.ON U.S. Services billings to KU 
KU billings to LG&E 
LG&E billings to KU 
KU billings to E.ON U.S. Services 

2007 
$488 

6 
12 
26 

2006 
$353 

56 
53 
23 

In September and December 2007, KU received capital contributions fi'om its shareholder, E.ON U.S. in the 
amount of$55 million and $20 million, respectively. 

Note 12 - Accumulated Other Comprehensive Income 

Accumulated other comprehensive income (loss) consisted of the following: 

Minimum 
Pension 
Liability Income 

(in millions ) Adjustment Pre-Tax Taxes Net 
Balance at December 31, 2005 $ (32) $ (32) $ 13 $(19) 

Minimum pension liability adjustment ~ ~ --1ill --ill) 
Balance at December 31, 2006 L-: L-: L-: L-: 

Balance at December 31, 2007 $ - $ - $ - $ -

Subsequent to the application of SF AS No. 158, adjustments to the minimum pension liability are recorded as 
regulatory assets and liabilities. As a result, there are no adjustments to the minimum pension liability recorded 
in accumulated other comprehensive income at December 31, 2007 or 2006. 

Note 13 - Subsequent Events 

On January 18, 2008, the Kentucky Commission issued an Order approving the charges and credits billed 
through the FAC during the review period of November 1,2006 through April 30, 2007. 

On January 31, 2008 and February 14,2008, the ratings of the Carroll County 2004 Series A bonds were 
downgraded fi'om AAA to AA by S&P and from Aaa to A2 by Moody's, respectively, due to downgrades of the 
bond insurer. On February 25, 2008, the bonds were subsequently downgraded fi'om AA to A by S&P, due to a 
further downgrade ofthe insurer. 

On February 1,2008, the Kentucky Commission issued an Order approving the real-time pricing pilot program 

A-84 



Attachment to Response to KU AG-1 Question No. 217 
Page 130 of 140 

Arbongh 

proposed by KU, for implementation within approximately eight months, for its large commercial and industrial 
customers. 

On February 7, 2008 and February 25, 2008, the Carroll County 2006 Series C bonds were downgraded fi'om 
Aaa to A2 by Moody's and from AAA to A- by S&P, due to downgrades of the bond insurer. 

On February 26, 2008, KU commenced steps, including notice to relevant parties, to convert the Carroll County 
2007 Series A bonds and the Trimble County 2007 Series A bonds, from the auction rate mode to a fixed 
interest rate mode. Such conversions are scheduled to occur on April 4, 2008. 

Beginning in late 2007, the interest rates on the insured bonds, wherein interest rates are reset either weekly 01' 

every 35 days via an auction process, began to increase due to investor concerns about the creditwOlihiness of 
the bond insurers. In 2008, interest rates have continued to increase, and the Company has experienced "failed 
auctions" when there are insufficient bids for the bonds. When there is a failed auction, the interest rate is set 
pursuant to a formula stipulated in the indenture which can be as high as 15%. During 2007, the average rate on 
the auction rate bonds was 3.96%, whereas the average rate in January and February of2008 was 4.72%. 

On March 4, 2008, the FERC issued an Order approving the MISO exit fee recalculation agreement which 
provides KU with an immediate recovery of$1 million and an estimated $3 million over the next eight years for 
credits realized from other payments the MISO will receive, plus interest. 

On March 17, 2008, KU commenced steps, including notice to relevant parties, to convert the Carroll County 
2006 Series C bonds from the auction rate mode to a weekly interest rate mode. Such conversion is scheduled 
to occur on April 16, 2008. 
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Report oflndependent Auditors 

To the Shareholder of Kentucky Utilities Company: 

In our opinion, the accompanying balance sheets and the related statements of capitalization, income, retained 
earnings, cash flows and comprehensive income present fairly, in all material respects, the financial position of 
Kentucky Utilities Company at December 31, 2007 and 2006, and the results of its operations and its cash flows 
for the years then ended in conformity with accounting principles generally accepted in the United States of 
America. These financial statements are the responsibility ofthe Company's management. Our responsibility 
is to express an opinion on these financial statements based on our audits. We conducted our audits of these 
statements in accordance with auditing standards generally accepted in the United States of America. Those 
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial 
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting 
the amounts and disclosures in the financial statements, assessing the accounting principles used and significant 
estimates made by management, and evaluating the overall financial statement presentation. We believe that 
our audits provide a reasonable basis for our opinion. 

As discussed in Note 2 to the financial statements, Kentucky Utilities Company changed the manner in which it 
accounts for defined benefit pension and other postretirement benefit plans as of December 31, 2006. 

/s/ PricewaterhouseCoopers LLP 
Louisville, Kentucky 
March 18, 2008 
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INDEX OF ABBREVIATIONS 

Attorney General of Kentucky 
Asset Retirement Obligation 
Best Available Retrofit Technology 
Clean Air Interstate Rule 
Clean Air MercUlY Rule 
Clear Air Visibility Rule 
Certificate of Public Convenience and Necessity 
The Clean Air Act, as amended in 1990 
KU 
Combustion Turbines 
Demand Side Management 
Environmental Cost Recovery 
Electric Energy, Inc. 
E.ON AG 
E.ON U.S. LLC (formerly LG&E Energy LLC and LG&E Energy Corp.) 
E.ON U.S. Services Inc. (formerly LG&E Energy Services Inc.) 
U.S. Environmental Protection Agency 
Energy Policy Act of2005 
E.ON US Investments Group 
Fuel Adjustment Clause 
Financial Accounting Standards Board 
Federal Energy Regulatory Commission 
Flue Gas Desulfurization 
Fidelia Corporation (an E.ON affiliate) 
FASB Interpretation No. 
Greenhouse Gas 
International Brotherhood of Electrical Workers 
Integrated Resource Plan 
Internal Revenue Service 
Kentucky Public Service Commission 
Kentucky Industrial Utility Consumers, Inc. 
Kentucky Utilities Company 
Kilowatt hours 
Louisville Gas and Electric Company 
LG&E Energy LLC (now E.ON U.S. LLC) 
Midwest Independent Transmission System Operator, Inc. 
Million British thermal units 
Moody's Investor Services, Inc. 
Megavolt-ampere 
Megawatts 
Megawatt hours 
National Ambient Air Quality Standards 
Notice of Violation 
Nitrogen Oxide 
Owensboro Municipal Utilities 
Ohio Valley Electric Corporation 
Public utility Holding Company Act of2005 
Regional Reliability Organization 
Standard & Poor's Rating Services 
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SERC 
SFAS 
SIP 
SO, 
TC2 
VDT 
Virginia Commission 

Selective Catalytic Reduction 
SERC Reliability Corporation 
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Statement of Financial Accounting Standards 
State Implementation Plan 
Sulfur Dioxide 
Trimble County Unit 2 
Value Delivery Team Process 
Virginia State Corporation Commission 
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Appendix B 

(Form of Opinion of Bond Counsel) 

___ ~,2008 

Re: $77,947,405 "County of Carroll, Kentucky, Environmental Facilities Revenue 
Bonds, 2008 Series A (Kentucky Utilities Company Project)" 

We hereby cet1ify that we have examined cel1ified copies of the proceedings of record of 
the County of Carroll, Kentucky (the "County"), acting by and through its Fiscal Court as its 
duly authorized governing body, preliminary to and in connection with the issuance by the 
County of its Environmental Facilities Revenue Bonds, 2008 Series A (Kentucky Utilities 
Company Project), dated their date of issuance, in the aggregate principal amount of $77,947,405 
(the "Bonds"). The Bonds are issued under the provisions of Sections 103.200 to 103.285, 
inclusive, of the Kentucky Revised Statutes (the "Act"), for the purpose of providing funds 
which will be used, with other funds provided by Kentucky Utilities Company (the "Company") 
for the purposes of (i) financing a portion of the costs of construction, acquisition, installation 
and equipping of certain solid waste disposal facilities to serve the Ghent Generating Station of 
the Company in Carroll County, Kentucky (the "Construction Project") in order to provide for 
the collection, storage, treatment and final disposal of solid wastes, as provided by the Act in the 
principal amount of $18,026,265, and (ii) currently refunding (a) $13,266,950 outstanding 
principal amount of County of Carroll, Kentucky, Environmental Facilities Revenue Bonds, 
2005 Series A (Kentucky Utilities Company Project) (the "2005 Series A Bonds"), (b) 
$13,266,950 outstanding principal amount of County of Carroll, Kentucky, Environmental 
Facilities Revenue Bonds, 2005 Series B (Kentucky Utilities Company Project) (the "2005 
Series B Bonds"), (c) $16,693,620 outstanding principal amount of County of Carroll, Kentucky, 
Environmental Facilities Revenue Bonds, 2006 Series A (Kentucky Utilities Company Project) 
(the "2006 Series A Bonds") and (d) $16,693,620 outstanding principal amount of County of 
Carroll, Kentucky, Environmental Facilities Revenue Bonds, 2006 Series C (Kentucky Utilities 
Company Project) (the "2006 Series C Bonds" and, together with the 2005 Series A Bonds, the 
2005 Series B Bonds and the 2006 Series A Bonds, the "Refunded Bonds"), which were issued 
for the purpose of financing all or a portion of the qualified costs of acquisition, construction, 
installation and equipping of certain solid waste disposal facilities to serve the Ghent Generating 
Station of Company in Carroll County, Kentucky (the "Refunding Project" and, together with the 
Construction Project, the "Project"), as provided by the Act. 

The Bonds mature on February I, 2032, and bear interest initially at the Flexible Rate, as 
defined in the Indenture, hereinafter described, subject to change as provided in such Indenture. 
The Bonds will be subject to optional and mandatory redemption prior to maturity at the times, 
in the manner and upon the terms set forth in the Bonds. From such examination of the 
proceedings of the Fiscal Court of the County referred to above and fi'om an examination of the 
Act, we are of the opinion that the County is duly authorized and empowered to issue the Bonds 
under the laws ofthe Commonwealth of Kentucky now in force. 
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We have examined an executed counterpart of a certain Loan Agreement, dated as of 
August I, 2008 (the "Loan Agreement"), between the County and the Company and a certified 
copy of the proceedings of record of the Fiscal Court of the County preliminary to and in 
connection with the execution and delivery of the Loan Agreement, pursuant to which the 
County has agreed to issue the Bonds and to lend the proceeds thereof to the Company to 
provide funds to finance a portion of the costs of the acquisition, construction, installation and 
equipping of the Construction Project and to pay and discharge with other funds provided by the 
Company, the Refunded Bonds. The Company has agreed to make Loan payments to the 
Trustee at times and in amounts fully adequate to pay maturing principal of, interest on and 
redemption premium, if any, on the Bonds as same become due and payable. From such 
examination, we are of the opinion that such proceedings of the Fiscal Court of the County show 
lawful authority for the execution and delivery ofthe Loan Agreement; that the Loan Agreement 
has been duly authorized, executed and delivered by the County; and that the Loan Agreement is 
a legal, valid and binding obligation of the County, enforceable in accordance with its terms, 
subject to the qualification that the enforcement thereof may be limited by laws relating to 
bankruptcy, insolvency or other similar laws affecting creditors' rights generally, including 
equitable provisions where equitable remedies are sought. 

We have also examined an executed counterpart of a certain Indenture of Trust, dated as 
of August I, 2008 (the "Indenture"), by and between the County and Deutsche Bank Trust 
Company Americas, as trustee (the "Trustee"), securing the Bonds and setting fOlih the 
covenants and undertakings of the County in connection with the Bonds and a certified copy of 
the proceedings of record of the Fiscal Court ofthe County preliminary to and in connection with 
the execution and delivery of the Indenture. Pursuant to the Indenture, certain of the County's 
rights under the Loan Agreement, including the right to receive payments thereunder, and all 
moneys and securities held by the Trustee in accordance with the Indenture (except moneys and 
securities in the Rebate Fund created thereby) have been assigned to the Trustee, as security for 
the holders ofthe Bonds. From such examination, we are of the opinion that such proceedings of 
the Fiscal Comi of the County show lawful authority for the execution and delivery of the 
Indenture; that the Indenture has been duly authorized, executed and delivered by the County; 
and that the Indenture is a legal, valid and binding obligation upon the parties thereto according 
to its terms, subject to the qualification that the enforcement thereof may be limited by laws 
relating to bankruptcy, insolvency or other similar laws affecting creditors' rights generally, 
including equitable provisions where equitable remedies are sought. 

In our opinion the Bonds have been validly authorized, executed and issued in 
accordance with the laws of the Commonwealth of Kentucky now in full force and effect, and 
constitute legal, valid and binding special obligations of the County entitled to the benefit of the 
security provided by the Indenture and enforceable in accordance with their terms, subject to the 
qualification that the enforcement thereof may be limited by laws relating to bankruptcy, 
insolvency or other similar laws affecting creditors' rights generally, including equitable 
provisions where equitable remedies are sought. The Bonds are payable by the County solely 
and only fi'om payments and other amounts derived from the Loan Agreement and as provided in 
the Indenture. 

In our opinion, under existing laws, including current statutes, regulations, administrative 
rulings and official interpretations by the Internal Revenue Service, subject to the exceptions and 
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qualifications contained in the succeeding paragraphs, (i) interest on the Bonds is excluded fi'om 
the gross income ofthe recipients thereof for federal income tax purposes, except that no opinion 
is expressed regarding such exclusion from gross income with respect to any Bond during any 
period in which it is held by a "substantial user" of the Project or a "related person," as such 
terms are used in Section 147(a) of the Internal Revenue Code of 1986, as amended (the "Code") 
and (ii) interest on the Bonds is a separate item of tax preference in determining alternative 
minimum taxable income for individuals and corporations under the Code. In arriving at this 
opinion, we have relied upon representations, factual statements and certifications of the 
Company with respect to celtain material facts which are solely within the Company's 
knowledge in reaching our conclusion, inter alia, that not less than 95% of the proceeds of the 
Bonds will be used to finance or refinance solid waste disposal facilities qualified for financing 
under Section 142(a)(6) of the Code and the Act. Further, in arriving at the opinion set forth in 
this paragraph as to the exclusion fi'om gross income of interest on the Bonds, we have assumed 
and this opinion is conditioned on, the accuracy of and continuing compliance by the Company 
and the County with representations and covenants set forth in the Loan Agreement and the 
Indenture which are intended to assure compliance with certain tax-exempt interest provisions of 
the Code. Such representations and covenants must be accurate and must be complied with 
subsequent to the issuance of the Bonds in order that interest on the Bonds be excluded from 
gross income for federal income tax purposes. Failure to comply with certain of such 
representations and covenants in respect of the Bonds subsequent to the issuance of the Bonds 
could cause the interest thereon to be included in gross income for federal income tax purposes 
retroactively to the date of issuance of the Bonds. We express no opinion (i) regarding the 
exclusion of interest on any Bond fi'om gross income for federal income tax purposes on or after 
the date on which any change, including any interest rate conversion, permitted by the 
documents (other than with approval of this firm) is taken which adversely affects the tax 
treatment of the Bonds or (ii) as to the treatment for purposes of federal income taxation of 
interest on the Bonds upon a Determination of Taxability. We are further of the opinion that 
interest on the Bonds is excluded fi'om gross income of the recipients thereof for Kentucky 
income tax purposes and that the Bonds are exempt from ad valorem taxation by the 
Commonwealth of Kentucky and all political subdivisions thereof. 

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

(a) The Code provides for a "branch profits tax" which subjects to tax, at a rate of 
30%, the effectively connected earnings and profits of a foreign corporation which engages in a 
United States trade or business. Interest on the Bonds would be includable in the amount of 
effectively connected earnings and profits and thus would increase the branch profits tax 
liability. 

(b) The Code also provides that passive investment income, including interest on the 
Bonds, may be subject to taxation for any S corporation with Subchapter C earnings and profits 
at the close of its taxable year if greater than 25% of its gross receipts is passive investment 
income. 
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Except as stated above, we express no opinion as to any federal or Kentucky tax 
consequences resulting fi'om the receipt of interest on the Bonds. 

Holders of the Bonds should be aware that the ownership of the Bonds may result in 
collateral federal income tax consequences. For instance, the Code provides that, for taxable 
years beginning after December 31, 1986, property and casualty insurance companies will be 
required to reduce their loss reserve deductions by 15% of the tax-exempt interest received on 
celtain obligations, such as the Bonds, acquired after August 7, 1986. (For pUlposes of the 
immediately preceding sentence, a portion of dividends paid to an affiliated insurance company 
may be treated as tax-exempt interest.) The Code further provides for the disallowance of any 
deduction for interest expenses incurred by banks and certain other financial institutions 
allocable to carrying certain tax-exempt obligations, such as the Bonds, acquired after August 7, 
1986. The Code also provides that, with respect to taxpayers other than such financial 
institutions, such taxpayers will be unable to deduct any portion of the interest expenses incurred 
or continued to purchase 01' carry the Bonds. The Code also provides, with respect to 
individuals, that interest on tax-exempt obligations, including the Bonds, is included in modified 
adjusted gross income for purposes of determining the taxability of social security and railroad 
retirement benefits. Furthermore, the eal'lled income credit is not allowed for individuals with an 
aggregate amount of disqualified income within the meaning of Section 32 of the Code, which 
exceeds $2,200. Interest on the Bonds will be taken into account in the calculation of 
disqualified income. 

We have received opinions of John R. McCall, Esq., General Counsel of the Company, 
and Jones Day, Chicago, Illinois, counsel to the Company, of even date herewith. In rendering 
this opinion, we have relied upon said opinions with respect to the matters therein. We have also 
received an opinion of even date herewith of Hon. James C. Monk, County Attol'lley of the 
County and relied upon said opinion with respect to the matters therein. Said opinions are in 
forms satisfactory to us as to both scope and content. 

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

In rendering the foregoing opinions, we are passing upon only those matters specifically 
set forth in such opinions and are not passing upon the investment quality of the Bonds or the 
accuracy or completeness of any statements made in connection with any offer or sale thereof. 
The opinions herein are expressed as of the date hereof and we assume no obligation to 
supplement or update such opinions to reflect any facts or circumstances that may hereafter come 
to our attention or any changes in law that may hereafter occur. 

We are members ofthe Bar of the Commonwealth of Kentucky and do not purport to be 
expelts on the laws of any jurisdiction other than the Commonwealth of Kentucky and the 
United States of America, and we express no opinion as to the laws of any jurisdiction other than 
those specified. 

STOLL KEENON OGDEN PLLC 

8-4 



Attachment to Response to KU AG-1 Question No. 217 

Page 138 of 140 
Arbough 



Attachment to Response to KU AG-1 Question No. 217 
Page 139 of 140 

Arbough 



Attachment to Response to KU AG-l Question No. 217 
Page 140 of 140 

Arbough 



NOT A NEW ISSUE 

Attachment to Response to KU AG-1 Question No. 217 
Page 1 of 164 

BOOK·ENTRY·ONLY Arbough 
On October 20, 2004, the date on which the Bonds were originally issued, Bond Counsel delivered its opinion that stated that, subject 
to the conditions and exceptions setforth under the caption "Tax Treatment," under then Clirrent fmg interest Oil the Bonds would be 
e;tcludable from the gross income of the recipients thereof for federal income tax pwposes, e.rcept that no opinion was e.'(pressed 
regarding sllch exclusion/rom glVSS income with respect to any Bond during any period in which it is held by a "substantial user" or a 
"related persoll" of the Project as such terms are used in Section 147(0) of the Internal Revenue Code of 1986, as amended (the 
"Code"). Interest on the Bonds will be an item of tax preference ill determining altemative minimum ta:(able income for individuals 
alld COll)Oratiolls under the Code. Such interest may be subject to certain federal income taxes imposed 01/ certain cOJporations, 
including imposition of the branch pJvjits tax 01/ a portion of such interest. BOlld Coul/sel wasfurtherofthe opinion that interest on the 
Bonds would be excludable from the glVss income of the recipiellts thereof for Kentucky income tax pU1]JOSeS and that, under then 
current lmg the principal of the BOllds would be exempt/lvm ad valorem taxes in Kentucky. Such opinion has not beell11pdated as of the 
date hereof and no continuing tax exemption opinions are expressed by Bond COUI/sel. Howevel; in connection with the reoffering of the 
BOl/ds as described herein, Bond COllnsel will deliver its opinion to the effect that the detive})' of a letter of credit (a) is authorized or 
peJ1l1itted by the Act and the Indenture and (b) will not adversely affect the validity of tile Bonds or any exclusion of tile interest thereon 
/lVl1l the gl'OSS income of the owners of the Bonds for federal income tax pU/poses. See "Tal; Treatment" herein. 

Reoffering Date: December 17, 2008 

$50,000,000 
County of Carroll, Kentucky, 

Environmental Facilities Revenue Bonds, 
2004 Series A 

(Kentucky Utilities Company Project) 
Due: October 1, 2034 

The County of Carroll, Kentucky, Environmental Facilities Revenue Bonds, 2004 Series A (Kentucky Utilities Company Project) 
(the "Bonds") are special and limited obligations of the County of Carroll, Kentucky (the "Issuer"), payable by the Issuer solely from 
and secured by payments to be received by the Issuer pursuant to a Loan Agreement with 

KENTUCKY UTILITIES COMPANY 

(the "Company"), except as payable from proceeds of such Bonds or investment earnings thereon. The Bonds do not constitute general 
obligations of the Issuer or a charge against the general credit or taxing powers thereof or of the Commonwealth of Kentucky or any 
other political subdivision of Kentucky. The Bonds are not entitled to the benefits of any financial guaranty insurance policies. 

The Bonds were originally issued on October 20, 2004 and currently bear interest at a Weekly Rate. Pursuant to the Indenture 
under which the Bonds were issued, the Company has elected to deliver a letter of credit to the Trustee and reoffer the Bonds. The 
Bonds are subject to mandatory purchase on the Reoffering Date and are being reoffered by this Reoffering Circular. Merrill Lynch, 
Pierce, Fenner & Smith Incorporated will serve as the Remarketing Agent for the Bonds. 

From the Reoffering Date through December 16, 2009 (the Letter of Credit (as defined below) expiration date, subject to 
extension or earlier termination), payment of the principal of and interest on the Bonds when due will be paid with funds drawn under 
an irrevocable transferable direct pay letter of credit (the "Letter of Credit") issued by 

COMMERZBANK AG, NEW YORK BRANCH 

The Letter of Credit will permit the Trustee to draw with respect to the Bonds up to an amount sufficient to pay (i) the principal 
thereof (or that portion of the purchase price corresponding to principal) plus (ii) interest thereon (or that portion of the purchase price 
corresponding to interest) at an assumed rate of 14% per annum for at least 45 days. 

From and after the Reoffering Date, the Bonds will continue to bear interest at a Weekly Rate, determined by the Remarketing 
Agent in accordance with the Indenture, payable on the first Business Day of each calendar month, commencing on January 2, 2009. 
The interest rate period, interest rate and Interest Rate Mode will be subject to change under certain conditions, as described in this 
Reofi'ering Circular. The Bonds are subject to optional redemption, extraordinary optional redemption, in whole or in part, and 
mandatory redemption following a detenrunation of taxability prior to maturity, as described in this Reoffering Circular. The Bonds are 
subject to mandatory purchase on any date on which the Bonds are converted to a different Interest Rate Mode and upon the expiration 
of the Letter of Credit or any Alternate Credit Facility. 

The Bonds are registered in the name of Cede & Co., as registered owner and nominee for The Depository Tmst Company 
("DTC"), New York, New York. DTC will act as securities depository. Except as described in this Reoftering Circular, purchases of 
beneficial ownership interests in the Bonds will be made in book-entry-only fonn in denOlrunations of $100,000 and multiples thereof. 
Purchasers will not receive certificates representing their beneficial interest in the Bonds. See the infonnation contained under the caption 
"Sununary of the Bonds-Book-Entry-Only System" in this Reoffering Circular. The principal of, premium, if any, and interest on the 
Bonds will be paid by U.S. Bank National Association, a national banking association, as successor Tntstee, to Cede & Co., as long as 
Cede & Co. is the registered owner of the Bonds. Disbursement of such payments to the DTC Participants is the responsibility ofDTC, 
and disbursement of such payments to the purchasers of beneficial ownership interests is the responsibility of DTC's Direct and Indirect 
Participants, as more fully described in this Reoffering Circular. 

--~P~r7ic-e-:~1~O~O~%~--

The Bonds are reoftered SUbject to prior sale, withdrawal or modification of the offer without notice (provided, however, that any 
such notice of withdrawal must be given on the Business Day prior to the Reoftering Date) and to the approval of legality by Stoll 
Keenon Ogden PLLC, Louisville, Kentucky, as Bond COllnsel, and upon satisfaction of certain conditions. Certain legal matters will be 
passed upon for the Company by its counsel, Jones Day, Chicago, lJIinois, and John R. McCall, Esq., Execlltive Vice President, General 
Counsel, Corporate Secretary and Chief Compliance Ofticer of the Company, for the Issuer by its County Attorney, and for the 
Remarketing Agent by its counsel, Winston & Strawn LLP, Chicago, Illinois. It is expected that the Bonds will be available for 
redelivery to DTC in New York, New York on or about December 17,2008. 

Merrill Lynch & Co. 

Dated: December 10, 2008 
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No dealer, broker, salesman or other person has been authorized by the Issuer, the 
Company or the Remarketing Agent to give any information or to make any representation with 
respect to the Bonds, other than those contained in this Reoffering Circular, and, if given or 
made, such other information or representation must not be relied upon as having been 
authorized by any of the foregoing. The Remarketing Agent has provided the following sentence 
for inclusion in this Reoffering Circular. The Remarketing Agent has reviewed the information 
in this Reoffering Circular in accordance with, and as part of, its responsibilities to investors 
under the federal securities laws as applied to the facts and circumstances of this transaction, but 
the Remarketing Agent does not guarantee the accuracy or completeness of such information. 
The information and expressions of opinion herein are subject to change without notice, and 
neither the delivery of this Reoffering Circular nor any sale made hereunder shall, under any 
circumstances, create any implication that there has been no change in the affairs of the parties 
referred to above since the date hereof. The information set forth herein with respect to the 
Issuer has been obtained from the Issuer, and all other information has been obtained from the 
Company and from other sources that are believed to be reliable, but it is not guaranteed as to 
accuracy or completeness by, and is not to be construed as a representation by, the Remarketing 
Agent. 

In connection with the reoffering of the Bonds, the Remarketing Agent may over-allot or 
effect transactions which stabilize or maintain the market prices of the Bonds at levels above 
those that might otherwise prevail in the open market. Such stabilizing, if commenced, may be 
discontinued at any time. 

IN MAKING AN INVESTMENT DECISION, INVESTORS MUST RELY ON THEIR 
OWN EXAMINATION OF THE TERMS OF THE REOFFERING, INCLUDING THE 
MERITS AND RISKS INVOLVED. THESE SECURITIES HAVE NOT BEEN 
RECOMMENDED BY ANY FEDERAL OR STATE SECURITIES COMMISSION OR 
REGULATORY AUTHORITY. FURTHERMORE, THE FOREGOING AUTHORITIES 
HAVE NOT CONFIRMED THE ACCURACY OR DETERMINED THE ADEQUACY OF 
THIS DOCUMENT. ANY REPRESENTATION TO THE CONTRARY IS A CRIMINAL 
OFFENSE. 
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$50,000,000 
County of Carroll, Kentucky 

Environmental Facilities Revenue Bonds, 
2004 Series A 

(Kentucky Utilities Company Project) 
Due: October 1, 2034 

Introductory Statement 

This Reoffering Circular, including the cover page and appendices, is provided to furnish 
information in connection with the reoffering by the County of Carroll, Kentucky (the "Issuer") 
of its Environmental Facilities Revenue Bonds, 2004 Series A (Kentucky Utilities Company 
Project), in the aggregate principal amount of $50,000,000 (the "Bonds") issued on October 20, 
2004 pursuant to an Indenture of Trust dated as of October 1,2004 (the "Indenture") between the 
Issuer and U.S. Bank National Association, a national banking association (the "Trustee"), as 
successor Trustee, Paying Agent and Bond Registrar, as the same will be amended and restated 
as of September 1, 2008. 

Pursuant to a Loan Agreement by and between Kentucky Utilities Company 
(the "Company") and the Issuer, dated as of October I, 2004 (the "Loan Agreement") (as the 
same has been amended and restated pursuant to an ordinance of the Issuer adopted October 28, 
2008) as of September 1, 2008, proceeds from the sale of the Bonds, other than accrued interest, 
if any, paid by the initial purchasers thereof, were loaned by the Issuer to the Company. The 
Loan Agreement is a separate undertaking by and between the Company and the Issuer. 

The Company will continue to repay the loan under the Loan Agreement by making 
payments to the Trustee in sufficient amounts to pay the principal of and interest and any 
premium on, and purchase price of, the Bonds. See "Summary of the Loan Agreement -
Genera!''' Pursuant to the Indenture, the Issuer's rights under the Loan Agreement (other than 
with respect to certain indemnification and expense payments and notification rights) were 
assigned to the Trustee as security for the Bonds. 

The proceeds of the Bonds were applied to pay and discharge $50,000,000 in outstanding 
principal amount of "County of Carroll, Kentucky, Collateralized Solid Waste Disposal Facilities 
Revenue Bonds (Kentucky Utilities Company Project), 1993 Series A," dated December 1, 1993 
(the "1993 Bonds"), previously issued by the Issuer to finance cellain solid waste disposal 
facilities (the "Project") owned by the Company. 

The Company is an operating subsidiary of E.ON U.S. LLC (formerly known as LG&E 
Energy LLC) and E.ON AG (the "Parents"). See "Appendix A - Kentucky Utilities Company 
- Financial Statements and Additional Information." The Parents will have no obligation to 
make any payments due under the Loan Agreement or any other payments of principal, interest, 
premium or purchase price ofthe Bonds. 
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The Bonds are being reoffered at a Weekly Rate, but may be subsequently converted to 
bear interest at a Daily Rate, a Flexible Rate, a Semi-Annual Rate, an Annual Rate or a Dutch 
Auction Rate. This Reoffering Circular pertaius only to the Bonds during such period of 
time that they bear interest at the Weekly Rate. 

The Bonds are special and limited obligations of the Issuer, and the Issuer's obligation to 
pay the principal of and interest and any premium on, and purchase price of, the Bonds is limited 
solely to the revenues and other amounts received by the Trustee under the Indenture pursuant to 
the Loan Agreement and the Letter of Credit (as defined below). The Bonds will not constitute 
an indebtedness, general obligation or pledge of the faith and credit or taxing power of the Issuer, 
the Commonwealth of Kentucky or any political subdivision thereof. The Bonds are not entitled 
to the benefits of any financial guaranty insurance policies. 

Concurrently with, and as a condition to, the reoffering of the Bonds, the Company will 
cause to be delivered an ill'evocable transferable direct pay letter of credit (the "Letter of 
Credit"), issued by Commerzbank AG, New York Branch (the "Bank"), to provide for the timely 
payment of principal of and accrued interest (calculated for at least 45 days at the maximum rate 
of 14% per annum) on, and purchase price of, the Bonds. The Company will be required to 
reimburse the Bank for all amounts drawn by the Trustee under the Letter of Credit pursuant to 
the terms of a Reimbursement Agreement, to be dated as of December 17, 2008 
(the "Reimbursement Agreement"), between the Company and the Bank. The Letter of Credit 
will expire on December 16, 2009, unless extended or earlier terminated. 

Upon expiration of the Letter of Credit or any Alternate Credit Facility, the related Bonds 
will be subject to mandatory tender for purchase. See "Summary of the Bonds - Mandatory 
Purchases of Bonds - Mandatory Purchase upon Delivery, Cancellation, Substitution, 
Extension, Termination or Expiration of Any Credit Facility or Replacement with an Alternate 
Credit Facility." As used in this Reoffering Circular, "Bank" or "Credit Facility Issuer" refers to 
the Bank as the issuer ofthe Letter of Credit and any other issuer of any Alternate Credit Facility 
delivered in accordance with the Indenture; "Letter of Credit" or "Credit Facility" means the 
Letter of Credit delivered under the Indenture and, as applicable, any Alternate Credit Facility 
which may be subsequently delivered in accordance with the Indenture; and "Reimbursement 
Agreement" refers to the initial Reimbursement Agreement under which the Letter of Credit is 
provided and any subsequent agreement entered into between the Company and any other party 
in connection with the delivery of any Alternate Credit Facility. 

Merrill Lynch, Pierce, Fenner & Smith Incorporated will be appointed under the 
Indenture to serve as Remarketing Agent for the Bonds. Any Remarketing Agent may resign or 
be removed and a successor Remarketing Agent may be appointed in accordance with the terms 
of the Indenture and the Remarketing Agreement for the Bonds between the Remarketing Agent 
and the Company. 

Brief descriptions of the Company, the Issuer, the Bonds, the Loan Agreement, the 
Indenture, the Letter of Credit and the Reimbursement Agreement are included in this Reoffering 
Circular. Appendix A to this Reoffering Circular has been furnished by the Company. The 
Issuer and Bond Counsel assume no responsibility for the accuracy or completeness of such 
Appendix A or such information. Appendix B to this Reoffering Circular contains the opinion of 
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Bond Counsel delivered on the date on which the Bonds were initially issued, and the proposed 
form of opinion of Bond Counsel to be delivered in connection with the reoffering of the Bonds 
and the delivery of the Letter of Credit. Appendix C to this Reoffering Circular contains 
information about the Bank. The Issuer and Bond Counsel assume no responsibility for the 
accuracy or completeness of such Appendix C or such information. Such descriptions and 
information do not purport to be complete, comprehensive or definitive and are not to be 
construed as a representation or a guaranty of accuracy or completeness. All references herein to 
the documents are qualified in their entirety by reference to such documents, and references 
herein to the Bonds are qualified in their entirety by reference to the definitive form thereof 
included in the Indenture. Copies of the Loan Agreement, the Indenture, the Letter of Credit and 
the Reimbursement Agreement will be available for inspection at the principal corporate trust 
office of the Trustee. Certain information relating to The DepositOly Trust Company ("DTC") 
and the book-entry-only system has been furnished by DTC. All statements herein are qualified 
in their entirety by reference to each such document and, with respect to the enforceability of 
celiain rights and remedies, to laws and principles of equity relating to or affecting generally the 
enforcement of creditors' rights. 

The Project 

The Project has been completed, placed in operation, and is the property of the Company. 
The Project consists of certain solid waste disposal facilities at the Company's Ghent Generating 
Station located in Carroll County. 

The Issuer 

The Issuer is a public body corporate and politic duly created and existing as a county 
and political subdivision under the Constitution and laws of the Commonwealth of Kentucky. 
The Issuer is authorized by Sections 103.200 to 103.285, inclusive, of the Kentucky Revised 
Statutes (collectively, the "Act") to (a) reoffer the Bonds and (b) amend and restate and continue 
to perform its obligations under the Loan Agreement and the Indenture. The Issuer, through its 
legislative body, the Fiscal Court, has adopted one or more ordinances authorizing the issuance 
of the Bonds and the execution and delivery of the related documents. 

THE BONDS ARE SPECIAL AND LIMITED OBLIGATIONS PAYABLE SOLELY 
AND ONLY FROM CERTAIN SOURCES, INCLUDING AMOUNTS TO BE RECEIVED BY 
THE TRUSTEE FROM THE LETTER OF CREDIT AND BY OR ON BEHALF OF THE 
ISSUER UNDER THE LOAN AGREEMENT. THE BONDS DO NOT CONSTITUTE AN 
INDEBTEDNESS, GENERAL OBLIGATION OR PLEDGE OF THE FAITH AND CREDIT 
OR TAXING POWER OF THE ISSUER, THE COMMONWEALTH OF KENTUCKY OR 
ANY POLITICAL SUBDIVISION THEREOF, AND DO NOT GIVE RISE TO A 
PECUNIARY LIABILITY OF THE ISSUER OR A CHARGE AGAINST ITS GENERAL 
CREDIT OR TAXING POWERS. 

3 
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Summary of the Bonds 

The Bonds will be issued in the aggregate principal amount set forth on the cover page of 
this Reoffering Circular and will mature on October 1, 2034. The Bonds are also subject to 
optional redemption, extraordinary optional redemption, in whole or in part, and mandatory 
redemption prior to maturity as described herein. 

The Bonds currently bear interest at a Weekly Rate. From and after the Reoffering Date, 
the Bonds will bear interest at a Weekly Rate and will be payable on the first Business Day of 
each calendar month, commencing on January 2, 2009. The Bonds will continue to bear interest 
at the Weekly Rate until a Conversion to another Interest Rate Mode is specified by the 
Company or until the redemption or maturity of the Bonds. The permitted Interest Rate Modes 
for the Bonds are (i) the "Flexible Rate," (ii) the "Daily Rate," (iii) the "Weekly Rate," (iv) the 
"Semi-Annual Rate," (v) the "Annual Rate," (vi) the "Long Term Rate" and (vii) the "Dutch 
Auction Rate." Changes in the Interest Rate Mode will be effected, and notice of such changes 
will be given, as described below in "- Conversion of Interest Rate Modes and Changes of 
Long Term Rate Periods." 

During each Rate Period for an Interest Rate Mode (other than a Dutch Auction Rate), the 
interest rate or rates for the Bonds in that Interest Rate Mode, and Flexible Rate Periods for 
Bonds accruing interest at a Flexible Rate, will be determined by the Remarketing Agent in 
accordance with the Indenture; provided that the interest rate or rates borne by any Bonds may 
not exceed the lesser of (i) the maximum interest rate permitted by applicable law or (ii) 14% per 
annum. 

Interest on the Bonds which bear interest at a Flexible Rate, Daily Rate or Weekly Rate 
will be computed on the basis of a year of 365 01' 366 days, as appropriate, and paid for the actual 
number of days elapsed. Interest on the Bonds which bear interest at a Semi-Annual Rate, 
Annual Rate or Long Term Rate will be computed on the basis of a 360-day year of twelve 
30-day months. Interest on the Bonds which bear interest at a Dutch Auction Rate will be 
computed on the basis of a 360-day year for the actual number of days elapsed. Interest payable 
on any Interest Payment Date will be payable to the registered owner of the Bond as of the 
Record Date for such payment; provided that in the case of Bonds bearing interest at the Flexible 
Rate, interest will be payable to the registered owner of such Bond on the Interest Payment Date 
therefor. The Record Date, in the case of interest accrued at a Daily Rate or Weekly Rate, will 
be the close of business on the Business Day immediately preceding each Interest Payment Date, 
in the case of interest accrued at a Dutch Auction Rate, will be the close of business on the 
second Business Day immediately preceding each Interest Payment Date, and in the case of 
interest accrued at a Semi-Annual Rate, Annual Rate or Long Term Rate, will be the close of 
business on the fifteenth day (whether or not a Business Day) of the month preceding each 
Interest Payment Date. 

The Bonds initially will be issued solely in book-entry-only form through DTC (or its 
nominee, Cede & Co.). So long as the Bonds are held in the book-entry-only system, DTC or its 
nominee will be the registered owner or holder of the Bonds for all purposes ofthe Indenture, the 
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Bonds and this Reoffering Circular. See "- Book-EntrY-Only System" below. Individual 
purchases of book-entry interests in the Bonds will be made in book-entry-only form in 
(i) denominations of $25,000 and integral multiples thereof, if bearing interest at the Dutch 
Auction Rate, (ii) denominations of $1 00,000 or any integral multiple thereof, if bearing interest 
at the Daily Rate or the Weekly Rate, (iii) denominations of$\OO,OOO or any integral multiple of 
$5,000 in excess of $100,000, if bearing interest at Flexible Rates, or (iv) denominations of 
$5,000 and integral multiples thereof, if bearing interest at the Semi-Annual Rate, the Annual 
Rate or the Long Term Rate. 

Except as otherwise described below for Bonds held in DTC's book-entry-only system, 
the principal or redemption price of the Bonds is payable at the designated corporate trust office 
in Nashville, Tennessee, of the Trustee, as paying agent (the "Paying Agent"). Except as 
otherwise described below for Bonds held in DTC's book-entry-only system, interest on the 
Bonds is payable by check mailed to the owner of record; provided that interest payable on each 
Bond will be payable in immediately available funds by wire transfer within the continental 
United States or by deposit into a bank account maintained with the Paying Agent (i) if the 
Interest Rate Mode is the Daily Rate, the Weekly Rate, the Dutch Auction Rate or the Flexible 
Rate, or (ii) at the written request of any owner of record holding at least $1,000,000 aggregate 
principal amount of the Bonds, if the Interest Rate Mode is the Semi-Annual Rate, Annual Rate 
or Long Term Rate, received by the Trustee, as bond registrar (the "Bond Registrar"), at least 
one Business Day prior to any Record Date. Except as otherwise described below for Bonds 
held in DTC's book-entry-only system, if the Interest Rate Mode is the Flexible Rate, interest 
payable on each Bond will be paid only upon presentation and surrender of such Bond. 

Bonds may be transferred or exchanged for an equal total amount of Bonds of other 
authorized denominations upon surrender of such Bonds at the principal office of the Bond 
Registrar, accompanied by a written instrument oftransfer or authorization for exchange in form 
and with guaranty of signature satisfactory to the Bond Registrar, duly executed by the registered 
owner or the owner's duly authorized attorney. Except as provided in the Indenture, the Bond 
Registrar will not be required to register the transfer or exchange of any Bond (i) during the 
fifteen days before any mailing ofa notice of redemption of Bonds, (ii) after such Bond has been 
called for redemption or (iii) for which a registered owner has submitted a demand for purchase 
(see "- Purchases of Bonds on Demand of Owner" below), or which has been purchased (see 
"- Payment of Purchase Price" below). Registration of transfers and exchanges will be made 
without charge to the registered owners of Bonds, except that the Bond Registrar may require 
any registered owner requesting registration of transfer or exchange to pay any required tax or 
governmental charge. 

The Bonds Are Not Insured 

Upon the issuance of the Letter of Credit on the Reoffering Date, the Municipal Bond 
New Issue Insurance Policy (the "Bond Insurance Policy") issued by Financial Guaranty 
Insurance Company ("Financial Guaranty") on October 20, 2004 will have been irrevocably 
surrendered and cancelled. The Bonds described in this Reoffering Circular are not insured, and 
holders thereof will have no recourse to, under or against any bond insurance policy or bond 
insurer, including the aforementioned Bond Insurance Policy issued by Financial Guaranty. 
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Owners may tender their Bonds, and in certain circumstances will be required to tender 
their Bonds, to the Tender Agent for purchase at the times and in the manner described below 
under "-Summary of Certain Provisions of the Bonds," "- Purchases of Bonds on Demand of 
Owner" and "- Mandatory Purchases of Bonds." So long as the Bonds are held in DTC's 
book-entry-only system, the Trustee will act as Tender Agent under the Indenture. Any 
successor Tender Agent appointed pursuant to the Indenture will also be a Paying Agent. 

Remarl<eting Agent 

Merrill Lynch, Pierce, Fenner & Smith Incorporated will act as the Remarketing Agent 
with respect to the Bonds (the "Remarketing Agent"). The Remarketing Agent may resign or be 
removed and a successor Remarketing Agent may be appointed in accordance with the terms of 
the Indenture and the Remarketing Agreement for the Bonds between the Remarketing Agent 
and the Company. 

Special Considemtions Relating to the Remarketing Agent 

The Remarketing Agent is paid bv the Company. 

The Remarketing Agent's responsibilities include determining the interest rate from time 
to time and remarketing Bonds that are optionally 01' mandatorily tendered by the owners thereof 
(subject, in each case, to the terms of the Remarketing Agreement), all as further described 
herein. The Remarketing Agent is appointed by the Issuer at the request of the Company and 
paid by the Company for its services. As a result, the interests of the Remarketing Agent may 
differ from those of existing holders and potential purchasers of Bonds. 

The RemarketingAgent routinely purchases bonds fOr its own account. 

The Remarketing Agent acts as remarketing agent for a variety of variable rate demand 
obligations and, in its sole discretion, routinely purchases such obligations for its own account in 
order to achieve a successfulremarketing of the obligations (Le., because there are otherwise not 
enough buyers to purchase the obligations) 01' for other reasons. The Remarketing Agent is 
permitted, but not obligated, to purchase tendered Bonds for its own account and, if it does so, it 
may cease doing so at any time without notice. The Remarketing Agent may also make a market 
in the Bonds by routinely purchasing and selling Bonds other than in connection with an optional 
01' mandatory tender and remarketing. Such purchases and sales may be at 01' below pal'. 
However, the Remarketing Agent is not required to make a market in the Bonds. The 
Remarketing Agent may also sell any Bonds it has purchased to one 01' more affiliated 
investment vehicles for collective ownership or enter into derivative arrangements with affiliates 
01' others in order to reduce its exposure to the Bonds. The purchase of Bonds by the 
Remarketing Agent may create the appearance that there is greater third party demand for the 
Bonds in the market than is actually the case. The practices described above also may result in 
fewer Bonds being tendered in a remarketing. 
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Bonds ilia!' be offored at different prices on any date. 

As more fully described under the caption "- Determination of Interest Rates for 
Interest Rate Modes," the Remarketing Agent shall determine the minimum rate of interest per 
annum which in the opinion of the Remarketing Agent, would be necessary on and as of such 
day to remarket the Bonds in a secondary market transaction at a price equal to the principal 
amount thereof plus accrued interest thereon, if any, provided that such rate of interest shall not 
exceed 14% per annum. The interest rate will reflect, among other factors, the level of market 
demand for the Bonds (including whether the Remarketing Agent is willing to purchase Bonds 
for its own account). There mayor may not be Bonds tendered and remarketed on a day that the 
rate on the Bonds are set, the Remarketing Agent mayor may not be able to remarket any Bonds 
tendered for purchase on such date at par and the Remarketing Agent may sell Bonds at varying 
prices to different investors on such date or any other date. The Remarketing Agent is not 
obligated to advise purchasers in a remarketing ifit does not have third party buyers for all of the 
Bonds at the remarketing price. In the event the Remarketing Agent owns any Bonds for its own 
account, it may, in its sole discretion in a secondary market transaction outside the tender 
process, offer such Bonds on any date, including the day that the rate on the Bonds are set, at a 
discount to par to some investors. 

The abilitv to sell the Bonds other than through the tender process lIIav be limited. 

The Remarketing Agent may buy and sell Bonds other than through the tender 
process. However, it is not obligated to do so and may cease doing so at any time without 
notice and may require holders that wish to tender their Bonds to do so through the 
Trustee with appropriate notice. Thus, investors who purchase the Bonds, whether in a 
remarketing or otherwise, should not assn me that they will be able to sell their Bonds other 
than by tendering the Bonds in accordance with the tender process. 

Certain Definitions 

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

"Alternate Credit Facility" means an irrevocable letter of credit, a municipal bond 
insurance policy, a surety bond, a line or lines of credit, a guarantee or other similar agreement or 
agreements or any other agreement or agreements used to provide liquidity or credit SUppOit for 
the Bonds, satisfactory to the Company and the Remarketing Agent and containing 
administrative provisions reasonably satisfactory to the Trustee, issued and delivered to the 
Trustee in accordance with the Indenture. 

"Annual Rate Period' llleans the period beginning on, and including, the Conversion 
Date to the Annual Rate and ending on, and including, the day next preceding the second Interest 
Payment Date thereafter, and each successive twelve-month period (or portion thereof) thereafter 
until the day preceding the earlier of the Conversion to a different Interest Rate Mode or the 
maturity ofthe Bonds. 
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"Beneficial Owner" means the person in whose name a Bond is recorded as such upon 
the systems of DTC and each DTC Participant (as defined herein) or the registered holder of 
such Bond if such Bond is not then registered in the name of Cede & Co. 

"Business Day" means any day other than a Saturday or Sunday or legal holiday or a day 
on which banking institutions located in the City of New York, New York, or the New York 
Stock Exchange or banking institutions in the city in which the principal office of the Trustee, 
the Bond Registrar, the Tender Agent, the Paying Agent, the Auction Agent, the Company, the 
Credit Facility Issuel' or the Remarketing Agent is located are authorized by law or executive 
order to close. 

"Conversion" means any conversion fi'om time to time in accordance with the terms of 
the Indenture ofthe Bonds fi'om one Interest Rate Mode to another Interest Rate Mode. 

"Conversion Date" means the date on which any Conversion becomes effective. 

"Credit Facility" means an irrevocable direct pay letter of credit or other credit 
enhancement or liquidity support facility, or any combination thereof, delivered to and in favor 
of the Trustee for the benefit of the owners of the Bonds pursuant to the Indenture and 
designated as a "Credit Facility" under the Indenture, and includes the Initial Credit Facility or 
any Alternate Credit Facility delivered to the Trustee pursuant to the Indenture. 

"Credit Facility Issuer" means the Initial Credit Facility Issuer and the issuer of any 
Credit Facility or Alternate Credit Facility subsequently in effect. 

"Daily Rate Period' means the period beginning on, and including, the Conversion Date 
to the Daily Rate and ending on and including the day preceding the next Business Day and each 
period thereafter beginning on and including a Business Day and ending on and including the 
day preceding the next succeeding Business Day until the day preceding the earlier of the 
Conversion to a different Interest Rate Mode or the maturity of the Bonds. 

"Dutch Auction Rate" means the rate of interest to be borne by the Bonds during each 
Dutch Auction Rate Period determined in accordance with the Indenture. 

"Dutch Auction Rate Period' means the period during which the Bonds bear interest at 
the Dutch Auction Rate. 

"Flexible Rate" means the Interest Rate Mode for the Bonds in which the interest rate for 
each Bond is determined with respect to that Bond during each Flexible Rate Period applicable 
to that Bond, as provided in the Indenture. 

"Flexible Rate Period' means with respect to any Bond, each period (which may be from 
one day to 364 days, or such lower maximum number of days as is then permitted under the 
Indenture) determined for such Bond, as provided in the Indenture. 

"Initial Credit Facility" means the irrevocable direct pay letter of credit issued by the 
Initial Credit Facility Issuer to the Trustee with respect to the Bonds on the Reoffering Date. 
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"Initial Credit Facility Issue,)' means Commerzbank AG, New York Branch. 

"Interest Payment Date" means (i) if the Interest Rate Mode is the Daily Rate 01' the 
Weekly Rate, the first Business Day of each calendar month, (ii) if the Interest Rate Mode is the 
Flexible Rate, for each Bond the last day of each Flexible Rate Period for such Bond (01' if such 
day is not a Business Day, the next succeeding Business Day), (iii) if the Interest Rate Mode is 
the Semi-Annual Rate, the Annual Rate 01' the Long Term Rate, April 1 and October I, and, in 
the case of the Long Term Rate, the effective date of a change to a new Long Term Rate Period; 
(iv) if the Interest Rate Mode is the Dutch Auction Rate Mode, the dates determined in 
accordance with the terms of the Indenture; and (iv) any Conversion Date (including the date ofa 
failed Conversion) or a change to a new Long Term Rate Period for such Bonds. In any case, the 
final Interest Payment Date will be the maturity date of the Bonds. 

"Interest Period" means for all Bonds (01' for any Bond if the Interest Rate Mode is the 
Flexible Rate) the period from and including each Interest Payment Date to and including the 
day immediately preceding the next Interest Payment Date, provided, however that the first 
Interest Period for the Bonds will begin on (and include) the date of issuance of the Bonds and 
the final Interest Period will end on September 30, 2034. 

"Interest Rate Mode" means the Dutch Auction Rate, the Flexible Rate, the Daily Rate, 
the Weekly Rate, the Semi-Annual Rate, the Annual Rate and the Long Term Rate. 

"Long Term Rate Period' means any period established by the Company as hereinafter 
set forth under "- Determination of Interest Rates for Interest Rate Modes - Long Term Rates 
and Long Term Rate Periods" and beginning on, and including, the Conversion Date to the Long 
Term Rate and ending on, and including, the day preceding the last Interest Payment Date for 
such period and, thereafter, each successive period of the same duration as the Long Term Rate 
Period previously established until the day preceding the earliest of the change to a different 
Long Term Rate Period, the Conversion to a different Interest Rate Mode 01' the maturity of the 
Bonds. 

"Prevailing Market Conditions" means, without limitation, the following factors: existing 
shott-term 01' long-term market rates for securities, the interest on which is excluded fi'om gross 
income for federal income tax purposes; indexes of such short-term 01' long-term rates and the 
existing market supply and demand for securities bearing such short-term 01' long-term rates; 
existing yield curves for short-term 01' long-term securities for obligations of credit quality 
comparable to the Bonds, the interest on which is excluded from gross income for federal income 
tax purposes; general economic conditions; industry economic and financial conditions that may 
affect 01' be relevant to the Bonds; and such other facts, circumstances and conditions as the 
Remarketing Agent, in its sale discretion, determines to be relevant. 

"Purchase Date" means any date on which Bonds are to be purchased on the demand of 
the registered owners thereof or are subject to mandatory purchase as described in the Indenture. 

"Reimbursement Agreement" means the Reimbursement Agreement, to be dated as of 
December 17, 2008, between the Company and the Initial Credit Facility Issuer, as the same may 
be amended fi'om time to time, and any other agreement between the Company and a Credit 
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Facility Issuer, setting forth the obligations ofthe Company to such Credit Facility Issuer arising 
out of any payments under such Credit Facility and which provides that it will be deemed to be a 
Reimbursement Agreement for the purpose ofthe Indenture. 

"Semi-Annual Rate Period' means the period beginning on, and including, the 
Conversion Date to the Semi-Annual Rate, and ending on, and including, the day preceding the 
first Interest Payment Date thereafter and each successive six-month period thereafter beginning 
on and including an Interest Payment Date and ending on and including the day next preceding 
the next Interest Payment Date until the day preceding the earlier of the Conversion to a different 
Interest Rate Mode or the maturity ofthe Bonds. 

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

Summary of Certain Provisions of the Bonds 

The following table summarizes, for each of the permitted Interest Rate Modes (except 
the Dutch Auction Rate): the dates on which interest will be paid (Interest Payment Dates); the 
dates on which each interest rate will be determined (Interest Rate Determination Dates); the 
period of time (Interest Rate Periods) each interest rate will be in effect (provided that the initial 
Interest Rate Period for each Interest Rate Mode may begin on a different date i1"0111 that 
specified, which date will be the Conversion Date or the date of a change in the Long Term Rate, 
as applicable); the dates on which registered owners may tender their Bonds for purchase to the 
Tender Agent and the notice requirements therefor (provided that while the Bonds are held in 
book-entry-only form, all notices of tender for purchase will be given by Beneficial Owners in 
the manner described under "- Purchases of Bonds on Demand of Owner - Notice Required 
for Purchases") (Purchase on Demand of Owner; Required Notice); the dates on which the 
Bonds are subject to mandatory tender for purchase (Mandatol)' Purchase Dates); the 
redemption provisions applicable to the Bonds (Redemption); the notice requirements for 
redemption and mandatory tender for purchase (Notices of Redemption and Mandatol)' 
Purchases); and the manner by which registered owners will receive payments of principal, 
interest, redemption price and purchase price (Manner of Payment). All times stated are New 
York City time. 
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FLEXIBLE nATE 

Interest Payment Dates With respect to any Bond, the last 
day of each Flexible Rate Period (or 
ifsueh day is not a Business Day, the 
next succeeding Business Day). 

Interest Rate For each Bond, not latcr than 12:00 
Determination Dates noon 011 the first day of each Flexible 

Rate Period for such Bond. 

Interest Rate Periods For each Bond, each Flexible Rate 
Period will be of a duration 
designated by the Remarketing 
Agent of one day to 364 days (or 
lower maximum number as specified 
in the Indenture); must end on a day 
immediately prior to a Business Day. 

Purchase 011 Demand of No purchase on demand of the 
Owncrj Rcquired 
Noticc· 

owner. 

"Mandatory Purchase Any COllversion Date; with respect 
Dates to each Bond, on each Interest 

Payment Date for such Bond; and 
upon delivery, cancellation, 
substitution, extension, tenllination 
or expirotion of any Credit Facility 
or rcplacement with Altematc Credit 
Facility. 

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

Notices of Conversion, Not fewer than 15 days (30 days 
Redemption and notice ofCol1vcrsion to the Semi-
Mandato)'y Purchases 

. 
Alillual, Annual or Long Tenn Rate) 
or greater than 45 days. No notice of 
mandatory purchase following end of 
each Flexible Rate Il eriod. 

l\Janncl' ofPaymcnt Principal or redemption price upon 
surrender of the Bond to the Paying 
Agent; purchase price upon 
surrender of the Bond to the Tender 
Agent. 
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DAILY nAT!:: WEEKLY nATE 

The first Business Day of each 111C first Business Day of each 
calendar month. calendar month. 

Not latcr than 9:30 a.m. on each Not later than 4:00 p.m. on the day 
Business Day. preceding each Weekly Rate Period 

or, ifnot a Business Day, on the next 
preceding Business Day. 

From and including each Business From and including each Wednesday 
Day to but not including the next to and including the following 
Business Day. Tuesday. 

Any Business Day; by written or Any Business Day; by written notice 
telephonic notice, promptly to the Tcnder Agent not later than 
con finned in \vriting, to the Tender 5:00 p.m. on a Business Day at least 
Agent by 10:00 a.m. on such seven days prior to the Purchase Date. 
Business Day. 

Any Conversion Date; and upon Any Conversion Date; and upon 
delivel)', canccllation, substitution, delivel)', cancellation, substitution, 
extension, tenninatioll or extension, tennination or expiration 
expiration of any Credit Facility or of any Credit Facility or replacemcnt 
replacement with Alternate Credit with Altemate Credit Facility. 
Facility. 

Optional, Extraordinary Optional Optional, Extraordinary Optional and 
and Mandatol)' at par on any Mandatory at par on any Business 
Business Day. Day. 

Not fewer than 15 days (30 days Not fewer than 15 days (30 days 
notice of Conversion to the Semi- noticc of Conversion to the Semi-
Annual, Annual or Long Tenn Annual, Annual or Long Tcnn Rate) 
Rate) or greater than 45 days. or grcater than 45 days. 

Principal or redemption price upon Principal or redemption price upon 
surrender of the Bond to the surrcnder of the Bond to the Paying 
Paying Agent; purchase price "upon Agent; purchase price upon smrender 
surrender of the Bond to the of the Bond to the Tender Agent. 
Tender Agent. 

So long as DTe or its nominee is the registered owner of the Bonds, notices of redemption and mandato!)' purchases shall be sent 
to Cede & Co., payments of principal, redemption and purchase price of and interest on the Bonds will be paid through the facilities 
ofDTC and notices ofmandatol)' purchases may be given not less than five days prior to the Purchase Date. See "- Book-Entry
Only System" below. 
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SEMI-ANNUAL 

Interest Payment Date Each Aprill and October 1. 

Interest Rate Not later than 2:00 p.m. on the Business 
Determination Dates Day preceding the first day of the 

Semi-Alillual Rate Period. 

Interest Rate Periods Each six-month period from and 
including each April 1 and October I to 
and including the day preceding the 
next Interest Payment Date. 

Purchase 011 Demand of On any Interest Payment Date; by 
Owner; Required Notice 

. 
\vritten notice to the Tender Agent on 
any Business Day not later than the 
fifteenth day prior to the Purchase Date. 

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

Rate Period; and upon dclivery, 
cancellation, substitution, extension, 
tcnnination or expiration of any Credit 
Facility or replacement with Alternate 
Credit Facility. 

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

Notices of Conversion, Not fewer than 15 days (30 days for 
Redemption and 

• 
notice of COil version or redemption) or 

filandatol'Y Purchases greater than 45 days. 

Manner of Payment Principal or redemption price upon 
surrender of the Bond to the Paying 
Agent; interest by check mailed to the 
registered o",mers or, upon request of 
registered owner, of$I,OOO,OOO or more 
of an individual issue of Bonds, in 
immediately available funds; purchase 
price upon surrender of the Bond to the 
Tender Agent. 

• 
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ANNUAl j LONG TERM 

Each April 1 and October 1. Each April 1 and October 1; any 
Conversion Date; and the effective date 
of any change to a new Long Tenn Rate 
Period. 

Not later than 12:00 noon 011 the Not later than 12:00 noon on the Business 
Business Day preceding the first day Day preceding the first day of the Long 
of the Annual Rate Period, 'Icnn Rate Period. 

Each period from and including the Each period designated by the Company 
Conversion Date to the Annual Rate of more than one year in duration and 
to and including the day immediately which is an integral multiple of six 
preceding the second Interest months, from and including the first day 
Payment Date thereafter and each of such period (April I and October 1) to 
successive twelve month period and including the day immediately 
thereafter. preceding the last Interest Payment Date 

for that period. 

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

Any Conversion Date; the first Any Conversion Date; the first Business 
Business Day after the end of each Day after the end of each Long Tenn 
Annual Rate Period; and upon Rate Period; the eftcctive date ofa 
delivery, cancellation, substitution, change of long Tenn Rate Period; and 
extension, tennination or expiration upon delivery, cancellation, substitution, 
of any Credit Facility or replacemcnt extension, tennination or expiration of 
with Alternate Credit Facility. any Credit .Facility or replacement with 

Alternate Credit Facility. 

Optional at par on the final Interest Optional at times and prices dependent on 
Payment Date; Extraordinary the length of the Long Tcnn Rate Period; 
Optional and Mandatory at par, on Extraordinary Optional and Mandatory at 
any Business Day. par, on any Business Day. 

Not fewer than 15 days (30 days for Not fcwer than 15 days (30 days for 
notice of Conversion or redemption) noticc of Conversion or redemption) or 
or greater than 45 days. greater than 45 days. 

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

So long as DTC or its nominee is the registered o",mer of the Bonds, notices of redemption and mandatory purchases shall be sent 
to Cede & Co., payments of principal, redemption and purchase priee of and interest on the Bonds will be paid through the facilities 
of DTC and notices of mandatory purchase may be given not less than five days prior to the Purchase Date. See "- Book-Entry
Only System" below. 
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Determination ofInterest Rates for Interest Rate Modes 

Dailv Rate. If the Interest Rate Mode for the Bonds is the Daily Rate, the interest rate on 
the Bonds for any Business Day will be the rate established by the Remarketing Agent no later 
than 9:30 a.m. (New York City time) on such Business Day as the minimum rate of interest 
necessary, in the judgment of the Remarketing Agent taking into account then Prevailing Market 
Conditions, to enable the Remarketing Agent to sell the Bonds on such Business Day at a price 
equal to the principal amount thereof, plus accrued interest, if any, thereon. For any day which is 
not a Business Day or if the Remarketing Agent does not give notice of a change in the interest 
rate, the interest rate on the Bonds will be the interest rate in effect for the immediately preceding 
Business Day. 

Weeklv Rate. If the Interest Rate Mode for the Bonds is the Weekly Rate, the interest rate 
on the Bonds for a particular Weekly Rate Period will be the rate established by the Remarketing 
Agent no later than 4:00 p.m. (New York City time) on the day preceding such Weekly Rate 
Period or, if such day is not a Business Day, on the next preceding Business Day, as the 
minimum rate of interest necessary, in the judgment of the Remarketing Agent taking into 
account then Prevailing Market Conditions, to enable the Remarketing Agent to sell the Bonds 
on such first day at a price equal to the principal amount thereof, plus accrued interest, if any, 
thereon. 

Flexible Rates and Flexible Rate Periods. Ifthe Interest Rate Mode for the Bonds is the 
Flexible Rate, the interest rate on a Bond for a specific Flexible Rate Period will be the rate 
established by the Remarketing Agent no later than 12:00 noon (New York City time) on the first 
day ofthat Flexible Rate Period as the minimum rate of interest necessary, in the jUdgment of the 
Remarketing Agent taking into account then Prevailing Market Conditions, to enable the 
Remarketing Agent to sell such Bond on that day at a price equal to the principal amount thereof. 
Each Flexible Rate Period applicable for a Bond will be determined separately by the 
Remarketing Agent on or prior to the first day of such Flexible Rate Period as being the Flexible 
Rate Period permitted under the Indenture which, in the judgment of the Remarketing Agent, 
taking into account then Prevailing Market Conditions, will, with respect to such Bond, 
ultimately produce the lowest overall interest cost on the Bonds while the Interest Rate Mode for 
the Bonds is the Flexible Rate. Each Flexible Rate Period will be fi'OIJ1 one day to 364 days in 
length and will end on a day preceding a Business Day. If the Remarketing Agent fails to set the 
length of a Flexible Rate Period for any Bond, a new Flexible Rate Period lasting to, but not 
including, the next Business Day (or until the earlier Conversion or maturity of the Bonds) will 
be established automatically in accordance with the Indenture. 

Semi-Annual Rate. If the Interest Rate Mode for the Bonds is the Semi-Annual Rate, the 
interest rate on the Bonds for a particular Semi-Annual Rate Period will be the rate established 
by the Remarketing Agent no later than 2:00 p.m. (New York City time) on the Business Day 
immediately preceding the first day of such Semi-Annual Rate Period as the minimum rate of 
interest necessary, in the judgment of the Remarketing Agent taking into account then Prevailing 
Market Conditions, to enable the Remarketing Agent to sell the Bonds on such first day at a price 
equal to the principal amount thereof. 
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Annual Rate. Ifthe Interest Rate Mode for the Bonds is the Annual Rate, the interest rate 
on the Bonds for a pat1icular Annual Rate Period will be the rate of interest established by the 
Remarketing Agent no later than 12:00 noon (New York City time) on the Business Day 
preceding the first day of such Annual Rate Period as the minimum rate of interest necessary, in 
the judgment of the Remarketing Agent taking into account then Prevailing Market Conditions, 
to enable the Remarketing Agent to sell the Bonds on such first day at a price equal to the 
principal amount thereof. 

Dutch Auction Rate. lfthe Interest Rate Mode for the Bonds is the Dutch Auction Rate, 
the interest rate on the Bonds for a particular Dutch Auction Rate Period will be the rate 
established in accordance with the procedures set f0l1h in the Indenture. 

Long Term Rates and Long Term Rate Periods. If the Interest Rate Mode for the Bonds 
is the Long Term Rate, the interest rate on the Bonds for a pat1icular Long Term Rate Period will 
be the rate established by the Remarketing Agent no later than 12:00 noon (New York City time) 
on the Business Day preceding the first day of such Long Term Rate Period as the minimum rate 
of interest necessary, in the judgment of the Remarketing Agent taking into account then 
Prevailing Market Conditions, to enable the Remarketing Agent to sell the Bonds on such first 
day at a price equal to the principal amount thereof. The Company will establish the duration of 
the Long Term Rate Period at the time that it directs the Conversion of the Interest Rate Mode to 
the Long Term Rate, and thereafter each successive Long Term Rate Period will be the same as 
the Long Term Rate Period so established by the Company until a different Long Term Rate 
Period is specified by the Company in accordance with the Indenture (in which case the duration 
of that Long Term Rate Period will control succeeding Long Term Rate Periods), subject in all 
cases to the occurrence of a Conversion Date 01' the maturity of the Bonds. Each Long Term 
Rate Period will be more than one year in duration, will be for a period which is an integral 
multiple of six months and will end on the day next preceding an Interest Payment Date; 
provided that if a Long Term Rate Period commences on a date other than an April I or 
October 1, such Long Term Rate Period may be for a period which is not an integral multiple of 
six months but will be of a duration as close as possible to (but not in excess of) such Long Term 
Rate Period established by the Company and will terminate on a day preceding an Interest 
Payment Date, and each successive Long Term Rate Period thereafter will be for the full period 
established by the Company until a different Long Term Rate Period is specified by the 
Company in accordance with the Indenture or until the occurrence of a Conversion Date or the 
maturity of the Bonds; provided further that no Long Term Rate Period will extend beyond the 
final maturity date of the Bonds. 

Failure to Determine Rate. If for any reason the interest rate for a Bond is not 
determined by the Remarketing Agent, except as described below under "- Conversion of 
Interest Rate Modes and Changes of Long Term Rate Periods - Change of Long Term Rate 
Period" and "- Cancellation of Conversion of Interest Rate Mode," the interest rate for such 
Bond for the next succeeding interest rate period will be the interest rate in effect for such Bond 
for the preceding interest rate period and, pursuant to the terms of the Indenture, there will be no 
change in the then applicable Long Term Rate Period or any Conversion from the then 
applicable Interest Rate Mode. Notwithstanding the foregoing, iffor any reason the interest rate 
for a Bond bearing interest at a Flexible Rate is not determined by the Remarketing Agent, the 
interest rate for such Bond for the next succeeding Interest Period will be equal to The Bond 
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Market Association Municipal Swap Index™ (the "Municipal Index") as defined in the 
Indenture and the Interest Period for such Bond will extend through the day preceding the next 
Business Day, until the Trustee is notified of a new Flexible Rate and Flexible Rate Period 
determined for such Bond by the Remarketing Agent. 

Conversion ofInterest Rate Modes and Changes of Long Term Rate Periods 

Method or Conversion. The Interest Rate Mode for the Bonds is subject to Conversion 
fi'om time to time, in whole but not in pmi, on the dates specified below under "- Limitations 
on Conversion," at the option of the Company, upon notice from the Bond Registrar to the 
registered owners of the Bonds, as described below, With any notice of Conversion, the 
Company must also deliver to the Bond Registrar and the Credit Facility Issuer an opinion of 
Bond Counsel stating that such Conversion is authorized or permitted by the Act and is 
authorized by the Indenture and will not adversely affect the exclusion from gross income of 
interest on the Bonds for federal income tax purposes, other than a Conversion from the Daily 
Rate Period to the Weekly Rate Period or from the Weekly Rate Period to the Daily Rate Period. 

Conditions Precedent to Conversions. The following conditions are applicable to 
Conversions ofthe Bonds: 

(a) any Credit Facility to be held by the Trustee after the Conversion Date 
must be sufficient to cover the principal of and accrued interest on the outstanding Bonds 
for the maximum Interest Period permitted for that particular Interest Rate Mode plus \0 
days at the maximum interest rate, and if a Credit Facility is to be held by the Trustee 
after the Conversion of the Bonds to a Long Term Rate Period, that Credit Facility must 
also extend for the entire Long Term Rate Period plus 10 days at the maximum interest 
rate; and 

(b) if a Credit Facility is then in effect and the purchase price of the Bonds 
under the Indenture includes any premium, the Trustee will be entitled to draw on that 
Credit Facility in an aggregate amount sufficient to pay the applicable purchase price 
(including such premium) or, in the alternative, available moneys will be available in the 
necessary amount and are applied to the payment of such premium, 

Limitations on Conversion, Any Conversion of the Interest Rate Mode for the Bonds 
must be in compliance with the following conditions: (i) the Conversion Date must be a date on 
which the Bonds are subject to optional redemption (see "- Redemptions - Optional 
Redemption" below); provided that any Conversion fi'om the Daily Rate Period to a Weekly Rate 
Period or fi'mll the Weekly Rate Period to the Daily Rate Period must be on a Wednesday and, if 
the Conversion is to or from a Dutch Auction Rate Period, the Conversion Date must be the last 
Interest Payment Date in respect of that Dutch Auction Rate Period; (ii) if the proposed 
Conversion Date would not be an Interest Payment Date but for the Conversion, the Conversion 
Date must be a Business Day; (iii) if the Conversion is from the Flexible Rate, (a) the 
Conversion Date may be no earlier than the latest Interest Payment Date established prior to the 
giving of notice to the Remarketing Agent of such proposed Conversion and (b) no further 
Interest Payment Date may be established while the Interest Rate Mode is then the Flexible Rate 
if such Interest Payment Date would occur after the effective date of that Conversion; and 
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(iv) after a determination is made requiring mandatory redemption of all Bonds pursuant to the 
Indenture (see "- Redemptions" below), no change in the Interest Rate Mode may be made 
prior to such mandatory redemption. 

Change of Long Term Rate Period. The Company may change fi:om one Long Term 
Rate Period to another Long Term Rate Period on any Business Day on which the Bonds are 
subject to optional redemption as described under "- Redemptions - Optional Redemption" 
below upon notice from the Bond Registrar to the owners of Bonds as described below. With 
any notice of such change, the Company must also deliver an opinion of Bond Counsel stating 
that such change is authorized or permitted by the Act and is authorized by the Indenture and 
will not adversely affect the exclusion from gross income of interest on the Bonds for federal 
income tax purposes. Notwithstanding the foregoing, the Long Term Rate Period will not be 
changed to a new Long Term Rate Period if (A) the Remarketing Agent has not determined the 
interest rate for the new Long Term Rate Period in accordance with the terms of the Indenture or 
(B) the Bond Registrar receives written notice fi'om Bond Counsel prior to the effective date of 
the change to the effect that the opinion of such Bond Counsel required under the Indenture has 
been rescinded. Upon the occurrence of any of the events described in the preceding sentence, 
the Bonds will bear interest at the Weekly Rate commencing on the date which would have been 
the effective date of the proposed change of Long Term Rate Period, subject to the provisions 
described below under "- Cancellation of Conversion of Interest Rate Mode." 

Notice to Owners of Conversion of Interest Rate Mode or of Change of Long Term Rate 
Period. The Bond Registrar will notifY each registered owner of the Conversion or change of 
Long Term Rate Period, as applicable, by first class mail at least 15 days (30 days in the case of 
Conversion from or to the Semi-Annual Rate, the Annual Rate or a Long Term Rate or in the 
case of a change in the Long Term Rate Period) but not more than 45 days before each 
Conversion Date or each effective date of a change in the Long Term Rate Period. The notice 
will state those matters required to be set forth therein under the Indenture. 

Cancellation of Conversion of Interest Rate Mode. Notwithstanding the foregoing, no 
Conversion will occur if (A) the Remarketing Agent has not determined the initial interest rate 
for the new Interest Rate Mode in accordance with the terms of the Indenture, (B) the Bonds that 
are to be purchased are not remarketed or sold by the Remarketing Agent or (C) the Bond 
Registrar receives written notice fi'om Bond Counsel prior to the opening of business on the 
effective date of Conversion to the effect that the opinion of such Bond Counsel required under 
the Indenture has been rescinded. If such Conversion fails to occur, such Bonds in the Dutch 
Auction Rate will remain in such Interest Rate Mode and Bonds in any other Interest Rate Mode 
will automatically be converted to the Weekly Rate (with the first period adjusted in length so 
that the last day of such period will be a Tuesday) at the rate determined by the Remarketing 
Agent on the failed Conversion Date; provided, that there must be delivered to the Issuer, the 
Trustee, the Tender Agent, the Company, the Credit Facility Issuer and the Remarketing Agent 
an opinion of Bond Counsel to the effect that determining the interest rate to be borne by the 
Bonds at a Weekly Rate is authorized or permitted by the Act and is authorized under the 
Indenture and will not adversely affect the exclusion from gross income of interest on the Bonds 
for federal income tax purposes. If such opinion is not delivered on the failed Conversion Date, 
the Bonds will bear interest for a Rate Period of the same type and of substantially the same 
length as the Rate Period in effect prior to the failed Conversion Date at a rate of interest 
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determined by the Remarketing Agent on the failed Conversion Date (or if shorter, the Rate 
Period ending on the date before the maturity date); provided that if the Bonds then bear interest 
at the Long Term Rate, and if such opinion is not delivered on the date which would have been 
the effective date of a new Long Term Rate Period, the Bonds will bear interest at the Annual 
Rate, commencing on such date, at an Annual Rate determined by the Remarketing Agent on 
such date. If the proposed Conversion of Bonds fails as described herein, any mandatory 
purchase of such Bonds will remain effective. 

Purchases of Bonds on Demand of Owner 

If the Bonds are in the book-entry-only system, demands for purchase may be made by 
Beneficial Owners only through such Beneficial Owner's Direct Participant (as defined under the 
caption "-Book-Entry-Only System"). If the Bonds are in certificated form, demands for 
purchase may be made only by registered owners. When the Interest Rate Mode is the Dutch 
Auction Rate, the Bonds are not subject to purchase on demand of the owners thereof. 

Dailv Rate. If the Interest Rate Mode for the Bonds is the Daily Rate, any Bond will be 
purchased on the demand of the registered owner thereof on any Business Day during a Daily 
Rate Period at a purchase price equal to the principal amount thereof plus accrued interest, if any, 
to the Purchase Date upon written notice or telephonic notice (to be immediately confirmed in 
writing) to the Tender Agent at its principal office not later than 10:00 a.m. (New York City 
time) on such Business Day. 

Weekly Rate. If the Interest Rate Mode for the Bonds is the Weekly Rate, any Bond will 
be purchased on the demand of the registered owner thereof on any Business Day during a 
Weekly Rate Period at a purchase price equal to the principal amount thereof plus accrued 
interest, if any, to the Purchase Date upon written notice to the Tender Agent at its principal 
office at or before 5:00 p.m. (New York City time) on a Business Day not later than the seventh 
day prior to the Purchase Date. 

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

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

Long Term Rate. If the Interest Rate Mode for the Bonds is the Long Term Rate, any 
Bond will be purchased on the demand of the registered owner thereof on the final Interest 
Payment Date for such Long Term Rate Period (unless such date is the final maturity date) at a 
purchase price equal to the principal amount thereof upon written notice to the Tender Agent at 
its principal office on a Business Day not later than the fifteenth day prior to such Purchase Date. 
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Limitations on Purchases on Demand of Owner. Notwithstanding the foregoing, there 
will be no purchase of (a) a portion of any Bond unless the p0l1ion to be purchased and the 
portion to be retained each will be in an authorized denomination or (b) any Bond upon the 
demand of the registered owner if an Event of Default under the Indenture with respect to the 
payment of principal of, interest on, or purchase price of, the Bonds has occurred and is 
continuing. Also, if the Interest Rate Mode for the Bonds is the Flexible Rate, the Bonds will not 
be subject to purchase on the demand of the registered owners thereof, but each Bond will be 
subject to mandatory purchase on each Conversion Date and on the Interest Payment Date with 
respect to such Bond, as described below under the caption "-Mandatory Purchases of Bonds." 

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

Mandatory Purchases of Bonds 

MandatOlJI Purchase on Conversion Dates or Change bv the Comvany in Long Term 
Rate Period. The Bonds will be subject to mandatory purchase at a purchase price equal to the 
principal amount thereof, plus accrued interest, if any, to the Purchase Date, plus, if the Interest 
Rate Mode is the Long Term Rate, the redemption premium, if any, which would be payable as 
described under "- Redemptions - Optional Redemption" below, if the Bonds were redeemed 
on the Purchase Date (A) on each Conversion Date and (B) on the effective date of any change 
by the Company of the Long Term Rate Period. Such tender and purchase will be required even 
ifthe change in Long Term Rate Period 01' the Conversion is canceled pursuant to the Indenture. 

MandatOlJI Purchase 011 Each Interest Pavment Date for Flexible Rate Period. 
Whenever the Interest Rate Mode for the Bonds is the Flexible Rate, each Bond will be subject 
to mandatory purchase at a purchase price equal to the principal amount thereof, without 
premium, plus accrued interest, if any, to the Purchase Date, on each Interest Payment Date that 
interest on such Bond is payable at an interest rate determined for the Flexible Rate. Owners of 
Bonds will receive no notice of such mandatory purchase. 

MandatOi'll Purchase 011 Day after End ofthe Semi-Annual Rate Period. the Anl1ual Rate 
Period or the Long Term Rate Period Whenever the Interest Rate Mode for the Bonds is the 
Semi-Annual Rate, the Annual Rate 01' the Long Term Rate, such Bonds will be subject to 
mandatory purchase on the Business Day following the end of each Semi-Annual Rate Period, 
Annual Rate Period 01' Long Term Rate Period, as the case may be, for such Bond at a purchase 
price equal to the principal amount thereof plus accrued interest, if any, to such date. 
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Mandatof')' Purchase upon Delivery. Cancellation. Substitution. Extension. Termination 
or Expiration orAnv Credit Facilitv or Replacement with an Alternate Credit Facilitv. If, at the 
option of the Company, a Credit Facility (other than the initial Letter of Credit) is delivered with 
respect to the Bonds subsequent to the Reoffering Date, the Bonds will be subject to mandatory 
tender for purchase at a purchase price equal to 100% of the principal amount thereof, plus 
accrued interest, if any, to the Purchase Date on the date of the delivery ofthe Credit Facility. In 
addition, if the Bonds are secured by a Credit Facility, the Bonds will be subject to mandatory 
tender for purchase at a purchase price equal to 100% of the principal amount thereof, plus 
accrued interest, if any, (A) on the Interest Payment Date at least five days prior to the date of the 
cancellation of or the expiration of the term of the then current Credit Facility and (B) on the 
Interest Payment Date on which a Credit Facility is replaced with an Alternate Credit Facility. 

Notice to Owners orMandatorv Purchases. Notice to owners of a mandatory purchase of 
Bonds (except for mandatory purchase on each Interest Payment Date for Flexible Rate Periods) 
will be given by the Bond Registrar, by first class mail at least 15 days but not more than 45 days 
before the Purchase Date; provided, however, as an alternative to the foregoing, if DTC or its 
nominee is the registered owner of the Bonds, notice may be given to DTC not less than five 
days before the Purchase Date. The notice of mandatory purchase will state those matters 
required to be set forth therein under the Indenhlre. No notice of mandatory purchase will be 
given in connection with a mandatory purchase on an Interest Payment Date for a Flexible Rate 
Period. 

Remarl{eting and Purchase of Bonds 

The Indenture provides that, subject to the terms of a Remarketing Agreement with the 
Company, the Remarketing Agent will use its reasonable best efforts to offer for sale Bonds 
purchased upon demand ofthe owners thereof and, unless otherwise instructed by the Company 
and with the consent of any Credit Facility Issuer, upon mandatory purchase, provided that 
Bonds will not be remarketed upon the occurrence and continuance of certain Events of Default 
under the Indenture, except in the sole discretion of the Remarketing Agent. Each such sale will 
be at a price equal to the principal amount thereof, plus interest accrued to the date of sale. The 
Remarketing Agent, the Trustee, the Paying Agent, the Bond Registrar or the Tender Agent each 
may purchase any Bonds offered for sale for its own account. 

On each date Bonds are to be purchased pursuant to optional or mandatory purchase 
under the Indenture, such Bonds will be purchased from the following sources in the order of 
priority indicated, provided that funds derived from clause (c) may not be combined with the 
funds derived from clauses (a) or (b) to purchase any Bonds: 

(a) proceeds of the remarketing of such Bonds to persons other than the 
Company, its affiliates or the Issuer and furnished to the Tender Agent by the 
Remarketing Agent and deposited directly into, and held in, the Remarketing Proceeds 
Subaccount of the Purchase Fund established with the Tender Agent under the Indenture; 

(b) proceeds of the Credit Facility, if any, furnished by the Trustee, as Tender 
Agent, and deposited by the Tender Agent directly into, and held in, the Credit Facility 
Subaccount of the Purchase Fund; and 
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(c) moneys paid by the Company (including the proceeds of the remarketing 
of the Bonds to the Company, its affiliates or the Issuer) to pay the purchase price to the 
Tender Agent. 

If there is no Credit Facility in operation to secure the Bonds, any Bonds will be 
purchased with any moneys made available by the Company, including proceeds from the 
remarketing of the Bonds. 

Payment of Purchase Price 

When a book-entry-only system is not in effect, payment of the purchase price of any 
Bond will be payable (and delivery of a replacement Bond in exchange for the portion of any 
Bond not purchased if such Bond is purchased in part will be made) on the Purchase Date upon 
delivery of such Bond to the Tender Agent on such Purchase Date; provided that such Bond must 
be delivered to the Tender Agent: (i) at or prior to 12:00 noon (New York City time), in the case 
of Bonds delivered for purchase during a Weekly Rate Period or Flexible Rate Period, (ii) at or 
prior to 1 :00 p.m. (New York City time), in the case of Bonds delivered for purchase during a 
Daily Rate Period or (iii) at or prior to 11:00 a.m. (New York City time), in the case of Bonds 
delivered for purchase during a Semi-Annual Rate Period, Annual Rate Period or Long Term 
Rate Period. If the date of such purchase is not a Business Day, the purchase price will be 
payable on the next succeeding Business Day. 

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

If the registered owner of any Bond (or portion thereof) that is subject to purchase 
pursuant to the Indenture fails to deliver such Bond with an appropriate instrument of transfer to 
the Tender Agent for purchase on the Purchase Date, and if the Tender Agent is in receipt of the 
purchase price therefor, such Bond (or portion thereof) nevertheless will be deemed purchased 
on the Purchase Date thereof. Any owner who so fails to deliver such Bond for purchase on (or 
before) the Purchase Date will have no further rights thereunder, except the right to receive the 
purchase price thereof fi'om those moneys deposited with the Tender Agent in the Purchase Fund 
pursuant to the Indenture upon presentation and surrender of such Bond to the Tender Agent 
properly endorsed for transfer in blank with all signatures guaranteed. 

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

(a) Whenever the Interest Rate Mode for the Bonds is the Daily Rate or the 
Weekly Rate, the Bonds will be subject to redemption at the option of the Issuer, upon 
the written direction of the Company, in whole 01' in part, at a redemption price of 100% 
of the principal amount thereof, plus interest accrued, if any, to the redemption date, on 
any Business Day. 

(b) Whenever the Interest Rate Mode for a Bond is the Flexible Rate, such 
Bond will be subject to redemption at the option of the Issuer, upon the written direction 
of the Company, in whole 01' in part, at a redemption price of 100% of the principal 
amount thereof on any Interest Payment Date for that Bond. 

(c) Whenever the Interest Rate Mode for the Bonds is the Dutch Auction 
Rate, the Bonds will be subject to redemption at the option of the Issuer, upon the written 
direction of the Company, in whole 01' in part, on the Business Day immediately 
succeeding any auction date, at a redemption price of 100% of the principal amount 
thereof, together with accrued interest to the redemption date. 

(d) Whenever the Interest Rate Mode for the Bonds is the Semi-Annual Rate, 
the Bonds will be subject to redemption at the option of the Issuer, upon the written 
direction of the Company, in whole or in part, at a redemption price of 100% of the 
principal amount thereof on any Interest Payment Date. 

( e) Whenever the Interest Rate Mode for the Bonds is the Annual Rate, the 
Bonds will be subject to redemption at the option ofthe Issuer, upon the written direction 
of the Company, in whole or in part, at a redemption price of 100% of the principal 
amount thereof on the final Interest Payment Date for each Annual Rate Period. 

(f) Whenever the Interest Rate Mode for the Bonds is the Long Term Rate, 
the Bonds will be subject to redemption at the option of the Issuer, upon the written 
direction of the Company, in whole or in part, (I) on the final Interest Payment Date for 
the then-current Long Term Rate Period at a redemption price of 100% of the principal 
amount thereof and (2) prior to the end ofthe then-cUtTent Long Term Rate Period at any 
time during the redemption periods and at the redemption prices set fOlth below, plus in 
each case interest accrued, if any, to the redemption date: 
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Commencement of 
Redemption Period 

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

Non-callable 

Redemption Price as 
Percentage of Principal 

100% 

Non-callable 

Subject to certain conditions, including provision of an opinion of Bond Counsel that a change in 
the redemption provisions of the Bonds will not adversely affect the exclusion from gross 
income of interest on the Bonds for federal income tax purposes, the redemption periods and 
redemption prices may be revised, effective as of the Conversion Date, the date of a change in 
the Long Term Rate Period or a Purchase Date on the final Interest Payment Date during a Long 
Term Rate Period, to reflect Prevailing Market Conditions on such date as determined by the 
Remarketing Agent in its judgment. 

Extraordinarv Optional Redemption in Whole. The Bonds may be redeemed by the 
Issuer in whole at any time at 100% of the principal amount thereof plus accrued interest to the 
redemption date upon the exercise by the Company of an option under the Loan Agreement to 
prepay the loan ifany of the following events shall have occurred within 180 days preceding the 
giving of written notice by the Company to the Trustee of such election: 

(i) if in the judgment of the Company, unreasonable burdens or excessive 
liabilities have been imposed upon the Company after the issuance of the Bonds with 
respect to the Project or the operation thereof, including without limitation federal, state 
or other ad valorem property, income or other taxes not imposed on the date of the Loan 
Agreement, other than ad valorem taxes levied upon privately owned propelty used for 
the same general purpose as the Project; 

(ii) if the Project or a pOition thereof or other property of the Company in 
connection with which the Project is used has been damaged or destroyed to such an 
extent so as, in the judgment of the Compauy, to render the Project or such other propelty 
of the Company in connection with which the Project is used unsatisfactory to the 
Company for its intended use, and such condition continues for a period of six months; 

(iii) there has occurred condemnation of all or substantially all of the Project or 
the taking by eminent domain of such use or control of the Project or other property of 
the Company in connection with which the Project is used so as, in the judgment of the 
Company, to render the Project or such other property of the Company unsatisfactory to 
the Company for its intended use; 
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(iv) in the event changes, which the Company cannot reasonably control, in 
the economic availability of materials, supplies, labor, equipment or other properties or 
things necessary for the efficient operation of the generating station where the Project is 
located have occurred, which, in the judgment of the Company, render the continued 
operation of such generating station or any generating unit at such station uneconomical; 
or changes in circumstances after the issuance of the Bonds, including but not limited to 
changes in solid waste abatement, control and disposal requirements, have occurred such 
that the Company determines that use of the Project is no longer required or desirable; 

(v) the Loan Agreement has become void or unenforceable or impossible of 
performance by reason of any changes in the Constitution of the Commonwealth of 
Kentucky or the Constitution ofthe United States of America or by reason oflegislative 
or administrative action (whether state or federal) or any final decree, judgment or order 
of any court or administrative body, whether state or federal; or 

(vi) a final order or decree of any court or administrative body after the 
issuance of the Bonds requires the Company to cease a substantial part of its operation at 
the generating station where the Project is located to such extent that the Company will 
be prevented from carrying on its normal operations at such generating station for a 
period of six months. 

Extraordinarv Ovtional Redemption in Whole or in Part. The Bonds are also subject to 
redemption in whole or in patt at 100% of the principal amount thereof plus accrued interest to 
the redemption date at the option of the Company in an amount not to exceed the net proceeds 
received from insurance or any condemnation award received by the Issuer or the Company in 
the event of damage, destruction or condemnation of all or a portion of the Project, subject to 
receipt of an opinion of Bond Counsel that such redemption will not adversely affect the 
exclusion of interest on any of the Bonds from gross income for federal income tax purposes, 
and such net proceeds must be applied to reimburse the Credit Facility Issuer for drawings under 
the Credit Facility to redeem the Bonds. See "Summary of the Loan Agreement -
Maintenance; Damage, Destruction and Condemnation." Such redemption may occur at any 
time, provided that if such event occurs while the Interest Rate Mode for the Bonds is the Daily 
Rate, Weekly Rate, Flexible Rate or Semi-Annual Rate, such redemption must occur on a date 
on which the Bonds are otherwise subject to optional redemption as described above. 

Mandator)! Redemption: Determination or Taxability. The Bonds are required to be 
redeemed by the Issuer, in whole, or in such part as described below, at a'redemption price equal 
to 100% of the principal amount thereof, without redemption premium, plus accrued interest, if 
any, to the redemption date, within 180 days following a "Determination ofTaxability." As used 
herein, a "Determination of Taxability" means the receipt by the Trustee of written notice fi'om a 
current or fonner registered owner of a Bond or from the Company or the Issuer of (A) the 
issuance of a published or private ruling or a technical advice memorandum by the Internal 
Revenue Service in which the Company participated or has been given the oppOltunity to 
patticipate, and which ruling or memorandum the Company, in its discretion, does not contest or 
from which no further right of administrative or judicial review or appeal exists, or (B) a final 
determination fi'om which no further right of appeal exists of any court of competent jurisdiction 
in the United States in a proceeding in which the Company has participated or has been a party, 
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or has been given the opportunity to participate or be a party, in each case, to the effect that as a 
result of a failure by the Company to perform or observe any covenant or agreement or the 
inaccuracy of any representation contained in the Loan Agreement or any other agreement or 
celtificate delivered in connection with the Bonds, the interest on the Bonds is included in the 
gross income of the owners thereof for federal income tax purposes, other than with respect to a 
person who is a "substantial user" or a "related person" of a substantial user within the meaning 
of the Section 147 of Internal Revenue Code of 1986, as amended (the "Code"); provided, 
however, that no such Determination of Taxability shall be considered to exist as a result of the 
Trustee receiving notice fi'om a current or former registered owner of a Bond or from the Issuer 
unless (A) the Issuer or the registered owner or fanner registered owner ofthe Bond involved in 
such proceeding or action (I) gives the Company and the Trustee prompt notice of the 
commencement thereof, and (2) (if the Company agrees to pay all expenses in connection 
therewith) offers the Company the opportunity to control unconditionally the defense thereof, 
and (B) either (I) the Company does not agree within 30 days of receipt of such offer to pay such 
expenses and liabilities and to control such defense, or (2) the Company shall exhaust or choose 
not to exhaust all available proceedings for the contest, review, appeal or rehearing of such 
decree, judgment or action which the Company determines to be appropriate. No Determination 
of Taxability described above will result fi'om the inclusion of interest on any Bond in the 
computation of minimum or indirect taxes. All of the Bonds are required to be redeemed upon a 
Determination of Taxability as described above unless, in the opinion of Bond Counsel, 
redemption of a pOltion of such Bonds would have the result that interest payable on the 
remaining Bonds outstanding after the redemption would not be so included in any such gross 
income. 

In the event any of the Issuer, the Company or the Trustee has been put on notice or 
becomes aware of the existence or pendency of any inquiry, audit or other proceedings relating 
to the Bonds being conducted by the Internal Revenue Service, the party so put on notice is 
required to give immediate written notice to the other patties of such matters. Promptly upon 
leaming of the OCCUll'enCe of a Detennination of Taxability (whether or not the same is being 
contested), or any of the events described above, the Company is required to give notice thereof 
to the Trustee and the Issuer. 

If the Internal Revenue Service or a court of competent jurisdiction determines that the 
interest paid or to be paid on any Bond (except to a "substantial user" of the Project or a "related 
person" within the meaning of Section l47(a) of the Code) is or was includable in the gross 
income of the recipient for federal income tax purposes for reasons other than as a result of a 
failure by the Company to perform or observe any of its covenants, agreements or 
representations in the Loan Agreement or any other agreement or certificate delivered in 
connection therewith, the Bonds are not subject to redemption. In such circumstances, 
Bondholders would continue to hold their Bonds, receiving principal and interest at the 
applicable rate as and when due, but would be required to include such interest payments in 
gross income for federal income tax purposes. Also, if the lien of the Indenture is discharged or 
defeased prior to the occurrence of a final Determination of Taxability, Bonds will not be 
redeemed as described herein. 
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General Redemption Terms. So long as a Credit Facility is in effect in respect of the 
Bonds, the redemption price (including accrued interest) will be paid from drawings under such 
Credit Facility or from moneys which otherwise constitute Available Moneys under the 
Indenture. Notice of redemption will be given by mailing a redemption notice by first class mail 
to the registered owners of the Bonds to be redeemed not less than 30 days (15 days if the 
Interest Rate Mode for the Bonds is the Dutch Auction Rate, Flexible Rate, Daily Rate or 
Weekly Rate) but not more than 45 days prior to the redemption date. Any notice mailed as 
provided in the Indenture will be conclusively presumed to have been given, irrespective of 
whether the owner receives the notice. Failure to give any such notice by mailing or any defect 
therein in respect of any Bond will not affect the validity of any proceedings for the redemption 
of any other Bond. No fmther interest will accrue on the principal of any Bond called for 
redemption after the redemption date iffunds sufficient for such redemption have been deposited 
with the Paying Agent as of the redemption date. If the provisions for discharging the Indenture 
set forth below under the caption, "Summary of the Indenture - Discharge of the Indenture" 
have not been complied with, any redemption notice will state that it is conditional on there 
being sufficient moneys to pay the full redemption price for the Bonds to be redeemed. So long 
as the Bonds are held in book-entry-only form, all redemption notices will be sent only to Cede 
&Co. 

Book-Entry-Only System 

Portions of the following information concerning DTC and DTC's book-enflJ'-on/y 
system have been obtained ji-0111 DTC. The Issue!; the Company and the Remal'keting Agent 
make no representation as to the accuracy of such iliformation. 

Initially, DTC will act as securities depository for the Bonds and the Bonds initially will 
be issued solely in book-entry-only form to be held under DTC's book-entry-only system, 
registered in the name of Cede & Co. (DTC's partnership nominee). One fully registered bond 
in the aggregate principal amount of the Bonds will be deposited with DTC. 

DTC, the world's largest depository, is a limited-purpose trust company organized under 
the New York Banking Law, a "banking organization" within the meaning of the New York 
Banking Law, a member of the Federal Reserve System, a "clearing corporation" within the 
meaning of the New York Uniform Commercial Code, and a "clearing agency" registered 
pursuant to the provisions of Section 17A of the Securities Exchange Act of 1934 (the 
"Exchange Act"). DTC holds and provides asset servicing for over 2.2 million issues of U.S. 
and non-U.S. equity, corporate and municipal debt issues, and money market instruments fi'om 
over 100 countries that DTC's palticipants ("Direct Participants") deposit with DTC. DTC also 
facilitates the post-trade settlement among Direct Participants of sales and other securities 
transactions in deposited securities, through electronic computerized book-entry transfers and 
pledges between Direct Participants' accounts. This eliminates the need for physical movement 
of securities celtificates. Direct Participants include both U.S. and non-U.S. securities brokers 
and dealers, banks, trust companies, clearing corporations, and certain other organizations. DTC 
is a wholly-owned subsidiary of The Depository Trust & Clearing Corporation ("DTCC"). 
DTCC, in turn, is owned by a number of Direct Participants of DTC and Members of the 
National Securities Clearing Corporation, Fixed Income Clearing Corporation, and Emerging 
Markets Clearing Corporation (NSCC, FICC and EMCC, also subsidiaries ofDTCC), as well as 
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by the New York Stock Exchange, Inc., the American Stock Exchange LLC and the National 
Association of Securities Dealers, Inc. Access to the DTC system is also available to others such 
as both U.S. and non-U.S. securities brokers and dealers, banks, trust companies, and clearing 
corporations that clear through or maintain a custodial relationship with a Direct Participant, 
either directly or indirectly ("Indirect Participants" and, together with "Direct Participants," 
"Participants"). DTC has Standard & Poor's highest rating: AAA. The DTC Rules applicable 
to its Participants are on file with the SEC. More information about DTC can be found at 
www.dtcc.com and www.dtc.org. 

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

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

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

Redemption notices shall be sent to DTC. If less than all of the Bonds are being 
redeemed, DTC's practice is to determine by lot the amount of the interest of each Direct 
Participant to be redeemed. 

Neither DTC nor Cede & Co. (nor such other DTC nominee) will consent or vote with 
respect to the Bonds unless authorized by a Direct Participant in accordance with DTC's 
Procedures. Under its usual procedures, DTC mails an Omnibus Proxy to the Issuer as soon as 
possible after the record date. The Omnibus Proxy assigns Cede & Co. 's consenting or voting 
rights to those Direct Pmticipants to whose accounts the Bonds are credited on the record date 
(identified in a listing attached to the Omnibus Proxy). 
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Principal and interest payments on the Bonds will be made to Cede & Co. or such other 
nominee as may be requested by an authorized representative of DTC. DTC's practice is to 
credit Direct Participants' accounts, upon DTC's receipt of funds and corresponding detail 
information fi'om the Issuer or the Trustee on the payable date in accordance with their 
respective holdings shown on DTC's records. Payments by Participants to Beneficial Owners 
will be governed by standing instructions and customary practices, as is the case with securities 
held for the accounts of customers in bearer form or registered in "street name," and will be the 
responsibility of such Participant and not of DTC nor its nominee, the Trustee, the Company or 
the Issuer, subject to any statutory or regulatory requirements as may be in effect from time to 
time. Payment of principal and interest to Cede & Co. (or such other nominee as may be 
requested by an authorized representative of DTC) is the responsibility of the Issuer or the 
Trustee, disbursement of such payments to Direct Participants will be the responsibility of DTC, 
and disbursement of such payments to the Beneficial Owners will be the responsibility of Direct 
and Indirect Participants. 

A Beneficial Owner shall give notice to elect to have its Bonds purchased or tendered, 
through its Participant, to the Tender Agent, and shall effect delivery of such Bonds by causing 
the Direct Participant to transfer the Pmticipant's interest in the Bonds, on DTC's records, to the 
Tender Agent. The requirement for physical delivery of Bonds in connection with a demand for 
purchase or a mandatory purchase will be deemed satisfied when the ownership rights in the 
Bonds are transferred by Direct Participants on DTC's records and followed by a book-entry 
credit of tendered Bonds to the Tender Agent's DTC account. 

DTC may discontinue providing its services as securities depository with respect to the 
Bonds at any time by giving reasonable notice to the Issuer, the Company, the Tender Agent and 
the Trustee, or the Issuer, at the request of the Company, may remove DTC as the securities 
depository for the Bonds. Under such circumstances, in the event that a successor securities 
depository is not obtained, bond celtificates are required to be delivered as described in the 
Indenture (see "- Revision of Book-Entry-Only System; Replacement Bonds" below). The 
Beneficial Owner, upon registration of certificates held in the Beneficial Owner's name, will 
become the registered owner of the Bonds. 

So long as Cede & Co. is the registered owner of the Bonds, as nominee of DTC, 
references herein to the registered owners of the Bonds will mean Cede & Co. and will not mean 
the Beneficial Owners. Under the Indenture, payments made by the Trustee to DTC or its 
nominee will satisfy the Issuer's obligations under the Indenture, the Company's obligations 
under the Loan Agreement, to the extent of the payments so made. Beneficial Owners will not 
be, and will not be considered by the Issuer or the Trustee to be, and will not have any rights as, 
owners of Bonds under the Indenture. 

The Trustee and the Issuer, so long as a book-entry-only system is used for the Bonds, 
will send any notice of redemption or of proposed document amendments requiring consent of 
registered owners and any other notices required by the document (including notices of 
Conversion and mandatory purchase) to be sent to registered owners only to DTC (or any 
successor securities depository) or its nominee. Any failure of DTC to advise any Direct 
Palticipant, or of any Direct Palticipant or Indirect Participant to notifY the Beneficial Owner, of 
any such notice and its content or effect will not affect the validity of the redemption of the 
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Bonds called for redemption, the document amendment, the Conversion, the mandatory purchase 
or any other action premised on that notice. 

The Issuer, the Company, the Trustee and the Remarketing Agent cannot and do not give 
any assurances that DTC will distribute payments on the Bonds made to DTC or its nominee as 
the registered owner or any redemption or other notices, to the Participants, or that the 
Participants or others will distribute such payments or notices to the Beneficial Owners, or that 
they will do so on a timely basis, or that DTC will serve and act in the manner described in this 
Reoffering Circular. 

THE ISSUER, THE COMPANY, THE REMARKETING AGENT AND THE 
TRUSTEE WILL HAVE NO RESPONSIBILITY OR OBLIGATION TO ANY DIRECT 
PARTICIPANT, INDIRECT PARTICIPANT OR ANY BENEFICIAL OWNER OR ANY 
OTHER PERSON NOT SHOWN ON THE REGISTRATION BOOKS OF THE TRUSTEE AS 
BEING A REGISTERED OWNER WITH RESPECT TO; (I) THE ACCURACY OF ANY 
RECORDS MAINTAINED BY DTC OR ANY DIRECT PARTICIPANT OR INDIRECT 
PARTICIPANT; (2) THE PAYMENT OF ANY AMOUNT DUE BY DTC TO ANY DIRECT 
PARTICIPANT OR BY ANY DIRECT PARTICIPANT OR INDIRECT PARTICIPANT TO 
ANY BENEFICIAL OWNER IN RESPECT OF THE PRINCIPAL AMOUNT OR 
REDEMPTION OR PURCHASE PRICE OF OR INTEREST ON THE BONDS; (3) THE 
DELIVERY OF ANY NOTICE BY DTC TO ANY DIRECT PARTICIPANT OR BY ANY 
DIRECT PARTICIPANT OR INDIRECT PARTICIPANT TO ANY BENEFICIAL OWNER 
WHICH IS REQUIRED OR PERMITTED TO BE GIVEN TO REGISTERED OWNERS 
UNDER THE TERMS OF THE INDENTURE; (4) THE SELECTION OF THE BENEFICIAL 
OWNERS TO RECEIVE PAYMENT IN THE EVENT OF ANY PARTIAL REDEMPTION 
OF THE BONDS; OR (5) ANY CONSENT GIVEN OR OTHER ACTION TAKEN BY DTC 
AS REGISTERED OWNER. 

Revision of Book-Enliy-OnIJl SJlstem; Replacement Bonds. In the event that DTC 
determines not to continue as securities depository or is removed by the Issuer, at the direction of 
the Company, as securities depository, the Issuer, at the direction of the Company, may appoint a 
successor securities depository reasonably acceptable to the Trustee. If the Issuer does not or is 
unable to appoint a successor securities depository, the Issuer will issue and the Trustee will 
authenticate and deliver fully registered Bonds, in authorized denominations, to the assignees of 
DTC or their nominees. 

In the event that the book-entry-only system is discontinued, the following provisions 
will apply. The Bonds may be issued in denominations of $25,000 and integral multiples 
thereof, if the Interest Rate Mode is the Dutch Auction Rate; in denominations of $5,000 and 
integral multiples thereof, if the Interest Rate Mode is the Semi-Annual Rate, the Annual Rate or 
the Long Term Rate; in denominations of $100,000 and integral multiples of $5,000 in excess 
thereof, if the Interest Rate Mode is the Flexible Rate; and in denominations of $100,000 and 
integral multiples thereof, if the Interest Rate Mode is the Daily Rate or the Weekly Rate. Bonds 
may be transferred or exchanged for an equal total amount of Bonds of other authorized 
denominations upon surrender of such Bonds at the principal office of the Bond Registrar, 
accompanied by a written instrument of transfer 01' authorization for exchange in form and with 
guaranty of signature satisfactory to the Bond Registrar, duly executed by the registered owner 
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or the owner's duly authorized attorney. Except as provided in the Indenture, the Bond Registrar 
will not be required to register the transfer or exchange of any Bond during the fifteen days 
before any mailing of a notice of redemption, after such Bond has been called for redemption in 
whole or in part, or after such Bond has been tendered or deemed tendered for optional or 
mandatory purchase as described under "- Purchases of Bonds on Demand of Owner" and "
Mandatory Purchases of Bonds." Registration of transfers and exchanges will be made without 
charge to the owners of Bonds, except that the Bond Registrar may require any owner requesting 
registration of transfer or exchange to pay any required tax or governmental charge. 

Security; Limitation on Liens 

Payment of the principal of and interest and any premium on the Bonds are secured by an 
assignment by the Issuer to the Trustee of the Issuer's interest in and to the Loan Agreement and 
all payments to be made pursuant thereto (other than certain indemnification and expense 
payments and notification rights). Pursuant to the Loan Agreement, the Company will agree to 
pay, among other things, amounts sufficient to pay the aggregate principal amount of and 
premium, if any, on the Bonds, together with interest thereon as and when the same become due. 
The Company further will agree to make payments of the purchase price of the Bonds tendered 
for purchase to the extent that funds are not otherwise available therefor under the provisions of 
the Indenture. 

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

In the Loan Agreement, the Company covenants that it will not, so long as any of the 
Bonds are outstanding, issue, assume or guarantee any debt for borrowed money secured by any 
mortgage, security interest, pledge or lien ("mortgage") on any of the Company's operating 
property (as defined below), whether the Company owns it at the date hereof or acquires it later, 
unless the Company similarly secures its obligations under the Loan Agreement to make 
payments to the Trustee in sufficient amounts to pay the principal of, premium, if any, and 
interest required to be paid on the Bonds. This restriction will not apply to: 

• mortgages on any property existing at the time the Company acquires the property 
or at the time the Company acquires the corporation owning the propeliy; 

• purchase money mortgages; 

• specified governmentalmOltgages; or 

• any extension, renewal or replacement (or successive extensions, renewals or 
replacements) of any mortgage referred to in the three clauses listed above, so 
long as the principal amount of indebtedness secured under this clause and not 
otherwise authorized by the clauses listed above, does not exceed the principal 
amount of indebtedness secured at the time of the extension, renewal 01' 

replacement. 
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In addition, the Company can also issue secured debt so long as the amount of the 
secured debt does not exceed the greater of 10% of net tangible assets or 10% of capitalization. 

For purposes of this liinitation on liens, "operating property" means (I) any interest in 
real property owned by the Company, and (2) any asset owned by the Company that is 
depreciable in accordance with generally accepted accounting principles. 

The Letter of Credit 

The following sUlllmarizes certain provisions of the Letter of Credit and the 
Reimbursement Agreement, to which rejerence is made fOl' the detailed provisions thereof 
Unless othenl'ise defined in this ReojJering Circular, capitalized terms in the following summG1Y 
are used as defined in the Letter of Credit and the Reimbursement Agreement. The Company is 
permitted under the Indenture to deliver an Alternate Credit Facility to replace the Letter of 
Credit. Any such Alternate Credit Facflity must meet certain requirements described in the 
Indenture. 

The Letter of Credit 

The Letter of Credit will be an irrevocable transferable direct pay letter of credit issued 
by the Bank in order to provide additional security for the payment of principal of, purchase 
price of, interest on and premium, if applicable, on any date when payments under the Bonds are 
due, including principal and interest payments and payments upon tender, redemption, 
acceleration or maturity ofthe Bonds. The Letter of Credit will provide for direct payments to or 
upon the order of the Trustee as set forth in the Letter of Credit in amounts sufficient to pay to or 
upon the order ofthe Trustee, upon request and in accordance with the terms thereof. 

The Letter of Credit will be issued in an amount equal to the aggregate principal amount 
of the outstanding Bonds, plus an amount that represents interest accrued thereon at an assumed 
rate of 14% per annum for 45 days (the "Credit Amount"). The Trustee, upon compliance with 
the terms of the Letter of Credit, is authorized to draw up to (a) an amount sufficient (i) to pay 
principal of the Bonds, when due, whether at maturity or upon redemption or acceleration, and 
(ii) to pay the portion of the purchase price of the Bonds delivered for purchase pursuant to a 
demand for purchase by the owner thereof or a mandatory tender for purchase and not 
remarketed (a "Liquidity Drawing") equal to the principal amount of the Bonds, plus (b) an 
amount not to exceed 45 days of accrued interest on such Bonds at an assumed rate of 14% per 
annum (i) to pay interest on the Bonds, when due, and (ii) to pay the portion of the purchase 
price of the Bonds, delivered for purchase pursuant to a demand for purchase by the owner 
thereof or a mandatory tender for purchase and not remarketed, equal to the interest accrued, if 
any, on the Bonds. 

The amount available under the Letter of Credit will be automatically reduced by the 
amount of any drawing thereunder, subject to reinstatement as described below. With respect to 
a drawing by the Trustee solely to pay interest on the Bonds on an Interest Payment Date, the 
amount available under the Letter of Credit will be automatically reinstated in the amount of 
such drawing effective on the earlier of (i) receipt by the Bank from the Company of 
reimbursement of any drawing solely to pay interest in fhll or (ii) at the opening of business on 
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the eleventh calendar day after the date the Bank honors such drawing, unless the Trustee has 
received written notice from the Bank by the tenth calendar day after the date the Bank honors 
such drawing the Bank is not so reinstating the available amount due to the Company's failure to 
reimburse the Bank for such drawing in full, or that an event of default has occurred and is 
continuing under the Reimbursement Agreement and, in either case, directing, an acceleration of 
the Bonds pursuant to the Indenture. With respect to a Liquidity Drawing under the Letter of 
Credit, the amount available under the Letter of Credit will be automatically reduced by the 
principal amount of the Bonds purchased with the proceeds of such drawing plus the amount of 
accrued interest on such Bonds. In the event of the remarketing ofthe Bonds purchased with the 
proceeds of a Liquidity Drawing, the amount available under the Letter of Credit will be 
automatically reinstated upon receipt by the Bank or the Trustee on the Bank's behalf of an 
amount equal to such principal amount plus accrued interest. 

The Letter of Credit will terminate on the earliest to occur of: 

(a) the Bank's close of business on December 16, 2009 (such date, as 
extended from time to time in accordance with the Letter of Credit is defined as the 
"Stated Expiration Date"); 

(b) the Bank's close of business on the date which is five Business Days 
following the date of receipt by the Bank of a certificate fi'om the Trustee certifYing that 
(a) no Bonds remain Outstanding within the meaning of the Indenture, (b) all drawings 
required to be made under the Indenture and available under the Letter of Credit have 
been made and honored, (c) an Alternate Credit Facility has been delivered to the Trustee 
in accordance with the Indenture to replace the Letter of Credit or (d) all of the 
outstanding Bonds were convelted to Bonds bearing interest at a rate other than the Daily 
Rate or the Weekly Rate; 

(c) the Bank's close of business on the date of receipt by the Bank of a 
certificate from the Trustee confirming that the Trustee is required to terminate the Letter 
of Credit in accordance with the terms of the Indenture; or 

(d) 
certificate. 

the date on which the Bank receives and honors an acceleration drawing 

The Reimbursement Agreement 

Pursuant to the Reimbursement Agreement, the Company is obligated to reimburse the 
Bank for all amounts drawn under the Letter of Credit, and to pay interest on all such amounts. 
The Company has also agreed to pay the Bank a periodic fee for issuing and maintaining the 
Letter of Credit. 

The Reimbursement Agreement imposes various covenants and agreements, including 
various financial and operating covenants, on the Company. Such covenants include, but are not 
limited to, covenants relating to (i) inspection of the books and financial records of the 
Company; (ii) creation of liens; (iii) liquidations, mergers, consolidations or sales of all or 
substantially all of the Company's assets; and (iv) disposition of assets. Any such covenants 
may be amended, waived or modified at any time by the Bank and without the consent of the 
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Trustee or the holders of the Bonds. Under certain circumstances, the failure of the Company to 
comply with such covenants may result in a mandatory tender or acceleration of the Bonds. 

The following events will constitute an "event of default" under the Reimbursement 
Agreement: 

(a) nonpayment of certain fees and other amounts required to be paid or 
reimbursed by the Company under the Reimbursement Agreement to the Bank within 
five days after the same was required to be paid; 

(b) any representation or warranty made or deemed made by or on behalf of 
the Company or any of its Significant Subsidiaries to the Bank under or in connection 
with the Reimbursement Agreement or any other Transaction Document, any advance or 
any certificate or information delivered pursuant to or in connection with the 
Reimbursement Agreement or any other Transaction Document, was false or misleading 
in any material respect as of the time it was made or furnished; 

(c) an "event of default" (not due to the Bank's failure to properly honor a 
drawing on the Letter of Credit) occurred under the Indenture or any of the other 
Transaction Documents and any applicable grace period has expired; 

(d) the breach by the Company or any of its Significant Subsidiaries of any of 
the terms or provisions of certain covenants contained in the Reimbursement Agreement 
including, but not limited to, covenants relating to the provision of notice to the Bank 
regarding an "event of default" or "default" under the Reimbursement Agreement, the 
corporate existence and license or qualification and good standing of the Company in 
jurisdictions in which it owns or leases property, the creation of liens, the liquidation, 
merger, consolidation or sale of all or substantially all of the assets of the Company and 
the disposition of assets; 

(e) the breach by the Company or any of its Significant Subsidiaries (other 
than a breach which constitutes a "default" described above) of any of the terms or 
provisions of the Reimbursement Agreement or any Security Document that is not 
remedied within thirty (30) days after an executive officer of the Company has actual 
knowledge of such default or written notice of such default has been given to the 
Company by the Bank; 

(f) the Bonds cease to be valid for any reason; 

(g) a default or event of default has occurred at any time under the terms of 
any other agreement involving borrowed money or the extension of credit or any other 
Indebtedness under which the Company or any of its Significant Subsidiaries may be 
obligated for the payment of $50,000,000 or more in the aggregate, and such breach, 
default or event of default continues beyond any period of grace permitted with respect 
thereto and as a result thereof such Indebtedness is accelerated, becomes due or is 
otherwise required to be repurchased or redeemed prior to the scheduled date of maturity 
thereof; 
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(h) a proceeding has been instituted in a court having jurisdiction in the 
premises seeking a decree or order for relief in respect ofthe Company or any Significant 
Subsidiary in an involuntary case under any applicable bankruptcy, insolvency, 
reorganization or other similar law now or hereafter in effect, or for the appointment of a 
receiver, liquidator, assignee, custodian, trustee, sequestrator, conservator (or similar 
official) of the Company or any Significant Subsidiary for any substantial part of its 
property, or for the winding-up or liquidation of its affairs, and such proceeding shall 
remain undismissed or unstayed and in effect for a period of sixty (60) consecutive days; 
such court shall enter a decree or order granting any of the relief sought in such 
proceeding; or the Company or any Significant Subsidiary shall consent, approve or 
otherwise acquiesce in any of the actions sought in such proceeding; 

(i) the Company or any Significant Subsidiary shall commence a voluntary 
case under any applicable bankruptcy, insolvency, reorganization or other similar law 
now or hereafter in effect, shall consent to the entry of an order for relief in an 
involuntary case under any such law, or shall consent to the appointment or taking 
possession by a receiver, liquidator, assignee, custodian, trustee, sequestrator, conservator 
(or other similar official) of itself or for any substantial part of its propelty or shall make 
a general assignment for the benefit of creditors, or shall fail generally to pay its debts as 
they become due, or shall take any action in furtherance of any of the foregoing; 

U) without the application, approval or consent of the Company or any of its 
Significant Subsidiaries, a receiver, trustee, examiner, liquidator or similar official shall 
be appointed for the Company or any of its Significant Subsidiaries, or for any substantial 
portion of its Property, or a proceeding described in paragraph (h) above has been 
instituted against the Company or any of its Significant Subsidiaries, and such 
appointment continues undischarged or such proceeding continues undismissed or 
unstayed for a period of 60 consecutive days; 

(k) any of the following occurs: (i) any Repoltable Event which constitutes 
grounds under Section 4042 of ERISA for the termination of any Plan by the PBGC or 
the appointment of a trustee to administer or liquidate any Plan, shall have occurred and 
be continuing; (ii) a notice of intent to terminate any Plan shall have been filed with the 
PBGC under Section 4041 of ERISA; (iii) the PBGC shall give notice under Section 
4042 of ERISA of its intent to institute proceedings to terminate any Plan or Plans or to 
appoint a trustee to administer or liquidate any Plan; (iv) the Company or any member of 
the ERISA Group shall fail to make any contributions when due to a Plan or a 
Multiemployer Plan; (v) the Company or any member of the ERISA Group shall make 
any amendment to a Plan with respect to which security is required under Section 307 of 
ERISA; (vi) the Company or any member of the ERISA Group shall withdraw 
completely or partially from a Multiemployer Plan pursuant to Subtitle E of Title IV of 
ERISA; or (vii) the Company or any member of the ERISA Group shall withdraw within 
the meaning of Section 4063 of ERISA (or shall be deemed under Section 4062( e) of 
ERISA to withdraw) from a Multiple Employer Plan; and, with respect to any of such 
events specified in clause (i), (ii), (iii), (iv), (v), (vi) or (vii), such occurrence would be 
reasonably likely to result in a Material Adverse Effect; 
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(I) any final judgment(s) or order(s) for the payment of money shall be 
entered against the Company or any of its Significant Subsidiaries by a court having 
jurisdiction in the premises which judgment is not discharged, vacated, bonded or stayed 
pending appeal within a period of thirty (30) days fi'om the date of entry if the aggregate 
uninsured amount of all such judgments and orders exceeds $50,000,000; 

(m) the Company or any of its Significant Subsidiaries ceases to conduct 
business (other than as permitted hereunder) or the Company is enjoined, restrained or in 
any way prevented by court order fi'om conducting all or any material part of its business 
and such injunction, restraint or other preventive order is not dismissed within thirty (30) 
days after the entry thereof; or 

(n) E.ON AG fails to own, directly or indirectly, at least seventy-five percent 
(75%) ofthe outstanding Voting Capital of the Company. 

For purposes of the foregoing: 

"Bond Documents" means the Indenture, the Custody Agreement, the Loan Agreement, 
the Bonds and the Remarketing Agreement. 

"Material Adverse Effect" means (i) a material adverse change in the business, property, 
condition (financial or otherwise), operations or results of operations of the Company and its 
subsidiaries taken as a whole, (ii) a material adverse change in the ability of the Company to 
perform its obligation under the Transaction Documents or (iii) a material adverse change in the 
validity or enforceability of any of the Transaction Documents or the rights or remedies of the 
Bank thereunder. 

"Security Documents" means the Custody, Pledge and Security Agreement dated as of 
December 17, 2008 among the Trustee, the Company and the Bank with respect to any Bond 
purchased during the period fi'om and including the date of its purchase with proceeds of a 
Liquidity Drawing to but excluding the date on which such Bond is purchased by any person as a 
result of a remarketing of such Bond pursuant to the Remarketing Agreement and the Indenture. 

"Transaction Documents" means, collectively, the Reimbursement Agreement, Bond 
Documents, the Security Documents and all other operative documents relating to the issuance, 
sale and securing of the Bonds (including without li.mitation any document(s) or instrument(s) 
through which the Bonds are now or hereafter collateralized, such as m0l1gages, security 
agreements, etc.). 
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Summary of the Loan Agreemcnt 

The fol/owing, in addition to the provisions contained elsewhere in this ReojJering 
Circlllm~ is a brief description of certain provisions of the Loan Agreement. This description is 
only a suml11wJI and does not purport to be complete and definitive. Reference is made to the 
Loan Agreement for the detailed provisions thereof 

General 

The Loan Agreement initially commenced as of its initial date and is amended and 
restated as of September 1, 2008 and will end on the earliest to occur of October I, 2034, 01' the 
date on which all of the Bonds shall have been fully paid 01' provision has been made for such 
payment pursuant to the Indenture. See "Summary of the Indenture - Discharge ofIndenture." 

The Company has agreed to repay the loan pursuant to the Loan Agreement by making 
timely payments to the Trustee in sufficient amounts to pay the principal of, premium, if any, 
and interest required to be paid on the Bonds on each date upon which any such payments are 
due. The Company has also agreed to pay (a) the agreed upon fees and expenses ofthe Trustee, 
the Bond Registrar, any Tender Agent and any Paying Agent appointed under the Indenture, 
(b) the expenses in connection with any redemption of the Bonds and (c) the reasonable expenses 
ofthe Issuer. 

The Company covenants and agrees with the Issuer that it will cause the purchase of 
tendered Bonds that are not remarketed in accordance with the Indenture and, to that end, the 
Company shall cause fimds to be made available to the Tender Agent at the times and in the 
manner required to effect such purchases in accordance with the Indenture; provided, however, 
that the obligation of the Company to make any such payment will be reduced by the amount of 
(A) moneys paid by the Remarketing Agent as proceeds of the remarketing of such Bonds by the 
Remarketing Agent, (B) moneys drawn under a Credit Facility, if any, for the purpose of paying 
such purchase price and (C) other moneys made available by the Company (see "Summary of the 
Bonds - Remarketing and Purchase of Bonds"). 

All payments to be made by the Company to the Issuer pursuant to the Loan Agreement 
(except the reasonable out-of-pocket expenses of the Issuer, the Trustee, the Paying Agent, the 
Bond Registrar, the Tender Agent and amounts related to indemnification) have been assigned 
by the Issuer to the Trustee, and the Company will pay such "mounts directly to the Trustee. The 
obligations of the Company to make the payments pursuant to the Loan Agreement are absolute 
and unconditional. 

Maintenance of Tax Exemption 

The Company and the Issuer have agreed not to take any action that would result in the 
interest paid on the Bonds being included in gross income of any Bondholder (other than a 
holder who is a "substantial user" of the Project 01' a "related person" within the meaning of 
Section 147(a) of the Code) for federal income tax purposes or that adversely affects the validity 
of the Bonds. 
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The Company has agreed that, so long as any of the Bonds are outstanding, it wiII not 
create, assume or guarantee debt for borrowed money secured by any mortgage, except as 
described above under "Security; Limitation on Liens." 

Payment of Taxes 

The Company has agreed to pay certain taxes and other governmental charges that may 
be lawfully assessed, levied or charged against or with respect to the Project (see, however, 
subparagraph (i) under "Summary of the Bonds - Redemptions - Extraordinary Optional 
Redemption in Whole"). The Company may contest such taxes or other governmental charges 
unless the security provided by the Indenture would be materially endangered. 

Maintenance; Damage, Destruction and Condemnation 

So long as any Bonds are outstanding, the Company wiII maintain the Project or cause 
the Project to be maintained in good working condition and will make or cause to be made all 
proper repairs, replacements and renewals necessary to continue to constitute the Project as solid 
waste disposal facilities under Section 142(a)(6) of the Code and the Act. However, the 
Company will have no obligation to maintain, repair, replace or renew any portion of the Project, 
the maintenance, repair, replacement or renewal of which becomes uneconomical to the 
Company because of certain events, including damage or destruction by a cause not within the 
Company's control, condemnation of the Project, change in government standards and 
regulations, economic OJ' other obsolescence or termination of operation of generating facilities 
to the Project. 

The Company, at its own expense, may remodel the Project or make substitutions, 
modifications and improvements to the Project as it deems desirable, which remodeling, 
substitutions, modifications and improvements wiII be deemed, under the terms of the Loan 
Agreement to be a part of the Project. The Company may not, however, change or alter the basic 
nature of the Project or cause it to lose its status under Section 142(a)(6) of the Code and the Act. 

If, prior to the payment of all Bonds outstanding, the Project or any portion thereof is 
destroyed, damaged or taken by the exercise of the power of eminent domain and the Issuer or 
the Company receives net proceeds from insurance or a condemnation award in connection 
therewith, the Company must (i) cause such net proceeds to be used to repair or restore the 
Project or (ii) reimburse the Credit Facility Issuer for drawings under the Credit Facility for the 
redemption of the Bonds in whole or in part at their principal amount, which, by the opinion of 
Bond Counsel, wiII not adversely affect the exclusion of the interest on the Bonds from gross 
income for federal income tax purposes. See "Summary of the Bonds - Redemptions -
Extraordinary Optional Redemption in Whole or in Part." 

Project Insurance 

The Company will insure the Project in a manner consistent with general industry 
practice. 
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Assignment, Merger and Release of Obligations of the Company 

The Company may assign the Loan Agreement, pursuant to an opinion of Bond Counsel 
that such assignment wiII not adversely affect the exclusion of the interest on the Bonds fi'om 
gross income for federal income tax purposes, without obtaining the consent of either the Issuer 
or the Trustee. Such assignment, however, shall not relieve the Company from primary liability 
for any of its obligations under the Loan Agreement and performance and observance of the 
other covenants and agreements to be performed by the Company. The Company may dispose 
of all or substantially all of its assets or consolidate with or merge into another corporation, 
provided the acquirer of the Company's assets or the corporation with which it shall consolidate 
with or merge into shall be a corporation or other business organization organized and existing 
under the laws of the United States of America or one of the states of the United States of 
America or the District of Columbia, shall be qualified and admitted to do business in the 
Commonwealth of Kentucky and shall assume in writing all of the obligations and covenants of 
the Company under the Loan Agreement. 

Release and Indemnification Covenant 

The Company wiII indemnity and hold the Issuer harmless against any expense or 
liability incurred, including attorneys' fees, resulting from any loss or damage to propel1y or any 
injury to or death of any person occurring on or about or resulting from any defect in the Project 
or fi'om any action commenced in connection with the financing thereof. 

Events of Default 

Each ofthe following events constitutes an "event of default" under the Loan Agreement: 

(1) failure by the Company to pay the amounts required for payment of the 
principal of, including purchase price for tendered Bonds and redemption and 
acceleration prices, and interest accrued, on the Bonds, at the times specified therein 
taking into account any periods of grace provided in the Indenture and the Bonds for the 
applicable payment of interest on the Bonds (see "Summary of the Indentm'e - Defaults 
and Remedies"); 

(2) failure by the Company to observe and perform any covenant, condition or 
agreement, other than as referred to in paragraph (1) above, for a period of thirty days 
after written notice by the Issuer or Trustee, provided, however, that if such failure is 
capable of being corrected, but cannot be corrected in such 30-day period, it wiII not 
constitute an event of default under the Loan Agreement if corrective action with respect 
thereto is instituted within such period and is being diligently pursued; or 

(3) certain events of bankruptcy, dissolution, liquidation, reorganization or 
insolvency of the Company. 

Under the Loan Agreement, cel1ain of the Company's obligations (other than the 
Company's obligation (i) not to permit any action which would result in interest paid on the 
Bonds being included in gross income for federal and Kentucky income taxes and (ii) to make 
loan payments and cel1ain other payments under the provisions of the Loan Agreement) may be 
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suspended if by reason of force majeure (as defined in the Loan Agreement) the Company is 
unable to carry out such obligations. 

Remedies 

Upon the happening of an event of default under the Loan Agreement, the Issuer may, 
among other things, take whatever action at law or in equity may appear necessary or desirable 
to collect the amounts then due and thereafter to become due, or to enforce performance and 
observance of any obligation, agreement or covenant of the Company, under the Loan 
Agreement. 

Any amounts collected upon the happening of any such event of default shall be applied 
in accordance with the Indenture or, if the Bonds have been fully paid (or provision for payment 
thereof has been made in accordance with the Indenture), made available to the Company. 

Options to Prepay, Obligation to Prcpay 

The Company may prepay the loan pursuant to the Loan Agreement, in whole or in part, 
on certain dates, at the prepayment prices as shown under the captions "Summary of the Bonds 
- Redemptions - Optional Redemption," "- Extraordinary Optional Redemption in Whole" 
and "- Extraordinary Optional Redemption in Whole or in Part." Upon the occurrence of the 
event described under the caption "Summary of the Bonds - Redemptions - Mandatory 
Redemption; Determination of Taxability," the Company shall be obligated to prepay the loan in 
an aggregate amount sufficient to redeem the required principal amount of the Bonds. 

In each instance, the loan prepayment price shall be a sum sufficient, together with other 
funds deposited with the T\'lIstee and available for such purpose, to redeem the requisite amount 
of the Bonds at a price equal to the applicable redemption price plus accrued interest to the 
redemption date, and to pay all reasonable and necessary fees and expenses of the Trustee, the 
Paying Agent and all other liabilities of the Company under the Loan Agreement accrued to the 
redemption date. 

Amendments and Modifications 

No amendment or modification of the Loan Agreement is permissible without the written 
consent of the T\'lIstee. The Issuer and the T\'lIstee may, however, without the consent of or 
notice to any Bondholders, enter into any amendment or modification of the Loan Agreement 
(i) which may be required by the provisions of the Loan Agreement or the Indenture, (ii) for the 
purpose of curing any ambiguity or formal defect or omission, (iii) in connection with any 
modification or change necessary to conform the Loan Agreement with changes and 
modifications in the Indenture or (iv) in connection with any other change which, in the 
judgment of the Trustee, does not adversely affect the Trustee or the Bondholders. Except for 
such amendments, the Loan Agreement may be amended or modified only with the consent of 
the Bondholders holding a majority in principal amount of the Bonds then outstanding (see 
"Summary of the Indenture - Supplemental Indentures" for an explanation of the procedures 
necessary for Bondholder consent); provided, however, that the approval of the Bondholders 
holding 100% in principal amount of the Bonds then outstanding is necessaty to effectuate an 
amendment or modification with respect to the Loan Agreement ofthe type described in clauses 
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(i) through (iv) of the first sentence of the second paragraph of "Summary of the Indenture -
Supplemental Indentures." Any amendments, changes or modification of the Loan Agreement 
that require the consent ofthe Bondholders must additionally be approved by the Credit Facility 
Issuer, if the Bonds are at the time secured by a Credit Facility. Additionally, so long as a Credit 
Facility is in place or while any amounts are outstanding under a Reimbursement Agreement, the 
Credit Facility Issuer must consent in writing to any amendment, change, or modification to the 
Agreement. 

Summary of the Indenture 

The following, in addition to the provisions contained elsewhere in this ReoJJering 
Circlllm~ is a brief description of certain provisions of the Indenture. This description is only a 
sll1l1mmy and does not purport to be complete and definitive. Reference is made to the Indenture 
for the detailed provisions thereof. 

Security 

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

No Pecuniary Liability of the Issuer 

No provision, covenant or agreement contained in the Indenture or in the Loan 
Agreement, nor any breach thereof, shall give rise to any pecuniary liability of the Issuer or any 
charge upon its general credit or taxing powers. The Issuer has not obligated itself by making 
the covenants, agreements or provisions contained in the Indenture or in the Loan Agreement, 
except with respect to the Project and the application of the amounts assigned to payment of the 
principal of, premium, if any, and interest on the Bonds. 

The Bond Fund 

The payments to be made by the Company pursuant to the Loan Agreement to the Issuer 
and certain other amounts specified in the Indenture will be deposited into a Bond Fund 
established pursuant to the Indenture (the "Bond Fund") and will be maintained in trust by the 
Trustee. Moneys in the Bond Fund will be used for the payment of the principal of, premium, if 
any, and interest on the Bonds, and for the redemption of Bonds prior to maturity in the 
following order of priority: (i) proceeds of the Credit Facility, if any, deposited into the Bond 
Fund in accordance with the Indenture and (ii) any other moneys provided by or on behalf of the 
Company. Any moneys held in the Bond Fund will be invested by the Trustee at the specific 
written direction of the Company in ce11ain Governmental Obligations, investment-grade 
corporate obligations and other investments permitted under the Indenture. 

So long as a Credit Facility is then held by the Trustee and there is no default in the 
payment of principal or redemption price of or interest on the Bonds, any amounts in the Bond 
Fund provided by or on behalf of the Company will be paid to the Credit Facility Issuer to the 
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extent of any amounts that the Company owes the Credit Facility Issuer pursuant to the 
Reimbursement Agreement. Any amounts remaining in the Bond Fund (first, from the proceeds 
of the Credit Facility, and second, fi'om the moneys provided by or on behalf of the Company) 
after payment in full of the principal or redemption price of and interest on the Bonds (or 
provision for payment thereof) and payment of any outstanding fees and expenses of the Trustee 
(including its reasonable attorney fees and expenses) will be paid, first, to the Credit Facility 
Issuer, to the extent of any amounts that the Company owes the Credit Facility Issuer pursuant to 
the Reimbursement Agreement and, second, to the Company. Any amounts remaining in the 
Bond Fund (i) after all of the outstanding Bonds have been paid and discharged, (ii) after 
payment of all fees, charges and expenses to the Issuer, the Trustee, the Registrar and the Paying 
Agent and of all other amounts required to be paid under the Indenture and the Loan Agreement 
and (iii) after the receipt by the Trustee of the written request of the Company for such payment, 
will be paid to the Credit Facility Issuer, if any, to the extent of any amounts that the Company 
owes to such Credit Facility Issuer pursuant to the Reimbursement Agreement, and then to the 
Company to the extent that those moneys are in excess of the amounts necessary to effect the 
payment and discharge of the outstanding Bonds. 

The Rebate Fund 

A Rebate Fund has been created by the Indenture (the "Rebate Fund") and is maintained 
as a separate fund free and clear of the lien of the Indenture. The Issuer, the Trustee and the 
Company have agreed to comply with all rebate requirements of the Code and, in particular, the 
Company has agreed that if necessary, it will deposit in the Rebate Fund any such amount as is 
required under the Code. However, the Issuer, the Trustee and the Company may disregard the 
Rebate Fund provisions to the extent that they receive an opinion of Bond Counsel that such 
failure to comply will not adversely affect the exclusion of the interest on the Bonds fi'om gross 
income for federal income tax purposes. . 

Discharge of Indenture 

When all the Bonds and all fees and charges accrued and to accrue of the Trustee and the 
Paying Agent have been paid 01' provided for, and when proper notice has been given to the 
Bondholders or the Trustee that the propel' amounts have been so paid 01' provided for, and if the 
Issuer is not in default in any other respect under the Indenture, the Indenture shall become null 
and void. The Bonds will be deemed to have been paid and discharged when there have been 
irrevocably deposited with the Trustee moneys sufficient to pay the principal, premium, if any, 
and accrued interest on such Bonds to the due date (whether such date be by reason of maturity 
or upon redemption) or, in lieu thereof, Governmental Obligations have been deposited which 
mature in such amounts and at such times as will provide the funds necessary to so pay such 
Bonds, and when all reasonable and necessary fees and expenses of the Trustee, the 
Authenticating Agent, the Bond Registrar and the Paying Agent have been paid or provided for. 

Notwithstanding anything to the contrary, if any Bonds are rated by a rating service, no 
such Bonds will be deemed to have been paid and discharged by reason of any deposit pursuant 
to the Indenture, unless each such rating service has confirmed in writing to the Trustee that its 
rating will not be withdrawn or lowered as a result of any such deposit. 
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So long as the Company owes any amounts to the Credit Facility Issuer, if any, pursuant 
to the Reimbursement Agreement: (A) the lien ofthe Indenture may not be discharged; (B) such 
Credit Facility Issuer shall be subrogated to the extent of such amounts owed by the Company to 
such Credit Facility Issuer to all rights of the Bondholders to enforce the payment of the Bonds 
fi'om the revenues and all other rights ofthe Bondholders under the Bonds, the Indenture and the 
Loan Agreement; (C) the Bondholders will be deemed paid to the extent of money drawn by the 
Trustee under the Credit Facility; and (D) subject to the Indenture, the Trustee will sign, execute 
and deliver all documents or instruments and do all things that may be reasonably required by the 
Credit Facility Issuer to effect the Credit Facility Issuer's subrogation of rights of enforcement 
and remedies set forth in the Indenture. 

Defaults aud Remedies 

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

(a) failure to make payment of any installment of interest on any Bond within 
a period of one Business Day from the due date; 

(b) failure to make punctual payment of the principal of, or premium, if any, 
on any Bond on the due date, whether at the stated maturity thereof, or upon proceedings 
for redemption, or upon the maturity thereof by declaration or if payment of the purchase 
price of any Bond required to be purchased pursuant to the Indenture is not made when 
such payment has become due and payable; 

(c) failure of the Issuer to perform or observe any other of the covenants, 
agreements or conditions in the Indenture or in the Bonds which failure continues for a 
period of 30 days after written notice by the Trustee, provided, however, that if such 
failure is capable of being cured, but cannot be cured in such 30-day period, it will not 
constitute an event of default under the Indenture if corrective action in respect of such 
failure is instituted within such 30-day period and is being diligently pursued; 

(d) the occurrence of an "event of default" under the Loan Agreement (see 
"Summary of the Loan Agreement - Events of Default"); 

(e) written notice fi:om the Credit Facility Issuer to the Trustee of an event of 
default under the Reimbursement Agreement, by reason of which the Trustee has been 
directed to accelerate the Bonds; or 

(f) if a Credit Facility is then held by the Trustee, on or before the close of 
business on the tenth calendar day following the honoring of a drawing under such Credit 
Facility to pay interest on the Bonds on an Interest Payment Date, written notice fi'om the 
Credit Facility Issuer to the Trustee that the interest component of the Credit Facility will 
not be reinstated. 

Upon the occurrence of an Event of Default under clauses (a), (b), (e) or (f) above, the 
Trustee must: (i) declare the principal of all Bonds and interest accrued thereon to be 
immediately due and payable; (ii) declare all payments under the Loan Agreement to be 
immediately due and payable and enforce each and every other right granted to the Issuer under 
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the Loan Agreement for the benefit ofthe Bondholders; and (iii) if a Credit Facility securing the 
Bonds is in effect, make an immediate drawing under the Credit Facility in accordance with its 
terms and deposit the proceeds of such drawing in the Bond Fund pending application to the 
payment of principal of the Bonds, subject to the provisions of the Indenture reserving to the 
Credit Facility Issuer the right to direct default proceedings and providing for termination of 
default proceedings upon certain occurrences. 

Interest on the Bonds will cease to accrue on the date of issuance of the declaration of 
acceleration of payment of principal and interest on the Bonds. 

In exercising such rights, the Trustee will take any action that, in the judgment of the 
Trustee, would best serve the interests of the registered owners. Upon the occurrence of an 
Event of Default under the Indenture, the Trustee may also proceed to pursue any available 
remedy by suit at law or in equity to enforce the payment of the principal of, premium, if any, 
and interest on the Bonds then outstanding. 

If the Trustee recovers any moneys following an Event of Default, unless the principal of 
the Bonds shall have been declared due and payable, all such moneys shall be applied in the 
following order: (i) to the payment of the fees, expenses, liabilities and advances incurred or 
made by the Tl'lIstee and the Paying Agent, (ii) to the payment of all interest then due on the 
Bonds and (iii) to the payment of unpaid principal and premium, if any, of the Bonds. If the 
principal of the Bonds has become due or has been accelerated, such moneys shall be applied in 
the following order: (i) to the payment ofthe fees, expenses, liabilities and advances incurred or 
made by the Tl'lIstee and the Paying Agent and (ii) to the payment of principal of and interest 
then due and unpaid on the Bonds. In each case, however, Tl'lIstee and Paying Agent fees or 
costs will not be payable fi'om moneys derived from Credit Facility drawings, any remarketing 
proceeds or moneys constituting certain Available Moneys under the Indenture. 

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

Any judgment against the Issuer pursuant to the exercise of rights under the Indenture 
shall be enforceable only against specific assigned payments, funds and accounts under the 
Indenture in the hands of the Tl'lIstee. No deficiency judgment shall be authorized against the 
general credit of the Issuer. 

No default under paragraph (c) above shall constitute an Event of Default until actual 
notice is given to the Issuer and the Company by the Tl'lIstee, or to the Issuer, the Company and 
the Tl'lIstee by the registered owners holding not less than 25% in aggregate principal amount of 
all Bonds outstanding or the Issuer and the Company shall have had thirty days after such notice 
to correct the default and failed to do so. If the default is such that it cannot be corrected within 
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the applicable period but is capable of being cured, it will not constitute an Event of Default if 
corrective action is instituted within the applicable period. 

Notwithstanding the foregoing, in addition to the rights of the Trustee and the 
Bondholders to direct proceedings as described above, if a Credit Facility is in effect, for so long 
as such Credit Facility is outstanding and the Credit Facility Issuer is not in default in its duties 
under the Indenture or the Credit Facility, the Credit Facility Issuer issuing will have the absolute 
right to direct all proceedings on behalf of the Bondholders of the Bonds. Additionally, if the 
Event of Default which has occurred is an Event of Default under paragraphs (e) or (f) above, the 
Credit Facility Issuer, if any, will have no right to direct the Trustee or the Bondholders with 
respect to any matters, including remedies, and the holders of a majority in aggregate principal 
amount of the Bonds then outstanding, will have the right, at any time, by an instrument or 
instruments in writing executed and delivered to the Trustee, to direct the time, method and place 
of conducting all proceedings to be taken in connection with the enforcement of the terms and 
conditions of the Indenture, or for the appointment of a receiver or any other proceedings 
hereunder; provided, that such direction shall not be otherwise than in accordance with the 
provisions of law and of the Indenture. 

If an Event of Default has occurred under the Indenture due to failure by the Credit 
Facility Issuer, if any, to honor a properly presented and conforming drawing by the Trustee 
under the Credit Facility then in effect in accordance with the terms thereof, all obligations of the 
Tmstee to the Credit Facility Issuer and all rights of such Credit Facility Issuer under the 
Indenture will be suspended until the earlier ofthe cure of such failure or all of the Bonds have 
been paid in full. 

Waiver of Events of Default 

Except as provided below, the Trustee may in its discretion waive any Event of Default 
under the Indenture and shall do so upon the written request of the registered owners holding a 
majority in principal amount of all Bonds then outstanding. If, after the principal of all Bonds 
then outstanding shall have been declared to be due and payable and prior to any judgment 01' 

decree for the appointment of a receiver 01' for the payment of the moneys due shall have been 
entered, (i) the Company has caused to be deposited with the Trustee a sum sufficient to pay all 
matured installments of interest upon all Bonds and the principal of and premium, if any, on any 
and all Bonds which shall have become due otherwise than by reason of such declaration and the 
expenses of the Trustee in connection with such default (with interest thereon as provided in the 
Indenture) and (ii) all Events of Default under the Indenture (other than nonpayment of the 
principal of Bonds due by said declaration) shall have been remedied, then such Event of Default 
shall be deemed waived and such declaration and its consequences rescinded and annulled by the 
Trustee. Such waiver, rescission and annulment shall be binding upon all Bondholders. No such 
waiver, rescission and annulment shall extend to or affect any subsequent Event of Default or 
impair any right or remedy consequent thereon. 

The Trustee may not waive any default under clauses (e) or (f) above unless the Trustee 
has received in writing from the Credit Facility Issuer a written notice of full reinstatement of the 
full amount of the Credit Facility and a written rescission of the notice ofthe Event of Default. 
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Notwithstanding the foregoing, nothing in the Indenture shall affect the right of a 
registered owner to enforce the payment of principal of, premium, if any, and interest on the 
Bonds after the maturity thereof. 

Supplemental Indentures 

The Issuer and the Trustee may enter into indentures supplemental to the Indenture 
without the consent of 01' notice to, the Bondholders in order (i) to cure any ambiguity 01' formal 
defect 01' omission in the Indenture, (ii) to grant to the Trustee, as may lawfully be granted, 
additional rights for the benefit of the Bondholders, (iii) to subject to the Indenture additional 
revenues, properties 01' collateral, (iv) to permit qualification of the Indenture under any federal 
statute 01' state blue sky law, (v) to add additional covenants and agreements of the Issuer for the 
protection of the Bondholders 01' to surrender 01' limit any rights reserved to the Issuer, (vi) to 
make any modification 01' change to the Indenture which, in the sole judgment of the Trustee, 
does not adversely affect the Trustee 01' any Bondholder, (vii) to make amendments. to provisions 
relating to federal income tax matters under the Code 01' other relevant provisions if, in the 
opinion of Bond Counsel, those amendments would not adversely affect the exclusion of the 
interest on the Bonds from gross income for federal income tax purposes, (viii) to make any 
modifications 01' changes to the Indenture necessary to provide the securing of a Credit Facility 
01' Alte1'l1ate Credit Facility 01' any liquidity 01' credit support of any kind for the security of the 
Bonds (including without limitation any line of credit, letter of credit, guaranty agreement 01' 

insurance coverage), including any modifications of the Indenture or the Agreement necessary to 
upgrade or maintain the then applicable ratings on the Bonds; 01' (ix) to permit the issuance ofthe 
Bonds in other than book-entry-only form or to provide changes to 01' for the book-entry system. 

Subject to the consent of the Credit Facility Issuer, if any, exclusive of supplemental 
indentures for the purposes set forth in the preceding paragraph, the consent of registered owners 
holding a majority in principal amount of all Bonds then outstanding is required to approve any 
supplemental indenture, except no such supplemental indenture shall permit, without the consent 
of all of the registered owners of the Bonds then outstanding, (i) an extension of the maturity of 
the principal of or the interest on any Bond issued under the Indenture 01' a reduction in the 
principal amount of any Bond 01' the rate of interest 01' time of redemption 01' redemption 
premium thereon, (ii) a privilege or priority of any Bond 01' Bonds over any other Bond or 
Bonds, (iii) a reduction in the principal amount of the Bonds required for consent to such 
supplemental indenture 01' (iv) the deprivation of any registered owners of the lien of the 
Indenture. 

If at any time the Issuer shall request the Trustee to enter into any supplemental indenture 
requiring the consent of the registered owners of the Bonds, the Trustee, upon being 
satisfactorily indemnified with respect to expenses, must notifY all such registered owners. Such 
notice shall set fmih the nature of the proposed supplemental indenture and shall state that copies 
thereof are on file at the principal office of the Trustee for inspection. If, within sixty days 
(or such longer period as shall be prescribed by the Issuer or the Company) following the mailing 
of such notice, the registered owners holding the requisite amount of the Bonds outstanding shall 
have consented to the execution thereof, no Bondholder shall have any right to object 01' question 
the execution thereof. 
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No supplemental indenture shall become effective unless the Company consents to the 
execution and delivel'y of such supplemental indenture. The Company shall be deemed to have 
consented to the execution and delivery of any supplemental indenture if the Trustee does not 
receive a notice of protest or objection signed by the Company on or before 4:30 p.m., local time 
in the city in which the principal office of the Trustee is located, on the fifteenth day after the 
mailing to the Company of a notice of the proposed changes and a copy of the proposed 
supplemental indenture. 

Notwithstanding the foregoing, any Supplemental Indenture that requires the consent of 
the Bondholders that (i) is to become effective while a Credit Facility is in place or while any 
amounts are outstanding under any Reimbursement Agreement and (ii) adversely affects the 
Credit Facility Issuer will not become effective unless and until the Credit Facility Issuer 
consents in writing to the execution and delivery of such Supplemental Indenture. 

Cancellation of Credit Facility; Delivery of Alternate Credit Facility 

The Trustee will, at the written direction of the Company but subject to the conditions 
described in this paragraph and the receipt of an Opinion of Bond Counsel stating that the 
cancellation of such Credit Facility is authorized under the Indenture and under the Act and will 
not adversely affect the exclusion from gross income of interest on the Bonds for federal income 
tax purposes, cancel any Credit Facility in accordance with the terms thereof which cancellation 
may be without substitution therefor or replacement thereof; provided, that any such cancellation 
will not become effective, surrender of such Credit Facility will not take place and that Credit 
Facility will not terminate, in any event, until (i) payment by the Credit Facility Issuer has been 
made for any and all drawings by the Trustee effected on or before such cancellation date 
(including, if applicable, any drawings for payment of the purchase price of Bonds to be 
purchased pursuant to the Indenture in connection with such cancellation) and (ii) if the Bonds 
are in an Long Term Rate Period, only if the then current Long Term Rate Period for the Bonds 
is ending on, or the Bonds are subject to optional redemption on, the Interest Payment Date 
immediately preceding the date of such cancellation. Upon written notice given by the Company 
to the Trustee at least 20 days (35 days if the Bonds are bearing interest at the Long Term Rate) 
prior to the date of cancellation of any Credit Facility of such cancellation and the effective date 
of such cancellation, the Trustee will surrender such Credit Facility to the Credit Facility Issuer 
by which it was issued on or promptly after the effective date of such cancellation in accordance 
with its terms; provided, that such notice will not be given in any event, if the purchase price of 
any Bonds to be purchased pursuant to the Indenture in connection with such cancellation 
includes any premium unless the Company has certified in such notice that the Trustee can draw 
under a Credit Facility (other than any Alternate Credit Facility being delivered in connection 
with such cancellation) on the purchase date related to such purchase of Bonds in an aggregate 
amount sufficient to pay the premium due upon such purchase of Bonds on such purchase date. 

The Company may, at its option, provide for the delivery to the Trustee of an Alternate 
Credit Facility in replacement of any Credit Facility then in effect. At least 20 days (35 days if 
the Interest Rate on the Bonds is a Long Term Rate) prior to the date of delivery of an Alternate 
Credit Facility to the Trustee, the Company must give notice, which notice will also be given to 
the Remarketing Agent, of such replacement to the Trustee, together with an Opinion of Bond 
Counsel to the effect that the delivery of such Alternate Credit Facility to the Trustee is 
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authorized under the Indenture and the Act and complies with the terms thereof and that the 
delivery of such Alternate Credit Facility will not adversely affect the exclusion fi'om gross 
income of interest on the Bonds for federal income tax purposes. The Trustee will then accept 
such Alternate Credit Facility and surrender the previously held Credit Facility, if any, to the 
previous Credit Facility Issuer for cancellation promptly on or after the 5th day after the 
Alternate Credit Facility becomes effective; provided, however, that such Alternate Credit 
Facility must become effective on an Interest Payment Date and, if the Bonds are in a Long Term 
Rate Period, such Alternate Credit Facility may only become effective on either the last Interest 
Payment Date for such Long Term Rate Period or an Interest Payment Date on which the Bonds 
are subject to optional redemption. The notice given to the Trustee shall also be given to the 
Issuer, the then current Credit Facility Issuer, Moody's, if the Bonds are then rated by Moody's, 
and S&P, if the Bonds are then rated by S&P; provided that the notice will not be given if the 
purchase price of any Bonds to be purchased pursuant to the Indenture in connection with such 
cancellation includes any premium unless the Company has certified in such notice that the 
Trustee can draw under a Credit Facility then in effect on the purchase date related to such 
purchase of Bonds in an aggregate amount sufficient to pay the premium due upon such purchase 
of Bonds on such purchase date and until payment under the Credit Facility to be surrendered 
shall have been made for any and all drawings by the Trustee effected on or before the date of 
such surrender for cancellation (including, if applicable, any drawings for payment of the 
purchase price of Bonds to be purchased pursuant to the Indenture in connection with such 
cancellation). 

Any Alternate Credit Facility delivered to the Trustee must be accompanied by an 
opinion of counsel to the issuer or provider of such Credit Facility stating that such Credit 
Facility is a legal, valid, binding and enforceable obligation of such issuer or obligor in 
accordance with its terms. 

The Bonds will be subject to mandatory tender for purchase on the date of cancellation of 
a Credit Facility and on the date of the delivery of an Alternate Credit Facility. See "Summary 
of the Bonds - Mandatory Purchases of Bonds." 

Enforceability of Remedies 

The remedies available to the Trustee, the Issuer and the owners upon an event of default 
under the Loan Agreement or the Indenture are in many respects dependent upon judicial actions 
which are often subject to discretion and delay. Under existing constitutional and statutory law 
and judicial decisions, the remedies specified by the Loan Agreement or the Indenture may not 
be readily available or may be limited. The various legal opinions to be delivered concurrently 
with the delivery of the Bonds will be qualified as to the enforceability of the various legal 
instruments by limitations imposed by principles of equity, bankruptcy, reorganization, 
insolvency, moratorium or other similar laws affecting the rights of creditors generally. 
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Reoffering 

Subject to the terms and conditions of the Remarketing and Bond Purchase Agreement 
(the "Remarketing Agreement"), between the Company and Merrill Lynch, Pierce, Fenner & 
Smith Incorporated, as Remarketing Agent, the Remarketing Agent has agreed to purchase and 
reoffer the Bonds delivered to the Paying Agent for purchase, at a price equal to 100% of the 
principal amount of the Bonds, plus accrued interest (if any), and in connection therewith will 
receive compensation in the amount of $125,000, plus reimbursement of certain expenses. 
Under the terms of the Remarketing Agreement, the Company has agreed to indemnity the 
Remarketing Agent against certain civil liabilities, including liabilities under federal securities 
laws. 

In the ordinary course of their business, the Remarketing Agent and certain of its 
affiliates, have engaged, and may in the future engage, in investment banking or commercial 
banking transactions with the Company. 

Tax Treatment 

On October 20, 2004, the date of original issuance and delivery of the Bonds, Bond 
Counsel delivered its opinion stating that under existing law, including current statutes, 
regulations, administrative rulings and official interpretations, subject to the qualifications and 
exceptions set forth below, interest on the Bonds will be excluded from the gross income of the 
recipients thereof for federal income tax purposes, except that no opinion will be expressed 
regarding such exclusion from gross income with respect to any Bond during any period in 
which it is held by a "substantial user" of the Project or a "related person" as such terms are used 
in Section 147(a) of the Code. Interest on the Bonds will be an item of tax preference in 
determining alternative minimum taxable income for individuals and corporations under the 
Code. Bond Counsel further opined that, subject to the assumptions stated in the preceding 
sentence, (i) interest on the Bonds would be excluded from gross income ofthe owners thereof 
for Kentucky income tax purposes and (ii) the Bonds would be exempt from all ad valorem taxes 
in Kentucky. Such opinion has not been updated as of the date hereof and no continuing tax 
exemption opinion is expressed by Bond Counsel. 

Bond Counsel also will deliver an opinion in connection with this reoffering to the effect 
that the delivery of the Letter of Credit (i) is authorized or permitted by Sections 103.200 to 
103.285, inclusive, of the Kentucky Revised Statutes (the "Act") and the Indenture and (ii) will 
not adversely affect the validity of the Bonds or any exclusion from gross income of interest on 
the Bonds for federal income tax purposes to which interest on the Bonds would otherwise be 
entitled. 

The opinions of Bond Counsel as to the excludability of interest from gross income for 
federal income tax purposes were based upon and assumed the accuracy of certain 
representations of facts and circumstances, including with respect to the Project, which were 
within the knowledge of the Company and compliance by the Company with certain covenants 
and undeltakings set forth in the proceedings authorizing the Bonds which are intended to assure 
that the Bonds are and will remain obligations the interest on which is not includable in gross 
income of the recipients thereof under the law in effect on the date of such opinion. Bond 
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Counsel did not independently verifY the accuracy ofthe certifications and representations made 
by the Company and the Issuer. On the date of the opinion and subsequent to the original 
delivery ofthe Bonds on October 20, 2004, such representations of facts and circumstances must 
be accurate and such covenants and undertakings must continue to be complied with in order that 
interest on the Bonds be and remain excludable from gross income of the recipients thereof for 
federal income tax purposes under existing law. Bond Counsel expressed no opinion 
(i) regarding the exclusion of interest on any Bond fi'om gross income for federal income tax 
purposes on or after the date on which any change, including any interest rate conversion, 
permitted by the documents other than with the approval of Bond Counsel is taken which 
adversely affects the tax treatment of the Bonds or (ii) as to the treatment for purposes of federal 
income taxation of interest on the Bonds upon a Determination of Taxability. 

Bond Counsel fmiher opined that the Code prescribed a number of qualifications and 
conditions for the interest on state and local government obligations to be and to remain 
excluded from gross income for federal income tax purposes, some of which, including 
provisions for potential payments by the Issuers to the federal government, require future or 
continued compliance after issuance of the Bonds in order for the interest to be and to continue 
to be so excluded from the date of issuance. Noncompliance with certain of these requirements 
by the Company or the Issuer with respect to the Bonds could cause the interest on the Bonds to 
be included in gross income for federal income tax purposes and to be subject to federal income 
taxation retroactively to the date of their issuance. The Company and the Issuer each covenanted 
to take all actions required of each to assure that the interest on the Bonds shall be and remain 
excluded from gross income for federal income tax purposes, and not to take any actions that 
would adversely affect that exclusion. 

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

(a) The Code provides for a "branch profits tax" which subjects to tax, at a 
rate of30%, the effectively connected earnings and profits of a foreign corporation which 
engages in a United States trade or business. Interest on the Bonds would be includable 
in the amount of effectively connected earnings and profits and thus would increase the 
branch profits tax liability. 

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

Except as stated above, Bond Counsel expressed no 0pullon as to any federal or 
Kentucky tax consequences resulting from the receipt of interest on the Bonds. 

Owners of the Bonds should be aware that the ownership of the Bonds may result in 
collateral federal income tax consequences. For instance, the Code provides that propeliy and 
casualty insurance companies will be required to reduce their loss reserve deductions by 15% of 
the tax-exempt interest received on certain obligatiOlls, such as the Bonds, acquired after August 
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7, 1986. (For purposes ofthe immediately preceding sentence, a portion of dividends paid to an 
affiliated insurance company may be treated as tax-exempt interest.) The Code further provides 
for the disallowance of any deduction for interest expenses incurred by banks and certain other 
financial institutions allocable to carrying certain tax-exempt obligations, such as the Bonds, 
acquired after August 7, 1986. The Code also provides that, with respect to taxpayers other than 
such financial institutions, such taxpayers will be unable to deduct any portion of the interest 
expenses incurred or continued to purchase or carry the Bonds. The Code also provides, with 
respect to individuals, that interest on tax-exempt obligations, including the Bonds, is included in 
modified adjusted gross income for purposes of determining the taxability of social security and 
railroad retirement benefits. Furthermore, the earned income tax credit is not allowed for 
individuals with an aggregate amount of disqualified income within the meaning of Section 32 of 
the Code, which exceeds $2,200. Interest on the Bonds will be taken into account in the 
calculation of disqualified income. Prospective purchasers of the Bonds should consult their 
own tax advisors regarding such matters and any other tax consequences of holding the Bonds. 

From time to time, there are legislative proposals in Congress which, if enacted, could 
alter or amend one or more of the federal tax matters referred to above or could adversely affect 
the market value of the Bonds. It cannot be predicted whether or in what form any such proposal 
might be enacted or whether, if enacted, it would apply to obligations (such as the Bonds) issued 
prior to enactment. 

The opinion of Bond Counsel relating to the reoffering of the Bonds in substantially the 
form in which it is expected to be delivered on the Reoffering Date, redated to the Reoffering 
Date, is attached as Appendix B-2. 

Legal Matters 

Cetiain legal matters in connection with the reoffering of the Bonds will be passed upon 
by Stoll Keenon Ogden PLLC, Louisville, Kentucky, Bond Counsel. Certain legal matters 
pertaining to the Company will be passed upon by Jones Day, Chicago, Illinois, and John R. 
McCall, Esq., Executive Vice President, General Counsel, Corporate Secretary and Chief 
Compliance Officer of the Company. Winston & Strawn LLP, Chicago, Illinois, will pass upon 
certain legal matters for the Remarketing Agent. 

Continuing Disclosure 

Because the Bonds are special and limited obligations of the Issuer, the Issuer is not an 
"obligated person" for purposes of Rule l5c2-12 (the "Rule") promulgated by the SEC under the 
Exchange Act, and does not have any continuing obligations thereunder. Accordingly, the Issuer 
will not provide any continuing disclosure information with respect to the Bonds or the Issuer. 

In order to enable the Remarketing Agent to comply with the requirements of the Rule, 
the Company has covenanted in a continuing disclosure undertaking agreement delivered to the 
Trustee for the benefit of the holders of the Bonds (the "Continuing Disclosure Agreement") to 
provide certain continuing disclosure for the benefit of the holders of the Bonds. Under its 
Continuing Disclosure Agreement, the Company has covenanted to take the following actions: 
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(a) The Company will provide to each nationally recognized municipal 
securities information repository ("NRMSIR"), recognized by the SEC pursuant to the 
Rule, and the state information depository, if any, of the Commonwealth of Kentucky (a 
"SID" and, together with the NRMSIR, a "Repository") recognized by the SEC 
(I) annual financial information of the type set forth in Appendix A to this Reoffering 
Circular (including any information incorporated by reference therein) and (2) audited 
financial statements prepared in accordance with generally accepted accounting 
principles, in each case not later than 120 days after the end of the Company's fiscal year. 

(b) The Company will file in a timely manner with each NRMSIR or the 
Municipal Securities Rulemaking Board, and with the SID, if any, notice of the 
occurrence of any of the following events (if applicable) with respect to the Bonds, if 
material: (i) principal and interest payment delinquencies; (ii) non-payment related 
defaults; (iii) any unscheduled draws on debt service reserves reflecting financial 
difficulties; (iv) unscheduled draws on credit enhancement facilities reflecting financial 
difficulties; (v) substitution of credit or liquidity providers, or their failure to perform; 
(vi) adverse tax opinions or events affecting the tax-exempt status of the Bonds; 
(vii) modifications to rights of the holders of the Bonds; (viii) the giving of notice of 
optional or unscheduled redemption of any Bonds; (ix) defeasance of the Bonds or any 
portion thereof; (x) release, substitution, or sale of property securing repayment of the 
Bonds; and (xi) rating changes with respect to the Bonds or the Company or any 
obligated person, within the meaning of the Rule. 

(c) The Company will file in a timely manner with each Repository notice of 
a failure by the Company to file any of the notices or reports referred to in paragraphs (a) 
and (b) above by the due date. 

The Company may amend its Continuing Disclosure Agreement (and the Trustee shall 
agree to any amendment so requested by the Company that does not change the duties of the 
Trustee thereunder) or waive any provision thereof, but only with a change in circumstances that 
arises from a change in legal requirements, change in law, or change in the nature or status of the 
Company with respect to the Bonds or the type of business conducted by the Company; 
provided that the undettaking, as amended or following such waiver, would have complied with 
the requirements of the Rule on the date of issuance of the Bonds, after taking into account any 
amendments to the Rule as well as any change in circumstances, and the amendment or waiver 
does not materially impair the interests of the holders of the Bonds to which such undertaking 
relates, in the opinion of the Trustee or counsel expert in federal securities laws acceptable to 
both the Company and the Trustee, or is approved by the Beneficial Owners of a majority in 
aggregate principal amount of the outstanding Bonds. The Company acknowledges that its 
undertakings pursuant to the Rule described under this heading are intended to be for the benefit 
for the holders of the Bonds and shall be enforceable by the holders of those Bonds or by the 
Trustee on behalf of such holders. Any breach by the Company of these undertakings pursuant 
to the Rule will not constitute an event of default under the Indenture, the Loan Agreement or the 
Bonds. 
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This Reoffering Circular has been duly approved, executed and delivered by the 
Company. 
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KENTUCKY UTILITIES COMPANY 

By: lsi Daniel K. Arbough 
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Treasurer 
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APPENDIX A 

Kentucky Utilities Company -

Financial Statements and Additional Information 

This Append!:\' A includes the Selected Financial Data presented below, as well as the 
(i) Financial Statements and Additional Information (Unaudited) As of September 30, 2008 and 
December 31,2007 andfor the three-month and nine-month periods ended September 30,2008 
and 2007 (the "Quarterly Report") and (ii) Financial Statements and Additional Information As 
of December 31,2007 and 2006 (the "Annual Report''). 

The information contained in this Appendix A relates to and has been obtained from Kentucky 
Utilities Company ("KU'') and from other sources as shown herein. The delivelY of the 
ReojJering Circular shall not create any implication that there has been'no change in the ajJairs 
of KU since the date hereof, or that the information contained or incorporated by reference in 
this Appendix A is correct at any time subsequent to its date. 

Kentucky Utilities Company 

KU, incorporated in Kentucky in 1912 and in Virginia in 1991, is a regulated public utility 
engaged in the generation, transmission, distribution and sale of electric energy in Kentucky, 
Virginia and Tennessee. As of September 30, 2008, KU provided electricity to approximately 
507,000 customers in 77 counties in centl'al, southeastern and westel'll Kentucky, approximately 
30,000 customers in 5 counties in southwestern Virginia and 5 customers in Tennessee. KU's 
service area covers approximately 6,600 square miles. KU's coal-fired electric generating 
stations produce most of KU's electricity. The remainder is generated by a hydroelectric power 
plant and natural gas and oil fueled combustion turbines. In Virginia, KU operates under the 
name Old Dominion Power Company. KU also sells wholesale electric energy to 12 
municipalities. 

KU is a wholly-owned subsidiary ofE.ON U.S., an indirect wholly-owned subsidiary ofE.ON, a 
German corporation, making KU an indirect wholly-owned subsidiary of E.ON. KU's affiliate, 
Louisville Gas and Electric Company, is a regulated public utility engaged in the generation, 
transmission, distribution and sale of electric energy and the distribution of natural gas in 
Kentucky. 

Recent Developments 

Brown New Source Review Litigation. As disclosed in Note 7 to Notes to Financial Statements 
(Unaudited) As of September 30, 2008 and December 31, 2007 and for the three-month and 
nine-month periods ended September 30, 2008 and 2007, in April 2006, the EPA issued an NOV 
alleging that KU had violated certain provisions of the Clean Air Act's new source review rules 
and new source performance standards relating to work performed in 1997 on a boiler and 
turbine at Unit 3 at KU's E.W. Brown generating station. In December 2006, the EPA issued a 
second NOV alleging the Company had exceeded heat input values in violation of air permits for 
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Unit 3. In March 2007, the U.S. Depaltment of Justice filed a complaint in federal court in 
Kentucky alleging the same violations specified in the prior NOYs. The complaint seeks civil 
penalties, including potential per-day fines, remedial measures and injunctive relief. In April 
2007, KU filed an answer in the civil suit denying the allegations. In July 2007, the court entered 
a schedule providing for a July 2009 date for trial. As of September 30, 2008, a $3.2 million 
accrual was recorded based on the then current status of settlement discussions. 

KU, the EPA and the Department of Justice have reached a tentative agreement in principle on a 
proposed settlement of the lawsuit and the NOYs, the terms of which include: 

• Payment of a $1.4 million civil penalty 

• Establishment of $3 million fund for environmental mitigation projects that will 
include carbon sequestration testing and school bus retrofits 

• Surrender of 53,000 S02 allowances 

• Surrender of excess NOx allowances for Brown Unit 3 through 2020 

• Installation of flue gas desulfurization ("FGD") controls at Brown Unit 3 by 
December 31, 2010 

• Installation of selective catalytic reduction ("SCR") controls at Brown Unit 3 by 
December 31, 2012 

• Compliance with specified operational restrictions, including NOx, S02 and 
particulate matter emission limits and heat input limits 

Capital expenditures associated with installation of the FGD and SCR controls at Unit 3 are 
currently estimated to be approximately $585 million, of which $109 million had been spent 
through December 31, 2007 and $295 million had been included in KU's previously disclosed 
capital expenditures for the three years ended December 31, 20 I O. Funding for these capital 
expenditures is expected to be provided by borrowings fi'om affiliates. KU currently expects that 
the capital expenditures associated with the installation of the FGD and SCR controls and any 
additional operating costs resulting fi'om the surrender of S02 or NOx allowances will be 
recoverable through existing regulatory recovery mechanisms. The terms of the proposed 
settlement are not expected to have a material adverse effect on KU's financial condition or 
results of operations or on KU's ability to operate its plants. 

Final settlement of the lawsuit and the NOV s is subject to approval by the board of directors, the 
EPA and the Department of Justice, execution of a consent decree and approval of the consent 
decree by the U.S. District Court for the Eastern District of Kentucky. There is no guarantee that 
the proposed settlement will be executed and approved on the terms outlined above, or at all. If 
the proposed settlement is not approved, KU cannot predict the ultimate outcome of these 
proceedings, including whether fines, penalties or remedial measures significantly more 
burdensome than those outlined above may result. 
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(in millions) 

Operating revenues 

Net operating income 

Net income 

Total assets 

Long-term obligations 
(including amounts due 
within one year) 

Ratio of Earnings to 
Fixed Charges (2) 

Capitalization: 

Long-Term Debt 

Common Equity 

Total Capitalization 
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Selected Financial Data 

Twelve 
Months Ended 

Years Ended December 31, 

September 30, 
2008 (1) 2007 2006 2005 2004 2003 

$1,349 $1,273 $1,210 $1,207 $ 995 $ 892 

$ 249 $ 268 $ 235 $ 202 $ 228 $ 162 

$ 154 $ 167 $ 152 $ 112 $ 134 $ 91 

$4,244 $3,796 $3,143 $2,756 $2,610 $2,505 

$1,359 $1,264 $ 843 $ 746 $ 726 $ 688 

4.08x 5.l3x 6.77x 6.4lx 8.85x 6.62x 

September 30, %of 
2008 Capitalization 

$1,326 44.16% 

$1,677 55.84% 

$3,003 100.00% 

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

'(2) For purposes of this ratio, "Earnings" consist of the aggregate of Income Before Cumulative Effect of a 
Change in Accounting Principle, taxes on income. investment tax credit (net) and "Fixed Charges." 'IFixed 
Charges" consist of interest charges and one-third of rentals charged to operating expenses. 

Management's Discussion and Analysis in the Quarterly Report and the Annual RepOlt, as well 
as the Notes to Financial Statements as of December 31, 2007 and 2006 and the Notes to 
Financial Statements (Unaudited) As of September 30, 2008 and December 31, 2007 and for the 
three-month and nine-month periods ended September 30, 2008 and 2007 should be read in 
conjunction with the above information. 
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Kentucky Utilities Company 

Financial Statements and Additional Information 
(Unaudited) 

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

September 30,2008 and 2007 



ARO 
BART 
CAIR 
CAMR 
CAVR 
CCN 
Clean Air Act 
CMRO 
Company 
DSM 
ECR 
EEl , 
E.ON ~ 
E.ON U.S. 
E.ON U.S. Services 
EPA 
EPAct 2005 
EUSIC 
FAC 
FASB 
FERC 
FOD 
Fidelia 
FIN 
OHO 
IRS 
KCCS 
KDAQ 
Kentucky Commission 
KU 
kWh 
LO&E 
MISO 
MMBtu 
Moody's 
NAAQS 
NERC 
NOV 
NOx 
OMU 
PUHCA 2005 
RRO 
S&P 
SCR 
SERC 
SPAS 
SIP 
SO, 
TC2 
VDT 
Virginia Commission 
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INDEX OF ABBREVIATIONS 

Asset Retirement Obligation 
Best Available Retrofit Technology 
Clean Air Interstate Rule 
Clean Air Mercury Rule 
Clean Air Visibility Rule 
Certificate of Public COllvenience and Necessity 
111e Clean Air Act, as amended in 1990 
Carbon Management Research Group 
Kentucky Utilities Company 
Demand Side Management 
Environmental Cost Recovery 
Electric Energy, Inc. 
E.ONAO 
E.ON U.S. LLC. (formerly LO&E Energy LLC and LO&E Energy Corp.) 
E.ON U.S. Services Inc. (formerly LO&E Energy Services Inc.) 
U.S. Environmental Protection Agency 
Energy Policy Act of2005 
E.ON US Investments Corp. 
Fuel Adjustment Clause 
Financial Accounting Standards Board 
Federal Energy Regulatory Commission 
Flue Gas Desulfurization 
Fidelia Corporation (an E.ON affiliate) 
F ASB Interpretation 
Greenhouse Gas 
Internal Revenue Service 
Kentucky Consortium for Carbon Storage 
Kentucky Division for Air Quality 
Kentucky Public Service Commission 
Kentucky Utilities Company 
Kilowatt Hours 
Louisville Gas and Electric Company 
Midwest Independent Transmission System Operator, Inc. 
Million British Thermal Units 
Moody's Investor Services, Inc. 
National Ambient Air Quality Standards 
North American Electric Reliability Corporation 
Notice of Violation 
Nitrogen Oxide 
Owensboro Municipal Utilities 
Public Utility Holding Company Act of2005 
Regional Reliability Organization 
Standard & Poor's Rating Service 
Selective Catal)1ic Reduction 
SERC Reliability Corporation 
Statement of Financial Accounting Standards 
State Implementation Plan 
Sulfur Dioxide 
Trimble County Unit 2 
Value Delivery Team Process 
Virginia State Corporation Commission 
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Financial Statements (Unaudited) 

Kentucky Utilities Company 
Statements of Income 

(Unaudited) 
(Millions of $) 

OPERATING REVENUES: 

Three Months Ended 
September 30, 
2008 2007 

Total operating revenues ......................................... $ 371 $ 345 

OPERATING EXPENSES: 
Fuel for electric generation .......................................... . 147 138 
Power purchased ........................................................ .. 54 39 
Other operation and maintenance expenses ................ . 67 62 
Depreciation and amol1ization .................................... . ----.lQ .---ll 

Total operating expenses ........................................ . ~ 270 

OPERATING INCOME ............................................ .. 67 75 

Other expense (income) .. net. .................................... .. (13) (7) 
Interest expense (Notes 5 and 6) ................................ .. 3 3 
Interest expense to affiliated companies (Note 8) ...... .. __ 15 _1_1 

INCOME BEFORE INCOME TAXES ...................... . 62 68 

Federal and state income taxes (Note 5) .................... .. 

NET INCOME ............................................................. ~ $ 50 

The accompanying notes are an integral part of these financial statements. 

Statements of Retained Eamings 
(Unaudited) 

(Millions of $) 

Nine Months Ended 
September 30, 
2008 2007 

$ 1,039 $ 963 

380 354 
164 129 
208 184 

~ ~ 
~ .---12Q 

188 207 

(31) (23) 
10 11 

_4_1 ..--12 

168 190 

__ 5_1 ~ 

$ 111 $ 13Q 

Three Months Ended Nine Months Ended 

Balance at beginning of period .................................... . 
Net income .................................................................. . 

September 30, 
2008 2007 

$ 1,1 1 1 

~ 

$ 950 

~ 

Balance at end of period ............................................... $ I 154 $ 1 000 

The accompanying notes are an integral pat1 ofthese financial statements. 

September 30, 
2008 2007 

$ 1,037 $ 870 

--.ll1 .. .JlQ 

$ 1.l54 $ 1 QQQ 
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ASSETS 

Current assets: 

Kentucky Utilities Company 
Balance Sheets 

(Unaudited) 
(Millions of $) 

Cash and cash equivalents ..................................................................... . 
Restricted cash ....................................................................................... . 
Accounts receivable -less reserves of $3 million and $2 million 

as of September 30, 2008 and December 31, 2007, respectively .... .. 
Accounts receivable from affiliated companies (Note 8) ...................... . 
Materials and supplies: 

Fuel (predominantly coal) ................................................................ . 
Other materials and supplies ............................................................. . 

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

Other propel1y and investments ............................................................. . 

Utility plant: 
At original cosl. ....................................................................... , .............. . 
Less: reserve for depreciation ............................................................... . 

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

Deferred debits and other assets: 
RegulatOlY assets (Note 2): 

Pension and postretirement benefits ................................................. . 
Other ................................................................................................. . 

Cash surrender value of key man life insurance .................................... . 
Other assets ............................................................................................ . 

Total deferred debits and other assets .............................................. .. 

Total assets ............................................................................................. . 

September 30, 
2008 

$ 2 
I 

176 
8 

59 
36 

__ 3 

~ 

33 

5,459 
1,705 
3,754 

28 
96 
38 

.---lQ 
~ 

$ 4244 

The accompanying notes are an integral pal1 ofthese financial statements. 

2 

December 3 I, 
2007 

$ 
II 

172 
17 

42 
34 
~ 
~ 

29 

28 
86 
37 

__ II 

~ 

$ 3,196 
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LIABILITIES AND EQUITY 

Current liabilities: 

Kentucky Utilities Company 
Balance Sheets (cont.) 

(Unaudited) 
(Millions of$) 

Current pOltion oflong-term debt (Note 6) ...................................... . 
Notes payable to affiliated companies (Notes 6 and 8) .................. .. 
Accounts payable ............................................................................. . 
Accounts payable to affiliated companies (Note 8) ........................ . 
Customer deposits ............................................................................ . 
Other cunent liabilities .................................................................... .. 

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

Long-term debt: 
Long-term debt (Note 6) .................................................................. . 
Long-term debt to affiliated company (Notes 6 and 8) .................. .. 

Totallong-tenn debt .................................................................... . 

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

Accumulated cost of removal of utility plan!.. ............................ . 
Deferred income taxes - net. ........................................................ . 
Other ............................................................................................ . 

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

Common equity: 
Common stock, without par value-

Authorized 80,000,000 shares, outstanding 37,817,878 shares .. 
Additional paid-in capital ................................................................. . 

Retained earnings ............................................................................. . 
Undistributed subsidiary earnings ................................................... .. 

Total retained earnings ................................................................ . 
Total common equity ................................................................. .. 

Total liabilities and equity ............................................................... .. 

September 30, 
2008 

$ 33 
116 
141 
41 
20 

......ll 
382 

220 
1,106 
1,326 

284 
88 
77 
32 

323 
17 
18 

---.1Q 
~ 

308 
215 

l,l29 
~ 
J.ill 

1,677 

$ 4244 

The accompanying notes are an integral patt of these financial statements. 

3 

December 31, 
2007 

$ 33 
23 

160 
48 
20 

-----.2J\ 
~ 

300 
~ 
-Lm 

285 
83 
55 
30 

310 
22 
10 

----.n 
......lli\ 

308 
90 

1,016 
21 

1,037 
1,435 

$ 3126 
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Kentucl<y Utilities Company 

Statements of Cash Flows 
(Unaudited) 

(Millions of$) 

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

Depreciation and amortization ...................................................... . 
Deferred income taxes - net .......................................................... . 
Investment tax credit - net ............................................................ . 
Other .............................................................................................. . 

Changes in current assets and liabilities: 
Accounts receivable ...................................................................... . 
Material and supplies ................................................................... .. 
Accounts payable .......................................................................... . 
Prepayments and other current assets ............................................ . 
Other current liabi lities .................................................................. . 

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

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

CASH FLOWS FROM INVESTING ACTIVITIES: 
Construction expenditures ................................. """"""""'"'''''''''''''''''' 
Asset transferred from affiliate (Note 8) .............................................. .. 
Change in restricted cash ....................... """"""'" ............... """"""""'" 

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

CASH FLOWS FROM FINANCING ACTIVITIES: 
Retirement of first mortgage bonds ....................................................... . 
Issuance of pollution control bonds ...................................................... . 
Additional paid-in capital ...................................................................... . 
Long-term borrowings from affiliated company (Note 6) .................... . 
Sholt-term borrowings from affiliated company - net (Note 6) .......... .. 
Reacquired bonds ................................................................................. .. 

Net cash provided by financing activities .................................... .. 

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

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

CASH AND CASH EQUIVALENTS AT END OF PERIOD .................. . 

The accompanying notes are an integral palt ofthese financial statements. 

4 

For the Nine Months Ended 

$ 

September 30, 
2008 

117 

99 
(3) 

22 
2 

4 
(19) 
15 

4 
(2) 
4 

~ 
243 

(554) 
(10) 

~ 
(554) 

2 

2007 

$ 130 

89 
(2) 
28 

2 

(1) 
15 

(22) 

9 
(3) 

(13) 
(22) 

----il) 
209 

(512) 

-ill) 
(529) 

(107) 
81 
55 

278 
8 

(5) 

__ 6 
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Kentucky Utilities Company 
Notes to Financial Statements 

(Unaudited) 

The unaudited financial statements include the accounts ofthe Company. KU's common stock is 
wholly-owned by E.ON U.S., an indirect wholly-owned subsidiary ofE.ON. In the opinion of 
management, the unaudited interim financial statements include all adjustments, consisting only 
of normal recurring adjustments, necessary for a fair statement of financial position, results of 
operations, retained earnings and cash flows for the periods indicated. Certain information and 
footnote disclosures normally included in financial statements prepared in accordance with 
generally accepted accounting principles have been condensed 01' omitted. These unaudited 
financial statements and notes should be read in conjunction with the Company's financial 
statements and additional information for the year ended December 31, 2007, including the 
audited financial statements and notes therein. 

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

RECENT ACCOUNTING PRONOUNCEMENTS 

SFASNo.161 

In March 2008, the FASB issued SFAS No. 161, Disclosures about Derivative Instl'1lments and 
Hedging Activities, an amendment 0/ FASB Statement No. 133, which is effective for fiscal 
years, and interim periods within those fiscal years, beginning on or after November 15,2008. 
The objective ofthis statement is to enhance the current disclosure fi'amework in SF AS No. 133, 
Accounting/or Derivative Instruments and Hedging Activities, as amended. The Company is 
currently evaluating the impact of adoption of SF AS No. 161 on its statements of operations, 
financial position and cash flows. 

SFAS No. 160 

In December 2007, the FASB issued SFAS No. 160, Noncontrolling Interests in Consolidated 
Financial Statements, which is effective for fiscal years, and interim periods within those fiscal 
years, beginning on or after December 15, 2008. The objective of this statement is to improve the 
relevance, comparability and transparency of financial information in a reporting entity's 
consolidated financial statements. The Company expects the adoption of SF AS No. l60 to have 
no impact on its statements of operations, financial position and cash flows. 

SFASNo.159 

In February 2007, the FASB issued SFAS No. 159, The Fail' Value Option/or Financial Assets 
and Financial Liabilities - Including an Amendment o/FASB Statement No. 115. SFAS No. 159 
permits entities to choose to measure many financial instruments and certain other assets and 

5 



Attachment to Response to KU AG-1 Question No. 217 

Page 66 of 164 

Al'bough 

liabilities at fair value on an instrument-by-instrument basis (the fair value option). Unrealized 
gains and losses on items for which the fair value option has been elected are to be recognized in 
earnings at each subsequent reporting date. SF AS No. 159 is effective for fiscal years beginning 
after November 15, 2007. SFAS No. 159 was adopted effective January I, 2008 and the 
Company elected not to fair value its eligible financial assets and liabilities. 

SFAS No. 157 

In September 2006, the FASB issued SFAS No. 157, Fali' Value Measurements, which, except 
as described below, is effective for fiscal years beginning after November 15,2007. This 
statement defines fair value, establishes a framework for measuring fair value in generally 
accepted accounting principles and expands disclosures about fair value measurements. SF AS 
No. 157 does not expand the application offair value accounting to new circumstances. In 
February 2008, the FASB issued FASB Staff Position 157-2, Effictive Date ofFASB Statement 
No. 157, which delays the effective date of SF AS No. 157 for all nonfinancial assets and 
liabilities, except those that are recognized or disclosed at fair value in the financial statements 
on a recurring basis (at least annually), to fiscal years beginning after November 15,2008, and 
interim periods within those fiscal years. All other amendments related to SFAS No. 157 have 
been evaluated and have no impact on the Company's financial statements. SFAS No. 157 was 
adopted effective January 1,2008, except as it applies to those nonfinancial assets and liabilities, 
and had no impact on the statements of operations, financial position and cash flows, however, 
additional disclosures relating to its financial derivatives and AROs, as required, are now 
provided. 
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For a description of each line item of regulatory assets and liabilities, reference is made to KU's 
Annual RepOlt, Note 2 of the financial statements, for the year ended December 31, 2007. 

The following regulatory assets and liabilities were included in KU's Balance Sheets: 

Kentucky Utilities Company 
(unaudited) 

(in millions) 
ARO 
Unamortized loss on bonds 
MISO exit 
FAC 
ECR 
Other 

Subtotal 

Pension and postretirement benefits 
Total regulatory assets 

Accumulated cost of removal of utility plant 
Deferred income taxes - net 
Other 
Total regulatory liabilities 

September 30, 
2008 
$ 27 

12 
19 
14 
19 
5 

96 

28 
$ 124 

$ 323 
17 
18 

$ 358 

December 31, 
2007 
$ 24 

10 
20 
17 
II 
4 

86 

28 
$ 114 

$ 310 
22 
10 

$ 342 

KU does not currently earn a rate of return on the FAC regulatory asset, which is a separate 
recovery mechanism with recovery within twelve months. No return is earned on the pension and 
postretirement benefits regulatory asset that represents the changes in funded status of the plans. 
KU is seeking recovery of this asset with the Kentucky Commission as part ofthe current base 
rate case and will seek recovery ofthis asset in future proceedings with the Virginia 
Commission. No return is currently earned on the ARO asset. This regulatory asset will be offset 
against the associated regulatory liability, ARO asset and ARO liability at the time the 
underlying asset is retired. The MISO exit amount represents the costs relating to the withdrawal 
from MISO membership. KU is seeking recovery of this asset with the Kentucky Commission as 
part of the current base rate case and will seek recovery of this asset in fhture proceedings with 
the Virginia Commission. KU currently earns a rate of return on the remaining regulatory assets. 
Other regulatory assets include the merger surcredit and deferred storm costs. Other regulatory 
liabilities include DSM and MISO costs currently included in base rates that will be netted 
against costs of withdrawing from the MISO in the next base rate case. 

MISO Exit. KU and the MISO have agreed upon overall calculation methods for the contractual 
exit fee to be paid by the Company following its withdrawal. In October 2006, KU paid $20 
million to the MISO pursuant to an invoice regarding the exit fee and made related FERC 
compliance filings. The Company's payment of this exit fee amount was with reservation of its 
rights to contest the amount, or components thereof, following a continuing review of its 
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calculation and supporting documentation. KU and the MISO resolved their dispute regarding 
the calculation of the exit fee and, in November 2007, filed an application with the FERC for 
approval of a recalculation agreement. In March 2008, the FERC approved the parties' 
recalculation of the exit fee, and the approved agreement provided KU with an immediate 
recovery of$1 million and will provide an estimated $3 million over the next eight years for 
credits realized from other payments the MISO will receive, plus interest. Orders of the 
Kentucky Commission approving the Company's exit fi'om the MISO have authorized the 
establishment of a regulatory asset for the exit fee, subject to adjustment for possible future 
MISO credits, and a regulatory liability for certain revenues associated with fonner MISO 
administrative charges, which continue to be collected via base rates. The treatment of the 
regulatory asset and liability will be determined in KU's base rate case, for which a hearing is 
scheduled for KU's Kentucky base rate case beginning on January 13,2009. The Company 
historically has received approval to recover and refimd regulatory assets and liabilities. 

FAC. In August 2008, the Kentucky Commission initiated a routine examination ofKU's FAC 
for the six-month period November 1,2007 through April 30, 2008. A hearing was held on 
October 7, 2008. A second hearing has been scheduled for November 25, 2008, for the sole 
purpose of hearing public comments, ifany, fi'om several counties in which the newspapers 
failed to publish notice as requested in a timely manner. An order is expected in December of 
2008 or the first quarter of2009. 

In January 2008, the Kentucky Commission initiated a routine examination ofKU's FAC for the 
six-month period May I, 2007 through October 31,2007. The Kentucky Commission issued an 
Order in June 2008, approving the charges and credits billed through the FAC during the review 
period. 

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

KU also employs an FAC mechanism for Virginia customers using an average fuel cost factor 
based primarily on projected fuel costs. The factor may be adjusted annually for over- or under
collections of fuel costs from the prior year. In February 2008, KU filed an application with the 
Virginia Commission seeking approval of a decrease in its fuel cost factor applicable during the 
billing period, April 2008 through March 2009. The Virginia Commission allowed the new rates 
to be in effect for the April 2008 customer billings. In Apl'il2008, the Virginia Commission Staff 
recommended a change to the fuel factor KU filed in its application, to which KU has agreed. 
Following a public hearing and an Order in May 2008, the recommended change became 
effective in June 2008, resulting in a decrease of 0.482 cents/kWh fi'om the factor in effect for 
the April 2007 through March 2008 period. 

ECR. In June 2008, the Kentucky Commission initiated two six-month reviews for periods ending 
October 31, 2007 and April 30, 2008, ofKU's environmental surcharge. The Kentucky 
Commission issued an Order in August 2008, approving the charges and credits billed through the 
ECR during the review period and the rate of return on capital. 

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

Other Regulatory Matters 

Hurricane Ike Wind Storlll. In September 2008, high winds from the remnants of the 
HUll'icane Ike wind storm passed through KU's service territOlY causing significant outages and 
system damage. In October 2008, KU filed an application with the Kentucky Commission 
requesting approval to establish a regulatory asset, and defer for future recovery, $3 million of 
expenses related to the storm restoration. An order has been requested by the end of the year. 

Base Rate Case. In July 2008, KU filed an application with the Kentucky Commission 
requesting increases in base electric rates of2.0% or $22 million annually. A hearing is 
scheduled beginning on January 13, 2009. The requested rates have been suspended until 
February 5, 2009, at which time they may be put into effect, subject to refund, if the Kentucky 
Commission has not issued an order in the proceeding. In conjunction with the filing ofthe 
application for a change in base rates, based on previous orders by the Kentucky Commission 
approving settlement agreements among all interested parties, the VOT surcredit terminated in 
August 2008, and the merger surcredit will terminate upon the implementation of new base rates. 
The termination of the VOT surcredit and merger surcredit will result in a $16 million increase in 
revenues annually. 

FERC Wholesale Rate Case. In September 2008, KU filed an application with the FERC for 
increases in base electric rates applicable to wholesale power sales contracts or interchange 
agreements involving, collectively, twelve Kentucky municipalities. The application requests a 
shift fi'om current, all-in stated unit charge rates to an unbundled and formula rate. The revised 
rates represent an increase of 6% to 7% of current charges and requests a change from the all-in 
stated applicable return on equity of12%. The proceeding involves data requests or hearings 
before the FERC, as well as data requests and filings by intervenors. An order in the proceeding 
may occur in early 2009. 

CMRG and KCCS Contributions. In July 2008, KU and LG&E, along with Ouke Energy 
Kentucky, Inc. and Kentucky Power Company, filed an application with the Kentucky 
Commission requesting approval to establish regulatory assets related to contributions to the 
CMRG for the development of technologies for reducing carbon dioxide emissions and the 
KCCS to study the feasibility of geologic storage of carbon dioxide. The filing companies 
proposed that these contributions be treated as regulatory assets to be deferred until recovery is 
provided in the next base rate case of each company, at which time the regulatory assets will be 
amOltized over the life of each project: four years with respect to the KCCS and ten years with 
respect to the CMRG. KU and LG&E jointly agreed to provide less than $2 million over two 
years to the KCCS and up to $2 million over ten years to the CMRG. In October 2008, an Order 
approving the establishment of the requested regulatory assets was received and rate recovery 
will be considered in each company's next base rate case. 

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

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

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

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

VDT. In accordance with the Kentucky Commission's Order dated March 24, 2006, the VDT 
surcredit terminated in the first billing month after the filing for a change in base rates. As KU 
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filed its application with the Kentucky Commission for an increase in base rates in July 2008, the 
VDT surcredit terminated with the first billing cycle in August 2008. 

DSM. In July 2007, KU and LG&E filed an application with the Kentucky Commission 
requesting an order approving enhanced versions of the existing DSM programs along with the 
addition of several new cost effective programs. The total annual budget for these programs is 
approximately $26 million, an increase over the previous annual costs of approximately $10 
million. In March 2008, the Kentucky Commission issued an Order approving the application, 
with minor modifications. KU and LG&E filed revised tariffs in April 2008, under authority of 
this Order, which were effective in May 2008. 

Mandatory Reliability Standards. As a result ofthe EPAct 2005, certain formerly voluntary 
reliability standards became mandatory in June 2007, and authority was delegated to various 
RROs by the NERC, which was authorized by the FERC to enforce compliance with such 
standards, including promulgating new standards. Failure to comply with mandatory reliability 
standards can subject a registered entity to sanctions, including potential fines of up to $1 million 
per day, as well as non-monetary penalties, depending upon the circumstances of the violation. 
KU is a member of the SERC, which acts as KU's RRO. During May 2008, the SERC and KU 
agreed in principle to a settlement involving penalties totaling less than $ I million concerning 
KU's February 2008 self-report concerning possible violations of certain existing mitigation 
plans relating to reliability standards. The SERC and KU are currently involved in settlement 
negotiations concel'lling a June 2008 self-report by KU relating to three other standards. 
Additionally, KU has submitted to the SERC an October 2008 self report of a possible violation 
relating to one further standard, for which SERC proceedings are in the early stages and 
therefore unable to be determined. Mandatory reliability standard settlements commonly include 
other non-penalty elements, including compliance steps and mitigation plans. Settlements in 
principle with the SERC proceed to the NERC and FERC review before becoming final. While 
KU believes itself to be in compliance with the mandatory reliability standards, KU cannot 
predict the outcome of other analyses, including on-going SERC or other reviews described 
above. 

Depreciation Study. In December 2007, KU filed a depreciation study with the Kentucky 
Commission as required by a previous Order. An adjustment to the depreciation rates is 
dependent on an order being received from the Kentucky Commission. In July 2008, KU filed a 
motion to consolidate the procedural schedule of the depreciation study with the application for a 
change in base rates. In August 2008, the Kentucky Commission issued an Order consolidating 
the depreciation study with the base rate case proceeding. KU also filed the depreciation study 
with the Virginia Commission, but has not requested formal review and approval of the 
depreciation rates from the Virginia Commission. Such a review will take place either during 
KU's next base rate case in Virginia or when KU makes a formal application to the Virginia 
Commission for approval ofthe proposed rates. 

Brownfield Development Rider Tariff. In March 2008, KU received Kentucky Commission 
approval for a Brownfield Development Rider, which offers a discounted rate to electric 
customers who meet certain usage and location requirements, including taking new service at a 
brownfield site, as certified by the appropriate Kentucky state agency. The rider would permit 
special contracts with such customers which provide for a series of declining partial rate 
discounts over an initial five-year period of a longer service arrangement. The tariff is intended 

11 



Attachment to Response to KU AG-l Qucstion No. 217 
Page 72 of 164 

Arbougb 

to promote local economic redevelopment and efficient usage of utility resources by aiding 
potential reuse of vacant brownfield sites. 

Real-Time Pricing. In December 2006, the Kentucky Commission issued an Order indicating 
that the EPAct 2005 Section 1252, Smatt Metering and Section 1254, Interconnection standards 
should not be adopted. However, five Kentucky Conunissionjurisdictional utilities were 
required to file real-time pricing pilot programs for their large commercial and industrial 
customers. KU developed a real-time pricing pilot for large industrial and commercial customers 
and filed the details of the plan with the Kentucky Commission in April 2007. In February 2008, 
the Kentucky Commission issued an Order approving the real-time pricing pilot program 
proposed by KU, for implementation within approximately eight months, for its large 
commercial and industrial customers. The tariff was filed in October 2008, with an effective date 
of December 1,2008. 

Utility Competition in Virginia. The Commonwealth of Virginia passed the Virginia Electric 
Utility Restructuring Act in 1999. This act gave Virginia customers the ability to choose their 
electric supplier. Rates are capped at current levels through December 2010. In April 2007, 
Virginia passed legislation terminating this competitive market and commencing re-regulation of 
utility rates in Virginia. The new act will end the cap on rates at the end of2008, rather than 
through December 2010, and end customer choice for most consumers in the applicable regions 
of the state. Thereafter, a hybrid model of regulation is expected to apply in Virginia, whereby 
utility rates would be reviewed every two years and a utility's rate of return on equity shal1not 
be set lower than the average ofthe rates of return for other regional utilities, with certain caps, 
floors or adjustments. The legislation was effective in July 2007, and also includes a 10% 
nonbinding goal for renewable power generation by 2022, as wel1 as incentives for new 
generation, including renewables. Under the legislation, KU retains an existing exemption fi'om 
customer choice and other restructuring activities as applicable to KU's limited service territory 
in Virginia. However, subject to future developments, KU mayor may not undertake such a rate 
proceeding in the first six months of2009 based on calendar year 2008 financial data under the 
hybrid model of regulation, or make biennial rate filings with the Virginia Commission 
thereafter. 

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

Note 3 - Financial Instl'Umcnts 

Encrgy Trading and Risk Management Activities (non-hedging derivatives). KU conducts 
energy trading and risk management activities to maximize the value of power sales from 
physical assets it owns. Energy trading activities are principal1y forward financial transactions to 
hedge price risk and are accounted for on a mark-to-market basis in accordance with SF AS No. 
133, as amended. 

No changes to valuation techniques for energy trading and risk management activities occurred 
during 2008 or 2007. Changes in market pricing, interest rate and volatility assumptions were 
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made during both years. All contracts outstanding at September 30, 2008 and 2007, had a 
maturity ofless than one year. Energy trading and risk management contracts are valued using 
Level 2, prices actively quoted for proposed or executed transactions or quoted by brokers or 
observable inputs other than quoted prices. Collateral related to the energy trading and risk 
management contracts is categorized as restricted cash. 

Effective January I, 2008, KU adopted the required provisions of SF AS No. 157, excluding the 
exceptions related to nonfinancial assets, which will be adopted effective January I, 2009, 
consistent with FASB Staff Position 157-2. KU has classified the applicable financial assets that 
are accounted for at fail' value into the three levels of the fair value hierarchy, as defined by 
SFAS No. 157. The following table sets forth by level within the fail' value hierarchy KU's 
financial assets that were accounted for at fair value on a recurring basis as of September 30, 
2008. Liabilities accounted for at fair value total less than $1 million and use Level 2 
measurements. There are no Level 3 measurements for this period. 

Recurring Fair Value Measurements 
(in millions) 
Assets: 
Energy trading and risk management 

contracts 
Energy trading and risk management 

contracts cash collateral 
Total Assets 

Levell 

$ 

__ I 

$ I 

13 

Level 2 

$ $ 

1 
$ 2 



Attachment to Response to KU AG-1 Question No. 217 
Page 74 of 164 

Arbough 

Note 4 - Pension and Other Postretirement Benefit Plans 

The following tables provide the components of net periodic benefit cost for pension and other 
postretirement benefit plans. The tables include the costs associated with both KU employees 
and E.ON U.S. Services employees who are providing services to the utility. The E.ON U.S. 
Services costs that are allocated to KU are approximately 43% and 42% ofE.ON U.S. Services 
total cost for 2008 and 2007, respectively. 

Pension Benefits 

(in millions) 

Service cost 
Interest cost 
Expected return on plan assets 
Amortization of prior service costs 
Amortization of actuarial loss 
Benefit cost 

Three Months Ended 
September 30, 
2008 2007 

$ 3 $ 3 
10 10 

(12) (12) 
1 1 

_- __ 1 
$ 2~ 

Other Postretirement Benefits 

(in millions) 

Service cost 
Interest cost 
Expected return on plan assets 
Amortization of transition costs 
Benefit cost 

Three Months Ended 
September 30, 
2008 2007 

$ 1 $ 1 
1 2 

- --- --
$ 2 L3 

Nine Months Ended 
September 30, 
2008 2007 

$ 9 
31 

(35) 
1 

_1 
L.1 

$ 11 
30 

(37) 
1 

__ 3 
$ 8 

Nine Months Ended 
September 30, 
2008 2007 

$ 1 $ 1 
4 4 
(1) (1) 

__ 1 _1 
$ 5 $ 5 

During 2008, KU made contributions to other postretirement benefits plans of$2 million. KU 
anticipates making further voluntary contributions to the postretirement plan, but no additional 
contributions to the pension plan in 2008. 

Note 5 - Income Taxes 

A United States consolidated income tax return is filed by E.ON U.S.'s direct parent, EUSIC, for 
each tax period. Each subsidiary of the consolidated tax group, including KU, calculates its 
separate income tax for each tax period. The resulting separate-return tax cost or benefit is paid 
to or received from the parent company or its designee. KU also files income tax returns in 
various state jurisdictions. With few exceptions, KU is no longer subject to U.S. federal income 
tax examinations for years before 2005. Statutes of limitations related to 2005 and later returns 
are still open. Tax years 2005, 2006 and 2007 are under audit by the IRS with the 2007 return 
being examined under an IRS pilot programl1amed "Compliance Assurance Process". This 
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program accelerates the IRS's review to begin during the year applicable to the return and ends 
90 days after the return is filed. 

KU adopted the provisions of FIN 48, Accollnting jor Uncertainty in Income Taxes, an 
Intelpl'etation ojSFAS No. 109, effective January 1,2007. At the date of adoption, KU had less 
than $1 million of unrecognized tax benefits, primarily related to federal income taxes. If 
recognized, the amount of unrecognized tax benefits would reduce the effective income tax rate. 
Possible amounts of uncertain tax positions for KU that may decrease within the next 12 months 
total less than $1 million, and are based on the expiration of the audit periods as defined in the 
statutes. 

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

In June 2006, KU and LG&E filed ajoint application with the U.S. Depatlment of Energy 
("DOE") requesting certification to be eligible for investment tax credits applicable to the 
construction ofTC2. In November 2006, the DOE and the IRS announced that KU and LG&E 
were selected to receive the tax credit. A final IRS certification required to obtain the investment 
tax credit was received in August 2007. In September 2007, KU received an Order from the 
Kentucky Commission approving the accounting of the itivestment tax credit. KU's portion of 
the TC2 tax credit will be approximately $100 million over the construction period and will be 
amortized to income over the life of the related property beginning when the facility is placed in 
service. Based on eligible construction expenditures incurred, KU recorded investment tax 
credits of$9 million and $10 million during the three-month periods ended September 30, 2008 
and 2007, respectively, and $22 million and $30 million during the nine months ended 
September 30, 2008 and 2007, respectively, decreasing current federal income taxes. 

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

Note 6 - Short-Term and Long-Term Debt 

KU's long-term debt includes $33 million classified as current liabilities because these bonds are 
subject to tender for purchase at the option ofthe holder and to mandatory tender for purchase 
upon the occurrence of certain events. These bonds include Carroll County Series 2002 A and B, 
Muhlenberg County Series 2002 A and Mercer County Series 2002 A. These bonds mature in 
2032. KU does not expect to pay these amounts in 2008. The average annualized interest rate for 
these bonds during the nine months ended September 30, 2008, was 1.90%. 
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As of September 30, 2008, KU maintained a bilateral line of credit totaling $35 million which 
matures in June 2012. At that time, there was no balance outstanding under this facility. See 
Note 9 Subsequent Events. 

Pollution control series bonds are obligations of KU issued in connection with tax-exempt 
pollution control revenue bonds issued by various govel'llmental entities, principally counties in 
Kentucky. A loan agreement obligates KU to make debt service payments to the county that 
equate to the debt service due from the county on the related pollution control revenue bonds. 
Until a series of financing transactions was completed during February 2007, the county's debt 
was also secured by an equal amount ofKU's first mortgage bonds that were pledged to the 
trustee for the pollution control revenue bonds that match the terms and conditions of the 
county's debt, but require no payment of principal and interest unless KU defaults on the loan 
agreement. Subsequent to Febl'Uary 2007, the loan agreement is an unsecured obligation ofKU. 
Proceeds fi'om bond issuances for environmental equipment (primarily related to the installation of 
FGDs) were held in trust pending expenditure for qualifying assets. At September 30, 2008, KU 
had no bond proceeds in trust, and at December 31, 2007, KU had $11 million of bond proceeds in 
trust, included in restricted cash in the balance sheets. 

Several ofthe KU pollution control bonds are insured by monoline bond insurers whose ratings 
have been under pressure due to exposures relating to insurance of sub-prime mortgages. At 
September 30, 2008, KU had an aggregate $333 million of outstanding pollution control 
indebtedness, of which $193 million is in the form of insured auction rate securities wherein 
interest rates are reset either weekly or every 35 days via an auction process. Beginning in late 
2007, the interest rates on these insured bonds began to increase due to investor concerns about 
the creditworthiness ofthe bond insurers. In 2008, interest rates have continued to increase, and 
the Company has experienced "failed auctions" when there are insufficient bids for the bonds. 
When there is a failed auction, the interest rate is set pursuant to a formula stipulated in the 
indenture, which can be as high as 15%. During the nine months ended September 30, 2008 and 
2007, the average rate on the auction rate bonds was 4.72% and 3.29%, respectively. The 
instruments governing these auction rate bonds permit KU to convert the bonds to other interest 
rate modes, such as various short-term variable rates, long-term fixed rates or intermediate-term 
fixed rates that are reset infrequently. In the first nine months of2008, the ratings of the Carroll 
County 2004 Series A bonds were downgraded from Aaa to A2 by Moody's and fi'om AAA to 
AA, and subsequently to A and then to BBB+, by S&P, and the Carroll County 2006 Series C 
bonds were downgraded from Aaa to A2 by Moody's and from AAA to A-, and subsequently to 
BBB+, by S&P due to downgrades of the bond insurer. The ratings of the following bonds were 
downgraded from Aaa to Aa3 by Moody's and from AAA to AA by S&P due to downgrades of 
the bond insurer: Mercer County 2000 Series A, Carroll County 2002 Series C, Carroll County 
2005 Series A and B, Carroll County 2006 Series A and B, Carroll County 2007 Series A and 
Trimble County 2007 Series A. 

In February 2008, KU issued a notice to bondholders of its intention to convert the Carroll 
County 2007 Series A bonds and the Trimble County 2007 Series A bonds fi'om the auction rate 
mode to a fixed interest rate mode, as permitted under the loan documents. These conversions 
were completed in April 2008, and the new rates on the bonds are 5.75% and 6.00%, 
respectively. 

In March 2008, KU issued notices to bondholders of its intention to conve11 the Carroll County 
2006 Series C bonds and the Mercer County 2000 Series A bonds from the auction rate mode to 
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a weekly interest rate mode, as permitted under the loan documents. The Carroll County 
conversion was completed in April 2008, and the Mercer County conversion was completed in 
May 2008. In connection with these conversions, KU purchased the bonds fi'OJn the remarketing 
agent. 

In June 2008, KU issued notices to bondholders of its intention to convert the Carroll County 
2004 Series A bonds fi'om the auction rate mode to a weekly interest rate mode, as permitted 
under the loan documents. The conversion was completed in July 2008. hl connection with the 
conversion, KU purchased the bonds fi'om the remarketing agent. 

As of September 30, 2008, KU had repurchased bonds in the amount of $80 million. KU will 
hold some or all of such repurchased bonds until a later date, at which time KU may refinance, 
remarket or further convert such bonds. Uncertainty in markets relating to auction rate securities 
or steps KU has taken or may take to mitigate such uncertainty, such as additional conversion, 
subsequent restructl\l'ings or redemption and refinancing, could result in KU incurring increased 
interest expense, transaction expenses or other costs and fees or experiencing reduced liquidity 
relating to existing or future pollution control financing structures. 

KU participates in an intercompany money pool agreement wherein E.ON U.S. andlor LG&E 
make funds available to KU at market-based rates (based on highly rated commercial paper 
issues) of up to $400 mi1lion. Details of the balances are as follows: 

($ in millions) 
September 30, 2008 
December 31, 2007 

Total Money 
Pool Available 

$400 
$400 

Amount 
Outstanding 

$116 
$ 23 

Balance 
Available 

$284 
$377 

Average 
Interest Rate 

2.45% 
4.75% 

E.ON U.S. maintains a revolving credit facility totaling $489mi1lion at September 30, 2008 and 
$150 million at December 31, 2007, to ensure funding availability for the money poo\. The 
revolving facility as of September 30, 2008, is split into separate loans totaling $489 million. 
One facility, totaling $150 million, is with E.ON North America, Inc., while the remaining loans, 
totaling $339 million, are with Fidelia; both are affiliated companies. The facility as of 
December 31,2007, is with E.ON North America, Inc. The balances are as follows: 

($ in millions) 
September 30, 2008 
December 31, 2007 

Total Available 
$489 
$150 

Amount 
Outstanding 

$469 
$ 62 

Balance 
Available 

$20 
$88 

Average 
Interest Rate 

3.94% 
4.97% 

There were no redemptions oflong-tenn debt year-to-date through September 30, 2008. 

The issuances of long-term debt year-to-date through September 30, 2008, are summarized 
below: 

($ in millions) Principal Securedl 
Year Descrilltion Amount Rate Unsecured Maturitx 
2008 Due to Fidelia $50 6.16% Unsecured 2018 
2008 Due to Fidelia $50 5.645% Unsecured 2018 
2008 Due to Fidelia $75 5.85% Unsecured 2023 
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Except as may be discussed in this quarterly report (including Note 2), material changes have not 
occurred in the current status of various commitments or contingent liabilities from that 
discussed in KU's Annual RepOlt for the year ended December 31, 2007 (including in Notes 2 
and 9 to the financial statements ofKU contained therein). See the above-referenced notes in 
KU's Annual Report regarding such commitments or contingencies. 

Owensboro Contract Litigation. In May 2004, the City of Owensboro, Kentucky and OMU 
commenced a suit now removed to the U.S. District COUlt for the Western District of Kentucky, 
against KU concerning a long-term power supply contract (the "OMU Agreement") with KU. 
The dispute involves interpretational differences regarding issues under the OMU Agreement, 
including various payments or charges between KU and OMU and rights concerning excess 
power, termination and emissions allowances. The complaint seeks in excess of$6 million in 
damages in connection with one of its claims for periods prior to 2004, plus damages in an 
unspecified amount for later-occurring periods on that claim and for other claims. OMU has 
additionally requested injunctive and other relief, including a declaration that KU is in material 
breach of the contract. KU has filed an answer in this proceeding denying the OMU claims and 
presenting counterclaims and amended such filing in January 2007, to include fillther 
counterclaims alleging additional damages. 

During 2005, the PERC declined KU's application to exercise exclusive jurisdiction on matters. 
In July 2005, the district court resolved a summary judgment motion made by KU in OMU's 
favor, ruling that a contractual provision grants OMU the ability to terminate the contract 
without cause upon four years' prior notice. A motion to reconsider that ruling was later denied. 

In May 2006, OMU issued a notification of its intent to terminate the OMU agreement contract 
in May 2010, without cause, absent any earlier relief which may be permitted by the proceeding, 
pursuant to the summary judgment in its favor. However, KU retains the right to appeal that 
summary judgment once the remaining claims in the lawsuit are adjudicated. The parties 
completed discovery and filed various dispositive motions before the court. 

In September and October 2008, the court granted rulings on a number of summary judgment 
petitions in KU's favor, including determinations that KU's interpretation of facilities charge 
fimd payments was accurate; that KU is the proportionate owner of NO x allowances allocated to 
the OMU plant by the government; that OMU's claim for back-up power charges should be 
capped at a certain price and a denial ofOMU's petition to dismiss KU's counterclaim. The 
summary judgment rulings dismiss a substantial pOltion ofOMU's material claims. Following 
the trial or other qualifying procedural occurrence, the various summary judgment motions 
would become appealable. The trial began on October 21, 2008 on the remaining matters before 
the COlllt, including KU's counterclaim that OMU has failed to operate atld maintain its plant in a 
good and workmanlike manner. The parties retain certain appeal rights and the Company is 
currently unable to determine the final outcome of this matter. 

Construction Program. KU had approximately $224 million of commitments in connection with 
its construction program at September 30, 2008. 

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

Te2 Air Permit. The Sierra Club and other environmental groups filed a petition challenging 
the air permit issued for the TC2 baseload generating unit which was issued by the KDAQ in 
November 2005. The filing of the challenge did not stay the permit, so the Company was free to 
proceed with construction during the pendancy of the action. In June 2007, the state hearing 
officer assigned to the matter recommended upholding the air permit with minor revisions. In 
September 2007, the Secretary of the Kentucky Environmental and Public Protection Cabinet 
issued a final Order approving the hearing officer's recommendation and upholding the permit. 
In September 2007, KU administratively applied for a permit revision to reflect minor design 
changes. In October 2007, the environmental groups submitted comments objecting to the draft 
permit revisions and, in pati, attempting to reassert general objections to the generating unit. In 
January 2008, the KDAQ issued a final permit revision. The environmental groups did not 
appeal the final Order upholding the permit or file a petition challenging the permit revision by 
the applicable deadlines. However, in October 2007, the environmental groups filed a lawsuit in 
federal comi seeking an order for the EPA to grant or deny theil' pending petition for the EPA to 
"veto" the state air permit and in April 2008, they filed a petition seeking veto of the permit 
revision. In September 2008, the EPA issued an order denying nine of eleven claims alleged in 
one ofthe petitions, but finding deficiencies in two areas of the permit. The KDAQ has 90 days 
to respond to the EPA's order. Although the Company does not expect material changes in the 
permit as a result of the petitions, the EPA has yet to rule on several additional claims. The 
Company is currently unable to determine the final outcome of this matter or the impact of an 
nnfavorable determination upon the Company's financial condition or results of operations. 

Environmental Matters. KU's operations are subject to a number of environmental laws and 
regulations in each of the jurisdictions in which it operates, governing, among other things, air 
emissions, wastewater discharges, the use, handling and disposal of hazardous substances and 
wastes, soil and groundwater contamination and employee health and safety. 

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

Ambient Air Quality. The Clean Air Act requires the EPA to periodically review the available 
scientific data for six criteria pollutants and establish concentration levels in the ambient air 
sufficient to protect the public health and welfare with an extra margin for safety. These 
concentration levels are known as NAAQS. Each state must identify "nonattainment areas" 
within its boundaries that fail to comply with the NAAQS and develop a SIP to bring such 
nonattainment areas into compliance. If a state fails to develop an adequate plan, the EPA must 
develop and implement a plan. As the EPA increases the stringency of the NAAQS through its 
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periodic reviews, the attainment status of various areas may change, thereby triggering additional 
emission reduction obligations under revised SIPs aimed to achieve attainment. 

In 1997, the EPA established new NAAQS for ozone and fine particulates that required 
additional reductions in S02 and NOx emissions from power plants. In 1998, the EPA issued its 
final "NOx SIP Call" rule requiring reductions in NOx emissions of approximately 85% from 
1990 levels in order to mitigate ozone transport from the midwestern U.S. to the nOltheastern 
U.S. To implement the new federal requirements, Kentucky amended its SIP in 2002 to require 
electric generating units to reduce their NOx emissions to 0.15 pounds weight per MMBtu on a 
company-wide basis. In 2005, the EPA issued the CAIR which required additional S02 emission 
reductions of70% and NOx emission reductions of65% fi'om 2003 levels. The CAIR provided 
for a two-phase cap and trade program, with initial reductions of NO x and S02 emissions due by 
2009 and 20 I 0, respectively, and final reductions due by 20 IS. In 2006, Kentucky proposed to 
amend its SIP to adopt state requirements similar to those under the federal CAIR. Depending on 
the level of action determined necessary to bring local nonattainment areas into compliance with 
the new ozone and fine particulate standards, KU's power plants are potentially subject to 
additional reductions in S02 and NOx emissions. In March 2008, the EPA issued a revised 
NAAQS for ozone, which contains a more stringent standard than that contained in the previous 
regulation. At present, KU is unable to determine what, if any, additional requirements may be 
imposed to achieve compliance with the new ozone standard. 

In July 2008, a federal appeals court issued a ruling finding statutory and regulatory infirmities in 
the CAIR and potentially vacating it, and has conducted subsequent proceedings on the matter. 
During October 2008, the appellate court issued a ruling requesting briefs ofthe parties 
regarding whether vacating the CAIR is the applicable reliefto be granted. KU, LG&E and 
industry parties are monitoring these fulther proceedings. Depending upon the course of such 
matters, the CAIR could be superseded by new or revised NOx or S02 regulations with different 
or more stringent requirements and SIPs which incorporate CAIR requirements could be subject 
to revision. KU is also reviewing aspects of its compliance plan relating to the CAIR, including 
scheduled or contracted pollution control construction programs. Finally, as discussed below, the 
current invalidation of the CAIR results in some uncertainty with respect to certain other EPA or 
state programs and proceedings and KU's and LG&E's compliance plans relating thereto, due to 
the interconnection of the CAIR and CAIR-associated steps with such associated programs. At 
present, KU is not able to predict the outcomes of the legal and regulatory proceedings related to 
the CAIR and whether such outcomes could have a material effect on the Company's financial or 
operational conditions. 

Hazardous Air Pollutants. As provided in the 1990 amendments to the Clean Air Act, the EPA 
investigated hazardous air pollutant emissions fi'om electric utilities and submitted a report to 
Congress identifying mercury emissions fi'om coal-fired power plants as warranting futther 
study. In 2005, the EPA issued the CAMR establishing mercury standards for new power plants 
and requiring all states to issue new SIPs including mercury requirements for existing power 
plants. The EPA issued a model rule which provides for a two-phase cap and trade program with 
initial reductions due by 2010 and final reductions due by 2018. The CAMR provided for 
reductions of70% from 2003 levels. The EPA closely integrated the CAMR and CAIR programs 
to ensure that the 2010 mercury reduction targets would be achieved as a "co-benefit" of the 
controls installed for purposes of compliance with the CAlR. 
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In February 2008, a federal appellate court issued a decision vacating the CAMR. Certain patties 
have filed a petition seeking review in the U.S. Supreme Court. Depending on the final outcome 
of the pending appeal, the CAMR could be superseded by new mercury reduction rules with 
different or more stringent requirements. Kentucky has subsequently proposed to repeal the 
corresponding state mercury regulations. At present, KU is not able to predict the outcomes of 
the legal and regulatory proceedings related to the CAMR and whether such outcomes could 
have a material effect on the Companies' financial or operational conditions. 

Acid Rain Program. The 1990 amendments to the Clean Ail' Act imposed a two-phased cap and 
trade program to reduce S02 emissions from power plants that were thought to contribute to 
"acid rain" conditions in the nottheastern U.S. The 1990 amendments also contained 
requirements for power plants to reduce NOx emissions through the use of available combustion 
controls. 

Regional Haze. The Clean Air Act also includes visibility goals for certain federally designated 
areas, including national parks, and requires states to submit SIPs that will demonstrate 
reasonable progress toward preventing future impairment and remedying any existing 
impainnent of visibility in those areas. In 2005, the EPA issued its CAVR detailing how the 
Clean Air Act's BART requirements will be applied to facilities, including power plants, built 
between 1962 and 1974 that emit certain levels of visibility impairing pollutants. Under the final 
rule, as the CAIR provided for more visibility improvement than BART, states are allowed to 
substitute CAIR requirements in their regional haze SIPs in lieu of controls that would otherwise 
be required by BART. The final rule has been challenged in the cOutts. Additionally, because 
the regional haze SIPs incorporate certain CAIR requirements, the final outcome ofthe challenge 
to CAIR could potentially impact regional haze SIPs. See "Ambient Air Quality" above for a 
discussion of CAIR -related uncertainties. 

Installation of Pollution Controls. Many of the programs under the Clean Air Act utilize cap and 
trade mechanisms that require a company to hold sufficient emissions allowances to cover its 
authorized emissions on a company-wide basis and do not require installation of pollution 
controls on every generating unit. Under cap and trade programs, companies are free to focus 
their pollution control efforts on plants where such controls are particularly efficient and utilize 
the resulting emission allowances for smaller plants where such controls are not cost effective. 
KU met its Phase I S02 requirements primarily through installation ofFGD equipment on Ghent 
Unit I. KU's strategy for its Phase II S02 requirements, which commenced in 2000, includes the 
installation of additional FGD equipment, as well as using accumulated emission allowances and 
fuel switching to defer certain additional capital expenditures. In order to achieve the NOx 
emission reductions and associated obligations, KU installed additional NOx controls, including 
SCR technology, during the 2000 to 2007 time period at a cost of $220 million. In 2001, the 
Kentucky Commission granted approval to recover the costs incurred by KU for these projects 
through the environmental surcharge mechanism. Such monthly recovery is subject to periodic 
review by the Kentucky Commission. 

In order to achieve mandated emissions reductions, KU expects to incur additional capital 
expenditures totaling approximately $520 million during the 2008 through 20 I 0 time period for 
pollution controls, including FGD and SCR equipment, and additional operating and 
maintenance costs in operating such controls. In 2005, the Kentucky Commission granted 
approval to recover the costs incurred by KU for these projects through the ECR mechanism. 
Such monthly recovery is subject to periodic review by the Kentucky Commission. KU believes 
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its costs in reducing S02, NOx and mercury emissions to be comparable to those of similarly 
situated utilities with like generation assets. KU's compliance plans are subject to many factors 
including developments in the emission allowance and fuels markets, future legislative and 
regulatory enactments, legal proceedings and advances in clean air technology. KU will continue 
to monitor these developments to ensure that its environmental obligations are met in the most 
efficient and cost-effective manner. See "Ambient Air Quality" above for a discussion ofCALR
related uncertainties. 

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

Brown Nell' Source Review Litigation. In April 2006, the EPA issued an NOV alleging that KU 
had violated certain provisions of the Clean Air Act's new source review rules relating to work 
performed in 1997, on a boiler and turbine at KU's E.W. Brown generating station. In December 
2006, the EPA issued a second NOV alleging the Company had exceeded heat input values in 
violation ofthe air permit for the unit. In March 2007, the U.S. Department of Justice filed a 
complaint in federal court in Kentucky alleging the same violations specified in the prior NOVs. 
The complaint seeks civil penalties, including potential per-day fines, remedial measures and 
injunctive relief. In April 2007, KU filed an answer in the civil suit denying the allegations. In 
July 2007, the court entered a schedule providing for a July 2009 date for trial. The parties are 
currently proceeding with discovery while concurrently engaged in active settlement 
negotiations. A $3 million accrual has been recorded based on the current status of those 
discussions, however, KU cannot determine the overall outcome or potential effects of these 
matters, including whether substantial fines, penalties or remedial measures may result, which 
could be in excess of the amount reserved. Also of uncertain potential effect, if any, is the 
invalidation of the CAIR on the progress or content of settlement discussions. See "Ambient Ail' 
Quality" above for a discussion ofCALR-related uncertainties. 

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

Ghent Opacity NOV. In September 2007, the EPA issued an NOV alleging that KU had violated 
certain provisions of the Clean Air Act's operating rules relating to opacity during June and July 
of2007 at Units I and 3 ofKU's Ghent generating station. The patties have met on this matter 
and KU has received no fmther communications from the EPA. KU is not able to estimate the 
outcome or potential effects of these matters, including whether substantial fines, penalties or 
remedial measures may result. 

General Environmental Proceedings. From time to time, KU appears before the EPA, various 
state or local regulatory agencies and state and federal courts regarding matters involving 
compliance with applicable environmental laws and regulations. Such matters include liability 
under the Comprehensive Environmental Response, Compensation and Liability Act for cleanup 
at various off-site waste sites and claims regarding GHG emissions from KU's generating 
stations. Based on analysis to date, the resolution of these matters is not expected to have a 
material impact on the operations ofKU. 

Note 8 - Related Party Transactions 

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

Electric Purchases 

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

(in millions) 
Electric operating revenues from LG&E 
Purchased power from LG&E 

Interest Charges 

Three Months Ended 
September 30, 

2008 2007 
$15 $ 7 
21 18 

Nine Months Ended 
September 30, 
2008 2007 
$44 $33 

73 71 

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

(in millions) 
Interest on money pool loans 
Interest on Fidelia loans 

Other Intercompany Billings 

Three Months Ended 
September 30, 

2008 2007 
$ I $ 2 

14 9 

Nine Months Ended 
September 30, 
2008 2007 
$ I $ 5 

40 24 

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

In addition, KU and LG&E provide services to each other and to RON U.S. Services. Billings 
between KU and LG&E relate to labor and overheads associated with union employees 
performing work for the other utility, charges related to jointly-owned generating units and other 
miscellaneous charges. Billings fi'om KU to RON U.S. Services relate to cash received by RON 
U.S. Services on behalf ofKU, primarily tax settlements, and other payments made by KU on 
behalf of other non-regulated businesses which are reimbursed through RON U.S. Services. 

Intercompany billings to and from KU were as follows: 

(in millions) 
RON U.S. Services billings to KU 
KU billings to LG&E 
LG&E billings to KU 
KU billings to RON U.S. Services 

Three Months Ended 
September 30, 

2008 2007 
$62 $42 
21 II 

2 
22 

Nine Months Ended 
September 30, 

2008 2007 
$173 $389 

58 33 
5 35 
2 24 

In June 2008, LG&E transferred assets related to Trimble County Unit 2 with a net book value of 
$10 million to KU. 

In March, June and September 2008, KU received capital contributions from its common 
shareholder, RON U.S., in the amounts of$25 million, $50 million and $50 million, 
respectively. 
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On October 17, 2008, KU closed on a new $78 million bilateral line of credit which has a 364 
day maturity. 

On October 17, 2008, KU issued Carroll County 2008 Series A tax exempt bonds in the amount 
of $78 million. The new bonds mature on February I, 2032, and bear interest at a variable rate. 
The new bonds refinance four existing Series F bonds (Carroll County 2005 Series A and C -
$13 million each and the Carroll County 2006 Series A and C - $17 million each), and includes 
$18 million of new funding. The proceeds from the new funding will be held in escrow pending 
incurrence of qualifying expenditures. 

On October 27, 2008, KU filed an application with the Kentucky Commission requesting 
approval to establish a regulatory asset, and defer for future recovery, $3 million of expenses 
related to the Hurricane Ike wind storm restoration. An order has been requested by the end of 
the year. 

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

On November 5,2008, the ratings of the Mercer County 2000 Series A bonds, Carroll County 
2002 Series C bonds, Carroll County 2006 Series B bonds, Carroll County 2007 Series A bonds 
and Trimble County 2007 Series A bonds were downgraded from Aa3 to A2 by Moody's, due to 
downgrades of the bond insurer. 
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Management's Discussion and Analysis of Financial Condition and Results of 
Operations 

General 

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

Some of the following discussion may contain forward-looking statements that are subject to certain 
risks, uncertainties and assumptions. Such forward-looking statements are intended to be identified 
in this document by the words "anticipate," "expect," "estimate," "objective," "possible," "potential" 
and similar expressions. Actual results may vary materially. Factors that could cause actual results 
to differ materially include: general economic conditions; business and competitive conditions in 
the energy industry; changes in federal or state legislation; unusual weather; actions by state or 
federal regulatory agencies; and other factors described fi'om time to time in the Company's reports, 
including the Annual Repott for the year ended December 31, 2007. 

Executive Summary 

Business 

KU, incorporated in Kentucky in 1912 and in Virginia in 1991, is a regulated public utility 
engaged in the generation, transmission, distribution and sale of electric energy in Kentucky, 
Virginia and Tennessee. As of September 30, 2008, KU provided electricity to approximately 
507,000 customers in 77 counties in central, southeastern and western Kentucky, approximately 
30,000 customers in 5 counties in southwestern Virginia and 5 customers in Tennessee. KU's 
selvice area covers approximately 6,600 square miles. KU's coal-fired electric generating 
stations produce most ofKU's electricity. The remainder is generated by a hydroelectric power 
plant and natural gas and oil fueled combustion turbines. In Virginia, KU operates under the 
name Old Dominion Power Company. KU also sells wholesale electric energy to 12 
municipalities. 

KU is a wholly-owned subsidiary ofE.ON U.S., an indirect wholly-owned subsidiary ofE.ON, a 
German corporation, making KU an indirect wholly-owned subsidiary ofE.ON. KU's affiliate, 
LG&E, is a regulated public utility engaged in the generation, transmission, distribution and sale 
of electric energy and the distribution of natural gas in Kentucky. 

In July 2008, KU filed an application with the Kentucky Commission requesting increases in 
base electric rates of approximately 2.0% or $22 million annually. In cOitiunction with the filing 
ofthe application for a change in base rates, based on previous Orders by the Kentucky 
Commission approving settlement agreements among all interested pmties, the VDT surcredit 
terminated in August 2008, and the merger surcredit will terminate upon the implementation of 
new base rates. The termination ofthe VDT surcredit and merger surcredit will result in a $16 
million increase in revenues annually. A hearing for the Kentucky base rate case is scheduled 
beginning on January 13,2009. The requested rates have been suspended until February 5, 2009, 
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at which time they may be put into effect, subject to refund, if the Kentucky Commission has not 
issued an order in the proceeding. 

In September 2008, high winds fi'om the remnants ofthe Hurricane Ike wind storm passed 
through KU's service territory causing significant outages and system damage. In October 2008, 
KU filed an application with the Kentucky Commission requesting approval to establish a 
regulatory asset, and defer for future recovery, $3 million of expenses related to the storm 
restoration. An order has been requested by the end of the year. 

Environmental Matters 

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

Results of Operations 

The electric utility business is affected by seasonal temperatures. As a result, operating revenues 
(and associated operating expenses) are not generated evenly throughout the year. 

Net Income 

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

Net income for the three months ended September 30, 2008, decreased $7 million compared to 
the same period in 2007. The decrease was primarily the result of increased operating expense 
($34 million), increased interest expense ($4 million) and increased income taxes ($1 million), 
partially offset by increased electric revenues ($26 million) and other income ($6 million). 

Revenues 

Revenues increased $26 million in the three months ended September 30, 2008, primarily due to: 
• Increased fuel costs billed to customers through the FAC ($23 million) due to increased 

fuel prices 
• Increased wholesale sales ($12 million) due to increased intercompany volumes, 

increased wholesale market pricing and increased volume due to decreased native load 
• Increased ECR surcharge ($8 million) due to increased recoverable capital spending 
• Increased demand charges ($5 million) due to higher peak load 
• Decreased sales volumes to native load ($24 million) due in part to a 19% decrease in 

cooling degree days and outages related to damage fi'om the Hurricane Ike wind storm 

Expenses 

Fuel for electric generation comprises a large component oftotal operating expenses. Increases 
or decreases in the cost of fuel are reflected in retail rates through the F AC, subject to the 
approval of the Kentucky Commission, the Virginia Commission and the FERC. 
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Fuel for electric generation increased $9 million in the three months ended September 30, 2008, 
primarily due to: 

• Increased commodity and transportation costs for coal and natural gas ($14 million) 
• Decreased generation ($S million) due to decreased native load 

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

• Increased pricing and volumes on purchases for native load ($9 million) due to increased 
coal and gas costs and unit outages 

• Increased intercompany volumes purchased ($4 million) due to lower native load 
requirements for LG&E as a result of milder weather, lower industrial sales and power 
outages from the Hurricane Ike wind storm, resulting in the purchase of excess power 
fi'OIn LG&E 

• Increased demand payments ($1 million) due to a new capacity contract 

Other operation and maintenance expense increased $S million in the three months ended 
September 30, 2008, due to increased maintenance expense ($3 million) and increased other 
operation expense ($2 million). 

Maintenance expense increased $3 million in the three months ended September 30, 2008, 
primarily due to: 

• Increased electric maintenance ($1 million) due to higher cost of outside contractors and 
materials 

• Increased distribution maintenance ($1 million) due to the Hurricane Ike wind storm 
• Increased cost for other indirect maintenance ($1 million) due to increased software 

maintenance lease cost 

Other operation expense increased $2 million in the three months ended September 30, 2008, 
primarily due to increased outside services due to increased legal expenses as a result of ongoing 
litigation, mainly with OMU. 

Interest expense, including interest expense to affiliated companies, increased $4 million in the 
three months ended September 30, 2008, primarily due to increased interest expense to affiliated 
companies due to increased borrowing. 

Effective Rate 
Statutory federal income tax rate 
State income taxes net of federal benefit 
Reduction of income tax reserve 
Amortization of investment tax credits 
Dividends received deduction related 

to EEL Investment 
Other differences 
Effective income tax rate 

Three Months 
Ended 

September 30, 2008 

28 

35.0% 
2.8 
(0.8) 
(0.2) 

(3.9) 
..Q.U 
30.6% 

Three Months 
Ended 

September 30. 2007 

3S.0% 
3.1 

(0.7) 
(0.1) 

(2.S) 

iUl 
26.S% 
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The effective income tax rate increased for the three months ended September 30, 200S, 
compared to the three months ended September 30, 2007 due primarily to the tax benefits 
resulting from income tax estimates recorded in 2006 being adjusted to the actual income tax 
return filed, which is included in the other differences, in the three months ended September 30, 
2007. This was partially offset by decreased state income taxes net offederal benefit due to an 
increase in state coal credits and an increase in tax benefits associated with increased dividends 
received from EEL 

Net Income 

Nine Months Ended September 30, 200S Compared to 
Nine Months Ended September 30, 2007 

Net income for the nine months ended September 30, 200S, decreased $13 million compared to 
the same period in 2007. The decrease was primarily the result of increased operating expense 
($95 million) and increased interest expense ($11 million), partially offset by increased electric 
revenues ($76 million), lower income taxes ($9 million) and higher other income ($S million). 

Revenues 

Revenues in the nine months ended September 30, 200S, increased $76 million primarily due to: 
• Increased fuel costs billed to customers through the FAC ($S5 million) due to increased 

fuel prices 
• Increased wholesale sales ($19 million) due to increased wholesale market pricing and 

increased volume due to decreased native load 
• Decreased sales volumes delivered to native load ($2S million) due in part to a 24% 

decrease in cooling degree days 

Expenses 

Fuel for electric generation comprises a large component of total operating expenses. Increases 
or decreases in the cost of fuel are reflected in retail rates through the F AC, subject to the 
approval of the Kentucky Commission, the Virginia Commission and the FERC. 

Fuel for electric generation increased $26 million in the nine months ended September 30, 200S, 
primarily due to: 

• Increased commodity and transportation costs for coal and natural gas ($21 million) 
• Increased generation ($5 million) due to increased wholesale sales 

Power purchased expense increased $35 million in the nine months ended September 30, 200S, 
primarily due to: 

• Increased pricing and volumes on purchases for native load ($2S million) due to 
increased coal and gas costs' and unit outages 

• Increased intercompany costs ($4 million) due to higher fuel costs 
• Increased demand payments ($2 million) due to a capacity contract 
• Increased wholesale purchase cost ($ I million) due to increased volumes and prices 
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Other operation and maintenance expense increased $24 million in the nine months ended 
September 30, 2008, due to increased maintenance expense ($13 million) and increased other 
operation expense ($11 million). 

Maintenance expense increased $13 million in the nine months ended September 30, 2008, 
primarily due to: 

• Increased electric and boiler maintenance expense ($5 million) due to higher cost of 
outside contractors and materials 

• Increased overhead conductor and devices maintenance expense ($4 million) due to the 
Hurricane Ike wind storm and other storm restoration earlier in the year 

• Increased steam maintenance expense ($2 million) due to high energy piping inspections 
and repairs 

• Increased cost for other indirect maintenance ($2 million) due to increased software 
maintenance lease cost 

Other operation expense increased $11 million in the nine months ended September 30, 2008, 
primarily due to: 

• Increased generation expense due to increased unit outages and increased transmission 
expense to cover native load demand ($4 million) 

• Increased outside services ($3 million) due to increased legal expenses as a result of 
ongoing litigation, mainly with OMU 

• Increased expense for uncollectible accounts ($2 million) 
• Increased cost of consumables ($1 million) primarily due to increased contract pricing 
• Increased distribution expense ($1 million) due to the Hurricane Ike wind storm and other 

storm restoration earlier in the year 

Interest expense, including interest expense to affiliated companies, increased $11 million in the 
nine months ended September 30, 2008, primarily due to increased interest expense to affiliated 
companies due to increased borrowing. 

Effective Rate 
Statutory federal income tax rate 
State income taxes net of federal benefit 
Reduction of income tax reserve 
Amortization of investment tax credits 
Dividends received deduction related 

to EEl investment 
Other differences 
Effective income tax rate 

Nine Months 
Ended 

September 30, 2008 

35.0% 
2.8 
(0.3) 
(0.1) 

(4.3) 
(2.7) 

30.4% 

Nine Months 
Ended 

September 30, 2007 

35.0% 
3.3 
(0.3) 
(0.2) 

(2.7) 
.Q.,2} 
31.6% 

The effective income tax rate decreased for the nine months ended September 30, 2008, 
compared to the nine months ended September 30, 2007. State income taxes net of federal 
benefit decreased due to an increase in state coal credits. Also contributing to the lower effective 
rate were the tax benefits associated with increased dividends received from EEL 
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Liquiditv and Capital Resources 

KU uses net cash generated fi'om its operations, external financing (including financing from 
affiliates) and/or infusions of capital ji-om its parent mainly to fund construction of plant and 
equipment. KU currently has a working capital deficiency of$97 million, primarily due to short
term debt from affiliates associated with the repurchase of certain of its tax-exempt bonds 
totaling $80 million. These bonds are being held until they can be refinanced or restructured. 
See Notes 6 and 9 of Notes to Financial Statements. KU believes that its sources offunds will be 
sufficient to meet the needs ofits business in the foreseeable future. 

KU and LG&E sponsor pension and postretirement benefit plans for their employees. The 
performance of the capital markets affects the values of the assets that are held in trust to satisfY 
future obligations under the defined benefit pension plans. The market value of the combined 
investments within the plans declined by approximately 18% during the nine months ended 
September 30, 2008 due to the recent volatility in the capital markets. The benefit plan assets and 
obligations ofKU and LG&E are remeasured annually using a December 31 measurement date. 
KU and LG&E expect that investment losses will result in an increase to the plans' unfunded 
status upon actuarial revaluation of the plans. Changes in the value of plan assets will not impact 
the income statement for 2008; however, reduced benefit plan assets will result in increased 
benefit costs in future years and may increase the amount, and accelerate the timing of, required 
future funding contributions. Such increases could be material to KU and LG&E beginning in 
2009, however, the amount of such contributions cannot be determined at this time. 

Operating Activities 

Cash provided by operations was $243 million and $209 million for the nine months ended 
September 30, 2008 and 2007, respectively. 

The 2008 increase of $34 million was primarily the result of increases in cash due to changes in: 
• Accounts payable ($37 million) 
• FAC receivable, net ($26 million) 
• Pension funding ($11 million) due to higher pension funding in 2007 
• Other current liabilities ($7 million) 
• Accounts receivable ($5 million) 
• Other ($1 million) 

These increases were partially offset by cash provided by changes in: 
• Materials and supplies ($34 million) 
• Earnings, net of non-cash items ($10 million) 
• Prepayments and other current assets ($9 million) 

Investing Activities 

The primary use of fimds for investing activities continues to be for capital expenditures. Capital 
expenditures were $554 million and $512 million in the nine months ended September 30, 2008 
and 2007, respectively. Net cash used for investing activities increased $25 million in the nine 
months ended September 30, 2008, compared to 2007, primarily due to increased capital 
expenditures of $42 million and an asset transferred from LG&E of$10 million. The increase in 
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restricted cash of $27 million represents the escrowed proceeds ofthe pollution control bonds 
issued, which were disbursed as qualifying costs were incurred. 

Financing Activities 

Net cash inflows from financing activities were $313 million and $315 million in the nine 
months ended September 30, 2008 and 2007, respectively. Net cash provided by financing 
activities decreased $2 million in the nine months ended September 30, 2008 compared to 2007, 
due to decreased long-term borrowings fi'om an affiliated company of$103 million, the issuance 
of pollution control bonds of$81 million in 2007 and the reacquisition of bonds in the amount of 
$80 million, partially offset by the retirement of first mortgage bonds of$107 million in 2007, 
increased short-term borrowings from an affiliated company of$85 million and increased 
infusions fi'om E.ON U.S. of$70 million. 

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

Future Capital Requirements 

KU's construction program is designed to ensure that there will be adequate capacity and 
reliability to meet the electric needs of its service area and to comply with environmental 
regulations. These needs are continually being reassessed and appropriate revisions are made, 
when necessary, in construction schedules. KU expects its capital expenditures for the three year 
period ending December 31, 2010, to total approximately $1,465 million, consisting primarily of 
construction estimates for installation ofFGDs on Ghent and Brown units totaling approximately 
$425 million, construction ofTC2 totaling approximately $360 million, the Brown ash pond 
totaling approximately $40 million, a customer care system totaling approximately $25 million, 
on-going construction related to generation assets totaling approximately $360 million and 
distribution assets totaling approximately $230 million and other projects including information 
technology of approximately $25 million. 

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

KU has a variety of funding alternatives available to meet its capital requirements. KU 
participates in an intercompany money pool agreement wherein E.ON U.S. andlor LG&E make 
funds of up to $400 million available to KU at market-based rates. Fidelia also provides long
term intercompany funding to KU. See Note 6 of Notes to Financial Statements. 

Regulatory approvals are required for KU to incur additional debt. The Virginia Commission and 
the FERC authorize the issuance of sh0l1-term debt while the Kentucky Commission, the 
Virginia Commission and the Tennessee Regulatory Authority authorize the issuance of long
term debt. In November 2007, KU received a two-year authorization from the FERC to borrow 
up to $400 million in sh0l1-tenn funds. KU also has authorization fi'om the Virginia Commission 
that expires at the end of2009 allowing sh0l1-term borrowing of up to $400 million. 
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KU's debt ratings as of September 30, 2008, were: 

Issuer rating 
Corporate credit rating 

Moody's S&P 

A2 
BBB+ 

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

Controls and Procedures 

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

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

The Company has assessed the effectiveness of its internal control over financial reporting as of 
December 31, 2007. In making this assessment, the Company used the criteria set forth by the 
Committee of Sponsoring Organizations of the Treadway Commission in Internal Control
Integrated Framework. The Company has concluded that, as of December 31, 2007, the 
Company's internal control over financial repOiting was effective based on those criteria. There 
has been no change in the Company's internal control over financial reporting that occurred 
during the nine months ended September 30, 2008, that has materially affected, or is reasonably 
likely to materially affect, the Company's internal control over financial reporting. 

KU is not subject to the internal control and other requirements of the Sat'banes-Oxley Act of 
2002 and associated rules (the "Act") and consequently is not required to evaluate the 
effectiveness of the Company's internal control over financial reporting pursuant to Section 404 
of the Act. However, as discussed above, management has evaluated the effectiveness of internal 
control over financial reporting as of December 31, 2007. Management's assessment was not 
subject to audit by the Company's independent accounting firm. 
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Legal Proceedings 

For a description of the significant legal proceedings involving KU, reference is made to the 
information under the following captions ofKU's Financial Statements and Additional 
Information for the year ended December 31, 2007 (the "Annual RepOli"): Business, Risk 
Factors, Legal Proceedings, Management's Discussion and Analysis, Financial Statements and 
Notes to Financial Statements. Reference is also made to the matters described in Notes 2 and 7 
of this quarterly report. Except as described in this quarterly repOli, to date, the proceedings 
reported in KU's Annual Report have not materially changed. 

Other 

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

KU, incorporated in Kentucky in 1912 and in Virginia in 1991, is a regulated public utility engaged in the 
generation, transmission, distribution and sale of electric energy in Kentucky, Virginia and Tennessee. KU 
provides electricity to approximately 506,000 customers in 77 counties in central, southeastern and western 
Kentucky, to approximately 30,000 customers in 5 counties in southwestern Virginia and 5 customers in 
Tennessee. KU's service area covers approximately 6,600 square miles. KU's coal-fired electric generating 
stations produce most ofKU's electricity. The remainder is generated by a hydroelectric power plant and 
natural gas and oil fueled CTs. In Virginia, KU operates under the name Old Dominion Power Company. KU 
also sells wholesale electric energy to 12 municipalities. 

KU is a wholly-owned subsidiary ofE.ON U.S., formerly known as LG&E Energy LLC. E.ON U.S. is an 
indirect wholly-owned subsidiary ofE.ON, a German corporation, making KU an indirect wholly-owned 
subsidimy ofE.ON. KU's affiliate, LG&E, is a regulated public utility engaged in the generation, transmission, 
distribution and sale of electric energy and the distribution and sale of natural gas in Kentucky. 

OPERATIONS 

The SOUl'ces of operating revenues and volumes of sales for the years ended December 31, 2007 and 2006, were 
as follows: 

2007 2006 
Revenues Volumes Revenues Volumes 
(millions) (OOOMwh) (millions) (OOOMwh) 

Residential $ 430 6,847 $ 380 6,313 
Industrial & Commercial 597 11,047 547 10,776 
Municipals 90 2,058 85 1,978 
Other Retail 98 1,691 89 1,608 
Wholesale ~ 1.582 109 2,473 
Total 11m 23.225 $1.210 ll,ill, 

KU set a new record peak load of 4,344 Mw on August 9, 2007, when the temperature reached 98 degrees 
Fahrenheit in Lexington. 
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KU's power generating system includes coal-fired units operated at its four steam generating stations. Natural 
gas and oil fueled CTs supplement the system during peak or emergency periods. As of December 31, 2007, 
KU owned and operated the following generating stations while maintaining a 12%-14% reserve margin: 

Steam Stations: 
Tyrone - Woodford County, KY 
Green River - Muhlenberg County, KY 
E.W. Brown - Mercer County, KY 
Ghent - Carroll County, KY 

Total Steam Stations 

Dix Dam Hydroelectric Station - Mercer County, KY 

CT Generators (Peaking capability): 
E.W. Brown - Mercer County, KY' 
Haefling - Fayette County, KY 
Paddy's Run - Jefferson County, KY * 
Trimble County - Trimble County, KY * 

Total CT Generators 
Total Capability Rating 

Summer Capability 
Rating CMw) 

71 
163 
697 

1,932 
2,863 

24 

757 
36 
74 

632 
1,499 

~ 

* Some of these units are jointly owned with LG&E. See Note 10 of Notes to 
Financial Statements for information regarding jointly owned units. 

At December 31,2007, KU's transmission system included III substations (39 of which are shared with the 
distribution system) with a total capacity of approximately 17,223 MVA and approximately 4,030 miles of 
lines. The distribution system included 481 substations (39 of which aI'e shared with the transmission system) 
with a total capacity of approximately 6,653 MV A, 14,082 miles of overhead lines and 2,046 miles of 
underground conduit. 

KU has a purchase power agreement with OMU, owns 20% of EEl's common stock and owns 2.5% ofOVEC's 
common stock. Additional information regarding these relationships is provided in Notes I and 9 of Notes to 
Financial Statements. 

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

RATES AND REGULATIONS 

E.ON, KU's ultimate parent, is a registered holding company under PUHCA 2005. E.ON, its utility 
subsidiaries, including KU, and certain of its non-utility subsidiaries are subject to extensive regulation by the 
FERC with respect to numerous matters, including: electric utility facilities and operations, wholesale sales of 
power and related transactions, accounting practices, issuances and sales of securities, acquisitions and sales of 
utility properties, payments of dividends out of capital and surplus, financial matters and inter-system sales of 
non-power goods and services. KU believes that it has adequate authority (including financing authority) under 
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existing FERC orders and regulations to conduct its business and will seek additional authorization when 
necessary. 

In February 2007, KU completed a series of financial transactions that allowed it to cease periodic reporting 
under the Securities Exchange Act of 1934. See Note 7 of Notes to Financial Statements. 

KU is subject to the jurisdiction of the Kentucky Commission, the Virginia Commission, the Tennessee 
Regulatory Authority and the FERC in vitlually all matters related to electric utility regulation, and as such, its 
accounting is subject to SFAS No. 71, Accollnting/or the Efficts 0/ Certain Types a/Regulation. Given its 
competitive position in the marketplace and the status of regulation in Kentucky and Virginia, KU has no plans 
or intentions to discontinue its application of SFAS No.7!. 

For a further discussion of regulatory matters, see Notes 2 and 9 of Notes to Financial Statements. 

COAL SUPPLY 

Coal-fired generating units provided approximately 96% ofKU's net Kwh generation for 2007. The remaining 
net generation for 2007 was provided by natural gas and oil fueled CT peaking units and a hydroelectric plant. 
Coal is expected to be the predominant fuel used by KU in the foreseeable future, with natural gas and oil being 
used for peaking capacity and flame stabilization in coal-fired boilers or in emergencies. KU has no nuclear 
generating units and has no plans to build any in the foreseeable future. 

KU maintains its fuel inventOlY at levels estimated to be necessmy to avoid operational disruptions at its coal
fired generating units. Reliability of coal deliveries can be affected fi'om time to time by a number of factors 
including fluctuations in demand, coal mine production issues and other supplier or transporter operating 
difficulties. 

KU has entered into coal supply agreements with various suppliers for coal deliveries for 2008 and beyond and 
normally augments its coal supply agreements with spot market purchases. KU has a coal inventory policy 
which it believes provides adequate protection under most contingencies. 

KU expects to continue purchasing most of its coal, which has sulfur content in the 0.7% - 3.5% range, from 
western and eastern Kentucky, West Virginia, southern Indiana, southern Illinois and Ohio for the foreseeable 
future. With the installation ofFGDs (S02removal systems), KU expects its use of higher sulfur coal to 
increase. Coal is delivered to KU generating stations by a mix oftransportation modes, including barge, truck 
and rail. 

ENVIRONMENTAL MATTERS 

Protection of the environment is a major priority for KU. Federal, state and local regulatory agencies have 
issued KU permits for various activities subject to air quality, water quality and waste management laws and 
regulations. See Note 9 of Notes to Financial Statements for additional information. 

COMPETITION 

At this time, neither the Kentucky General Assembly nor the Kentucky Commission has adopted or approved a 
plan or timetable for retail electric industry competition in Kentucky. The nature or timing of the ultimate 
legislative or regulatory actions regarding industry restructuring and their impact on KU, which may be 
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significant, cannot currently be predicted. Some states that have already deregulated have begun discussions 
that could lead to re-regulation. See Note 2 of Notes to Financial Statements for additional information. 

EMPLOYEES AND LABOR RELATIONS 

KU had 951 full-time regular employees at December 31, 2007, 152 of which were operating, maintenance and 
construction employees represented by the IBEW Local 2100 and the United Steelworkers of America ("USW A") 
Local 9447-01. Effective August 1,2006, KU and its employees represented by the IBEW Local 2100 entered 
into a new three-year collective bargaining agreement. The new agreement provides for negotiated increases or 
changes to wages, benefits or other provisions and for annual wage re-openers. A wage re-opener was 
negotiated and agreed to in July 2007. KU and employees represented by the USWA Local 9447-01 entered 
into a three-year collective bargaining agreement in August 2005, with provisions for annual wage re-openers. 
Wage re-openers were negotiated in July 2006 and July 2007. 
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OFFICERS OF THE COMPANY 

At December 31, 2007: ** 

Name Age 

Victor A. Staffieri 52 

John R. McCall 64 

S. Bradford Rives 49 

Martyn Gallus * 43 

Chris Hermann 60 

Paula H. Pottinger 50 

Paul W. Thompson 50 

Wendy C. Welsh 53 

Michael S. Beer 49 

Lonnie E. Bellar 43 

Kent W. Blake 41 

D. Ralph Bowling 50 

Laura G. Douglas 58 

R. W. Chip Keeling 51 

John P. Malloy 46 

Dorothy E. O'Brien 54 

George R. Siemens 58 

P. Greg Thomas 51 

John N. Voyles, Jr. 53 

Daniel K. Arbaugh 46 

Valerie L. Scott 51 
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Effective Date of Election 
to 

Position Present Position 

Chairman of the Board, President and Chief May 2001 
Executive Officer 

Executive Vice President, General Counsel, July 1994 
Corporate Secretary and Chief Compliance Officer 

Chief Financial Officer September 2003 

Senior Vice President- Energy Marketing December 2000 

Senior Vice President - Energy Delivery February 2003 

Senior Vice President - Human Resources January 2006 

Senior Vice President - Energy Services June 2000 

Senior Vice President - Information Technology December 2000 

Vice President - Federal Regulation and Policy September 2004 

Vice President - State Regulation and Rates August 2007 

Vice President - Corporate Planning and August 2007 
Development 

Vice President - Power Operations - WKE August 2002 

Vice President - Corporate Responsibility and November 2007 
Community Affairs 

Vice President - Communications March 2002 

Vice President - Energy Delivery - Retail Business April 2007 

Vice President and Deputy General Counsel- Legal October 2007 
and Environnlental Affairs 

Vice President - External Affairs January 200 I 

Vice President - Energy Delivery - Distribution April 2007 
Operations 

Vice President - Regulated Generation June 2003 

Treasurer December 2000 

Controller January 2005 

Officers generally serve in the Same capacities at KU and its affiliates, E.ON U.S. and LG&E. 
* Mr. Gallus is serving in a position with an international E.ON affiliate, effective January 2008. 
** David Sinclair, age 46, was promoted to Vice President - Energy Marketing in Januaty 2008. 
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Risk Factors 

KU is subject to a number of risks, including without limitation, those listed below and elsewhere in this 
document. Such risks could affect actual results and cause results to differ materially fi'om those expressed in 
any forward-looking statements made by KU. 

The rates that KU charges customers, as well as other aspects of the business, are subject to significant 
and complex govel'l1mental regulation. Federal and state entities regulate many aspects of utility operations, 
including financial and capital stl1lcture matters; siting and construction of facilities; rates, terms and conditions 
of service and operations; mandatory reliability and safety standards; accounting and cost allocation 
methodologies; tax matters; acquisition and disposal of utility assets and securities and other matters. Such 
regulations may subject KU to higher operating costs or increased capital expenditures and failure to comply 
could result in sanctions or possible penalties. In any rate-setting proceedings, federal or state agencies, 
intervenors and other permitted patties may challenge KU's rate request and ultimately reduce, alter or limit the 
rates KU seeks. 

Changes in transmission and wholesale power market structures, as well as KU's exit from the MISO, 
could increase costs or reduce revenues. The resulting changes to transmission and wholesale power market 
structures and prices are not estimable and may result in unforeseen effects on energy purchases and sales, 
transmission and related costs or revenues. 

Transmission and interstate market activities of KU, as well as other aspects of the business, are subject 
to significant FERC regulation. KU's business is subject to extensive regulation under the FERC covering 
matters including rates charged to transmission users and wholesale customers; interstate power market 
structure; construction and operation oftransmission facilities; mandatory reliability standards; standards of 
conduct and affiliate restrictions and other matters. Existing FERC regulation, changes thereto or issuances of 
new rules or situations of non-compliance, can affect the earnings, operations or other activities ofKU. 

KU undertakes significant capital projects and is subject to unforeseen costs, delays or failures in such 
projects, as well as risk of full recovery of such costs. The completion ofthese facilities without delays or 
cost overruns is subject to risks in many areas, including approval and licensing; permitting; construction 
problems or delays; increases in commodity prices or labor rates; contractor performance; weather and 
geological issues and political, labor and regulatory developments. 

KU's costs of compliance with environmental laws are significant and are subject to continuing changes. 
Extensive federal, state and local environmental regulations are applicable to KU's air emissions, water 
discharges and the management of hazardous and solid waste, among other areas; and the costs of compliance 
01' alleged non-compliance cannot be predicted with certainty. Costs may take the form of increased capital or 
operating and maintenance expenses; monetary fines, penalties or forfeitures or other restrictions. 

KU's operating results are affected by weather conditions, including storms and seasonal temperature 
variations, as well as by significant man-made or accidental disturbances, including terrorism or natural 
disasters. These weather or man-made factors can significantly affect KU's finances 01' operations by changing 
demand levels; causing outages; damaging infi'astructure or requiring significant repair costs; affecting capital 
markets or impacting future growth. 

KU is subject to risks regarding potential developments concerning global climate change matters. Such 
developments could include potential federal or state legislation or industry initiatives limiting GHG emissions; 
establishing costs or charges on GHG emissions or on fuels relating to such emissions; requiring GHG 
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remediation or sequestration; establishing renewable portfolio standards or generation fleet-diversification 
requirements to address GHG emissions; promoting energy efficiency and conservation or other measures. 
KU's generation fleet is predominantly coal-fired and may be highly impacted by developments in this area. 

KU's business is concentrated in the Midwest United States, specifically Kentucky. Local and regional 
economic conditions, such as population growth, industrial growth or expansion and economic development, as 
well as the operational or financial performance of major industries or customers, can affect the demand for 
energy. 

KU is subject to operational rislu; relating to its generating plants, transmission facilities and distribution 
equipment. Operation of power plants, transmission and distribution facilities subjects KU to many risks, 
including the breakdown or failure of equipment; accidents; labor disputes; delivery/transportation problems; 
disruptions of fuel supply and performance below expected levels. 

KU could be negatively affected by rising interest rates, downgrades to company 01' bond insurer credit 
ratings that could impact the Company's bond credit ratings or other negative developments in its ability 
to access capital markets. In the ordinary course of business, KU is reliant upon adequate long-term and short
term financing means to fund its significant capital expenditures, debt interest or maturities and operating needs. 
Increases in interest rates could result in increased costs to KU. 

KU is subject to commodity price risl{, credit risk, counterparty risk and other }'isks associated with the 
energy business. General market or pricing developments or failures by counterpatties to perform their 
obligations relating to energy, fhels, other commodities, goods, selvices 01' payments could result in potential 
increased costs to KU. 

KU is subject to rislu; associated with defined benefit retirement plans, health care plans, wages and other 
employee-related matters. Risks include adverse developments in legislation or regulation, future costs or 
fimding levels, returns on investments, interest rates and actuarial matters, as well as, changing wage levels, 
whether related to collective bargaining agreements or employment market conditions, ability to attract and 
retain key personnel and changing costs of providing health care benefits. 
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Legal Proceedings 

For a discussion of current rates and regulatory matters, including base rate increase proceedings, merger 
sum'edit proceedings, VDT proceedings, TC2 proceedings, Kentucky Commission, FERC and MISO 
proceedings and other rates or regulatory matters affecting KU, see Notes 2 and 9 of Notes to Financial 
Statements. 

Environmental 

For a discussion of environmental matters including additional reductions in S02, NOx and other emissions 
mandated by recent or potential regulations; items regarding notices of violations and other emissions 
proceedings; global warming or climate change matters and other environmental items affecting KU, see Note 9 
of Notes to Financial Statements. 

Litigation 

For a discussion of litigation matters, see Note 9 of Notes to Financial Statements. 

Other 

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

Years Ended December 31 

2007 2006 2005 2004 2003 

$1.273 $1.210 $1.207 $ 995 $ 892 

$ 268 $ 235 $ 202 $ 228 $ 162 

$ 167 $ 152 $ 112 $ 134 $ 91 

$3.796 $3,148 $2,756 $2,610 $2,5Q5 

$1.264 $ 843 $ 746 $ 726 $ 688 

Management's Discussion and Analysis and Notes to Financial Statements should be read in 
conjunction with the above information. 
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Management's Discllssion and Analysis 

The following discussion and analysis by management focuses on those factors that had a material effect on KU's 
financial results of operations and financial condition dUl'ing 2007 and 2006 and should be read in connection with 
the financial statements and notes thereto. 

Forward Looking Statements 

Some of the following discussion may contain forward-looking statements that are subject to risks, unceltainties 
and assumptions. Such forward-looking statements are intended to be identified in this document by the words 
"anticipate," "expect," "estimate," "objective," "possible," "potential" and similar expressions. Actual results 
may materially vary. Factors that could cause actual results to materially differ include: general economic 
conditions; business and competitive conditions in the energy industry; changes in federal or state legislation; 
unusual weather; actions by state or federal regulatory agencies; actions by credit rating agencies and other 
factors described from time to time in KU's reports, including as noted in the Risk Factors section ofthis report. 

RESULTS OF OPERATIONS 

The electric utility business is affected by seasonal temperatures. As a result, operating revenues (and associated 
operating expenses) are not generated evenly throughout the year. 

Net Income 

Net income in 2007 increased $15 million compared to 2006. The increase was primarily the result ofinct'eased 
retail sales volumes, increased ECR surcharge and decreased pUl'chased power expense. Pmtially offsetting 
these items were decreased wholesale sales, higher interest expense, decreased MISO related revenue and 
decreased equity in eal'llings of EEL 

Revenues 

Revenues in 2007 increased $63 million primarily due to: 
• Increased fuel costs ($57 million) billed to customers through the FAC due to increased fuel prices 

and sales volumes delivered 
• Increased sales volumes delivered ($30 million) resulting fi'om a 2% increase in heating degree days 

and a 46% increase in cooling degree days 
• Increased ECR surcharge ($25 million) due to increased recoverable capital spending 
• Increased transmission service revenues ($4 million) 

These increases were partially offset by: 
• Lower wholesale sales ($37 million) due to decreased volumes and lower wholesale market pricing 
• Lower MISO related revenue ($16 million) resulting fi'om the exit fi'om the MISO 

Expenses 

Fuel for electric generation comprises a large component of total operating expenses. Increases or decreases in 
the cost of fuel are reflected in retail rates through the FAC, subject to the approval of the Kentucky 
Commission, the Virginia Commission and the FERC. 
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Fuel for electric generation increased $37 million in 2007 primarily due to: 
• Increased cost of fuel burned ($20 million) due to higher coal prices 
• Increased generation ($17 million) due to higher demand 

Power purchased expense decreased $14 million in 2007 primarily due to: 
• Decreased volumes purchased ($19 million) due to increased internal generation 
• Increased cost per Mwh of purchases ($5 million) due to higher fuel prices 

Other operation and maintenance expenses increased $1 million in 2007 primarily due to increased maintenance 
expenses ($12 million), pattially offset by decreased other operation expenses ($11 million). 

Other maintenance expenses increased $12 million in 2007 primarily due to: 
• Increased boiler maintenance expense ($7 million) 
• Increased electric plant maintenance ($5 million) 
• Increased vegetation management expense ($ I million) 
• Decreased overhead conductor and devices maintenance ($ I million) 

Other operation expenses decreased $11 million in 2007 primarily due to: 
• Decreased MISO Day I and Day 2 expenses ($ I 6 million) due to the exit from the MISO 

effective September I, 2006, and refunds fi'om the MISO for certain charges 
• Decreased VDT workforce reduction expense ($3 million) due to completion ofVDT 

amortization in March 2006 
• Increased MISO Day I expense ($3 million) due to credit received fi'om the MISO for financial 

transmission rights in 2006 
• Increased outside services expense ($3 million) 
• Increased wholesale expense ($ I million) due to a recorded credit in April 2006 for a FERC 

ordered refimd from the MISO for charges assessed in excess of the rates in the MISO 
transmission tariff 

• Increased research and development expenses ($1 million) 

Equity earnings in EEl decreased $3 million in 2007 primarily due to decreased other electric earnings at EEl, 
resulting from decreased emission allowance sales in 2007 and increased purchased power expense. 

Other income - net increased $5 million in 2007 primarily due to increased other income ($7 million) relating to 
increased allowance for funds used during constrllction, gain on disposal of propelty and increased interest 
income from bond proceeds on deposit with a trustee, partially offset by increased other expenses ($2 million) 
relating to penalties. 

Interest expense increased $17 million in 2007, primarily due to increased interest expense to affiliated 
companies resulting fi'om increased affiliate borrowings to fund increased capital additions. 

CRITICAL ACCOUNTING POLICIES/ESTIMATES 

Preparation of financial statements and related disclosures in compliance with generally accepted accounting 
principles requires the application of appropriate technical accounting rules and guidance, as well as the use of 
estimates. The application of these policies necessarily involves judgments regarding future events, including legal 
and regulatmy challenges and anticipated recovery of costs. These judgments could materially impact the financial 
statements and disclosures based on varying assumptions, which may be appropriate to use. In addition, the 
financial and operating environment also may have a significant effect, not only on the operation of the business, 
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but on the results repOited through the application of accounting measures used in preparing the financial 
statements and related disclosures, even ifthe nature ofthe accounting policies applied has not changed. Specific 
risks for these critical accounting policies are described in the Notes to Financial Statements. Each of these has a 
higher likelihood of resulting in materially different repOited amounts under different conditions or using different 
assumptions. Events rarely develop exactly as forecasted and the best estimates routinely require adjustment. 

Critical accounting policies and estimates including unbilled revenue, allowance for doubtfill accounts, regulatory 
mechanisms, pension and postretirement benefits and income taxes are detailed in Notes 1,2, 3, 5, 6 and 9 of Notes 
to Financial Statements. 

Recent Accounting Pronouncements. Recent accounting pronouncements affecting KU are detailed in Note 1 
of Notes to Financial Statements. 

~ LIQUIDITY AND CAPITAL RESOURCES 

KU uses net cash generated fi'om its operations and external financing (including financing from affiliates) to 
fund construction of plant and equipment and the payment of dividends. KU believes that such sources of funds 
will be sufficient to meet the needs of its business in the foreseeable future. 

As of December 31, 2007, KU is in a negative working capital position in part because ofthe classification of 
certain variable-rate pollution control bonds totaling $33 million that are subject to tender for purchase at the 
option of the holder as current portion oflong-term debt. Credit facilities totaling $35 million are in place to 
fund such tenders, ifnecessaty. KU has never needed to access these facilities. KU expects to cover any 
working capital deficiencies with cash flow from operations, money pool borrowings and borrowings fi'om 
Fidelia. 

Operating Activities 

Cash provided by operations was $302 million and $223 million in 2007 and 2006, respectively. 

The 2007 increase of$79 million was primarily the result ofinCl'eases in cash due to changes in: 
• Eal'llings, net of non-cash items ($55 million) 
• Material and supplies ($33 million) due to lower coal inventories on hand at December 31, 2007 
• MISO exit fee ($20 million) due to the MISO exit being completed effective September I, 2006 
• Accrued income taxes ($15 million) due to income tax accrued during 2007 being greater than estimated 

payments 
• ECR recovelY ($1 1 million) 
• Prepayments and other current assets ($9 million) 
• Other current liabilities ($8 million) 
• Other liabilities ($7 million) 
• Other regulatOlY assets ($4 million) 
• FAC recovery ($3 million) 

These increases were pattially offset by cash used for changes in: 
• Pension and postretirement funding ($36 million) 
• Accounts payable ($26 million) 
• Property and other taxes payable ($14 million) 
• Accounts receivable ($10 million) 
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The primary use offunds for investing activities continues to be for capital expenditures. Net cash used for 
investing activities increased $382 million in 2007 compared to 2006 primarily due to increased capital 
expenditures of$395 million, offset by decreased restricted cash of$13 million. Restricted cash represents the 
escrowed proceeds of the Pollution Control Bonds issued, which are disbursed as qualifYing costs are incurred. 

Financing Activities 

Net cash inflows from financing activities were $422 million and $124 million in 2007 and 2006, respectively. 
See Note 7 of Notes to Financial Statements for information of redemptions, maturities and issuances of long
term debt. 

~ Future Capital Requirements 

KU expects its capital expenditures for the three-year period ending December 31, 2010, to total approximately 
$1,465 million, consisting primarily of construction estimates for installation ofFGDs on Ghent and Brown 
units totaling approximately $425 million, construction ofTC2 totaling approximately $360 million, the Brown 
ash pond totaling approximately $40 million, a customer care system totaling approximately $25 million and 
on-going construction related to generation and distribution assets. See Note 9 of Notes to Financial Statements 
for additional information. 

KU's construction program is designed to ensure that there will be adequate capacity and reliability to meet the 
electric needs of its service area and to comply with environmental regulations. These needs are contitjually 
being reassessed and appropriate revisions are made, when necessary, in construction schedules. Future capital 
requirements may be affected in varying degrees by factors such as electric energy demand load growth, 
changes in construction expenditure levels, rate actions by regulatory agencies, new legislation, market entry of 
competing electric power generators, changes in commodity prices and labor rates, changes in environmental 
regulations and other regulatory requirements. See Contractual Obligations further below and Note 9 of Notes 
to Financial Statements for current commitments. KU anticipates fimding filture capital requirements through 
operating cash flow, debt andlor infusions of capital from its parent. 

Regulatory approvals are required for KU to incur additional debt. The Virginia Commission and the FERC 
authorize the issuance of short-term debt while the Kentucky Commission, the Virginia Commission and the 
Tennessee Regulatory Authority authorize the issuance of long-term debt. In November 2007, KU received a 
two-year authorization from the FERC to borrow up to $400 million in short-term fimds. KU also has 
authorization fi'Om the Virginia Commission that expires at the end of2009 allowing short-teilli borrowing of 
up to $400 million. 

KU's debt ratings as of December 31, 2007, were; 

Pollution control revenue bonds 
Issuer rating 
COl1l0rate credit rating 

Moody's 
A2 
A2 

S&P 
BBB+ 

BBB+ 

These ratings reflect the views of Moody's and S&P. A security rating is not a recommendation to buy, sell or 
hold securities and is subject to revision or withdrawal at any time by the rating agency. See Note 7 of Notes to 
Financial Statements for a discussion of recent downgrade actions related to the pollution control revenue 
bonds. 
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The following is provided to summarize contractual cash obligations for periods after December 31, 2007. KU 
anticipates cash from operations and external financing will be sufficient to fund future obligations. Future 
interest obligations cannot be quantified because most ofKU's debt is variable rate. See Statements of 
Capitalization. 

(in millions) Pa~ments Due bX Period 
Contractual Cash Obligations 2008 2009 2010 2011 2012 Thereafter Total 

Short-term debt (a) $ 23 $ $ - $ $ - $ $ 23 
Long-term debt 33 50 1,181 (b) 1,264 
Operating leases (c) 6 5 3 2 2 4 22 
Unconditional power 

purchase obligations (d) 23 25 16 8 9 143 224 
Coal and gas purchase 
obligations (e) 329 146 93 57 57 682 
Retirement obligations (I) 23 24 23 23 23 124 240 
Other obligations (g) 307 ~ _6 - - - ~ - -- --
Total contractual 

cash obligations $711 $279 $174 $2l) $141 1Lill ~ 

(a) Represents borrowings from affiliated company due within one year. 
(b) Includes long-term debt of$33 million classified as current liabilities because these bonds are subject to tender for 

purchase at the option of the holder and to mandatory tender for purchase upon the occurrence of certain events. These 
bonds mature in 2032. KU does not expect to pay these amounts in 2008. 

(c) Represents future operating lease payments. 
(d) Represents future minimum payments under OMU and OVEC power purchase agreements through 2010 and 2026, 

respectively. 
(e) Represents contracts to purchase coal and natural gas. 
(f) Represents currently projected cash flows for pension, postretirement and other post-employment benefit plans as 

calculated by the actuary. 
(g) Represents construction commitments, including commitments for TC2 and the FGDs. 

CONTROLS AND PROCEDURES 

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

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

The Company has assessed the effectiveness of its internal control over financial repmiing as of December 31, 
2007. In making this assessment, the Company used the criteria set fmih by the Committee of Sponsoring 
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Organizations ofthe Treadway Commission in Internal Control - Integrated Framework ("COSO"). The 
Company has concluded that, as of December 31, 2007, the Company's internal control over financial reporting 
was effective based on those criteria. 

KU is no longer subject to the internal control and other requirements ofthe Sarbanes-Oxley Act of2002 and 
associated rules (the "Act") and consequently has not issued Management's Report on Internal Controls over 
Financial Reporting pursuant to Section 404 of the Act. 
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OPERATING REVENUES: 

Kentucky Utilities Company 
Statements ofIncome 

(Millions of$) 

Years Ended December 31 
2007 2006 

Total operating revenues (Note 11) .... "" ..... " ...... "." ..... "." ...... " ...... . $1.273 $1,210 

OPERATING EXPENSES: 
Fuel for electric generation ...... ,,, ...................................................... . 461 424 
Power purchased (Notes 9 and 11) ................................................... . 168 182 
Other operation and maintenance expenses ...................................... . 255 254 
Depreciation and amortization (Note 1) ...... " ................................... . ~ ~ 

Total operating expenses .......................................................... ,," 

Net operating income ............................................................................ .. 

Equity earnings in EEl (Note 1 ) ............................................................. . 
Other incolne -net ................................................................................ . 
Interest expense (Notes 7 and 8) ............................................................ . 
Interest expense to affiliated companies (Note II) ................................ . 

Income before incolne taxes ................................................................. . 

Federal and state income taxes (Note 6) " .............................................. . 

Net income ............................................................................................ .. 

The accompanying notes are an integral part of these financial statements. 

Statements of Retained Earnings 
(Millions of$) 

Balance January I .................................................................................. . 
Add net incOlue ..................................................................................... .. 
Balance December 31 ............................................................................ . 

The accompanying notes are an integral part of these financial statements. 
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Kentucky Utilities Company 
Statements of Comprehensive Income 

(Millions of$) 

Net inC0I11e ................................................................................................................... .. 

Additional minimum pension liability adjustment, net oftax expense 
of$O and $13 for 2007 and 2006, respectively (Note 5) ......................................... . 

Other comprehensive income, net oftax (Note 12) ...................................................... . 

COlllprehensive incolne ...................................................................... " ......................... . 

The accompanying notes are an integral part ofthese financial statements. 
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ASSETS: 
Current assets: 

Kentucky Utilities Company 
Balance Sheets 

(Millions of$) 

Cash and cash equivalents (Note I) ................................................................... . 
Restricted cash (Note I) .................................................................................... . 
Accounts receivable-less reserve of$2 in 2007 and 2006 (Note I) ................ . 
Accounts receivable from affiliated companies (Note II) ................................ . 
Materials and supplies (Note I): 

Fuel (predominantly coal) .......................................................................... .. 
Other materials and supplies ........................................................................ . 

Prepaynlcnts and other current assets ................................................................ . 
Total current assets ................................................................................................. . 

Other property and investments (Note I) ................................................................ . 

Utility plant, at original cost (Note 1) .................................................................... .. 

Less: reserve for depreciation ........................................................................... . 
Total utility plant, net ....................................................................................... .. 

Construction \vork in progress ........................................................................... . 
Total utility plant and construction work in progress ............................................ .. 

Deferred debits and other assets: 
Regulatory assets (Note 2): 

Pension and postretirement benefits (Notes I and 2) .................................. .. 
Other ............................................................................................................ . 

Cash surrender value of key man life insurance ................................................ . 
Other assets ....................................................................................................... . 

Total deferred debits and other assets .................................................................... .. 

Total Assets ........................................................................................................... .. 

The accompanying notes are an integral patt of these financial statements. 

18 

December 31 
2007 2006 

$ $ 6 
11 23 

172 123 
17 50 

42 64 
34 34 
~ -----.ll 

288 318 

~ ~ 

3,868 3,681 

1.622 1.553 
2,246 2,128 

Jml ~ 
3,317 2,615 

28 64 
86 83 
37 35 

__ 1_1 __ 8 

~ --....l2Q 

~ Uill 



Attachment to Response to KU AG-1 Question No. 217 
Page 116 of 164 

Al'bough 

LIABILITIES AND EQUITY: 
Current liabilities: 

Kentucky Utilities Company 
Balance Sheets (continued) 

(Millions of$) 

CUlTent portion oflong-term debt (Note 7) ............................................................. . 
Notes payable to affiliated companies (Notes 8 and II) ........................................ .. 
Accounts payable .................................................................................................... . 
Accounts payable to affiliated companies (Note II) .............................................. .. 
CustoIner deposits ................................................................................................... . 
Other current liabilities ......................... , .................................................................. . 

Total current liabilities ........ """"'" .......................................................................... """ 

Long-term debt: 
Long-term bonds (Note 7) ...................................................................................... .. 
Long-term notes to affiliated company (Note 7) .................................................... .. 

Total long-term debt ..................................................................................................... . 

Deferred credits and other liabilities: 
Accumulated deferred income taxes (Note 6) ........................................................ .. 
Accumulated provision for pensions and related benefits (Note 5) ........................ .. 
Investment tax credit (Note 6) ................................................................................ . 
Asset retirell1ent obligations ................................................................................... .. 
Regulatory liabilities (Note 2): 

Accumulated cost of removal of utility planL ................................................... . 
Deferred inconle taxes .................... "" ........................ "" ...... " .......................... . 

Other regulatory liabilities ......................... """'''''''''''' ...................... """"""""""'" 
Other liabilities ....................................................................................................... . 

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

Commitments and contingencies (Note 9) 

COMMON EQUITY: 
Common stock, without par value -

Authorized 80,000,000 shares, outstanding 37,817,878 shares """""""""""'" 
Additional paid-in-capital (Note II) ..................................................................... .. 

Retained earnings ................................................................................................... . 
Undistributed subsidiary earnings ............................................... " ......................... . 
Total retained earnings ............. " .......... " ....................................... " ...................... .. 
Total common equity ........................... "" ....................... " ..... " ............. """"""""'" 

Total Liabilities and Equity ......................................................................................... . 

The accompanying notes are an integral part of these financial statements. 
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Kentucky Utilities Company 
Statements of Cash Flows 

(Millions of $) 

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

Depreciation and amortization .................................................... . 
Deferred illcolne taxes-net ........... -. ... "" ....................................... . 
Inveshnent tax credit-net. .................................................. " ........ . 
Provision for pension and postretirement plans ..................... " .. . 
Other ........................................................................................... . 

Change in certain current assets and liabilities: 
Accounts receivable .......................................................... " ........ . 
Materials and supplies ................................................................. . 
Accounts payable ........................................................................ . 
Accrued incolne taxes ................................................................. . 
Property and other taxes payable ................................................ . 
Prepayments and other current assets ......................................... . 
Other current liabilities ............................................................... . 

Pension and postretirement funding ................................................. . 
MISO exit fee ................................................................................... . 
Environmental cost recovery mechanism refundable ...................... .. 
Other ................................................................................................. . 

Net cash provided by operating activities ................................... . 
CASH FLOWS FROM INVESTING ACTIVITIES: 

Construction expenditures ................................................................ . 
Change in restricted cash .................................................................. . 

Net cash used for investing activities .......................................... . 
CASH FLOWS FROM FINANCING ACTIVITIES: 

Long-term borrowings from affiliated company ............................. .. 
Short-term borrowings from affiliated company ............................. .. 
Repayment of short-term borrowings from affiliated company ....... . 
Retirement of first mortgage bonds .................................................. . 
Issuance of pollution control bonds .................................................. . 
Additional paid-in capital ................................................................. . 

Net cash provided by financing activities ................................... . 
Change in cash and cash equivalents .................................................... .. 
Cash and cash equivalents at beginning of year .................................... .. 
Cash and cash equivalents at end of year .............................................. .. 

Supplemental disclosures of cash flow information: 
Cash paid during the year for: 

Income taxes ............................................................................... . 
Interest on borro\ved money ...................................................... .. 
Interest to affiliated companies on borrowed money .................. . 

The accompanying notes are an integral part ofthese financial statements. 
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LONG-TERM DEBT (Note 7): 
First mortgage bonds: 

Kentucky Utilities Company 
Statements of Capitalization 

(Millions of $) 

P due May 15,2007,7.92% (Note 3) ................................................................ . 
Pollution control series: 

10, due Novenlber 1, 2024, variable % ............................................................ .. 
Mercer Co. 2000 Series A, due May 1,2023, variable % ................................ .. 
Carroll Co. 2002 Series A, due February 1,2032, variable % .......................... . 
Carroll Co. 2002 Series B, due February I, 2032, variable % .......................... . 
Muhlenberg Co. 2002 Series A, due February 1,2032, variable % .................. . 
Mercer Co. 2002 Series A, due February 1,2032, variable % .......................... . 
Carroll Co. 2002 Series C, due October I, 2032, variable % ............................ . 
Carroll Co. 2004 Series A, due October I, 2034, variable % .......................... .. 
Carroll Co. 2005 Series A, due Juue 1,2035, variable % ................................ .. 
Carroll Co. 2005 Series B, due June I, 2035, variable % ................................ .. 
Carroll Co. 2006 Series A, due June 1,2036, variable % ................................ .. 
Carroll Co. 2006 Series C, due June 1, 2036, variable % ................................ .. 
Carroll Co. 2007 Series A, due February 1,2026, variable % .......................... . 
Carroll Co. 2006 Series B, due October 1,2034, variable % ............................ . 
Trimble Co. 2007 Series A, due March 1,2037, variable % ............................ . 

Notes payable to Fidelia: 
Due November 24, 2010, 4.24%, unsecured ..................................................... . 
Due January 16,2012,4.39%, unsecured ......................................... " .............. . 
Due April 30, 2013, 4.55%, unsecured ............................................................ .. 
Due August 15,2013, 5.31%, unsecured .......................................................... . 
Due July 8, 2015, 4.735%, unsecured .............................................................. .. 
Due December 21, 2015, 5.36%, unsecured ..................................................... . 
Due October 25, 2016, 5.675% unsecured ........................................................ . 
Due June 23, 2036, 6.33%, unsecured .............................................................. . 
Due December 19, 2014, 5.45% unsecured ...................................................... . 
Due June 20,2017, 5.98% unsecured ............................................................... . 
Due October 25,2019,5.71% unsecured .......................................................... . 
Due February 7, 2022, 5.69% unsecured .......................................................... . 
Due September 14,2028,5.96% unsecured .................................................... .. 
One March 30, 2037, 5.86% unsecured ............................................................ . 

Total long-term debt outstanding ........................................................................... . 

Less current portion of long-term debt .................................................................. .. 

Long-term debt ...................................................................................................... .. 

COMMON EQUITY: 
Common stock, without par value -

Authorized 80,000,000 shares, outstanding 37,817,878 shares ........................ . 
Additional paid-in-capital (Note II) ...................................................................... . 

Retained earnings ................................................................................................... . 
Undistributed subsidiary earnings .......................................................................... . 
Total retained earnings ........................................................................................... . 
Total conlmon equity .............................................................................................. . 

Total capitalization ...................................................................................................... . 

The accompanying notes are an integral part of these financial statements. 
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Arbougb 

KU, incorporated in Kentucky in 1912 and in Virginia in 1991, is a regulated public utility engaged in the 
generation, transmission, distribution and sale of electric energy in Kentucky, Virginia and Tennessee. KU 
provides electricity to approximately 506,000 customers in 77 counties in central, southeastern and western 
Kentucky, to approximately 30,000 customers in 5 counties in southwestern Virginia and 5 customers in 
Tennessee. KU's coal-fired electric generating stations produce most ofKU's electricity. The remainder is 
generated by a hydroelectric power plant and natural gas and oil fueled CTs. In Virginia, KU operates under the 
name Old Dominion Power Company. KU also sells wholesale electric energy to 12 municipalities. 

KU is a wholly-owned subsidiary ofE.ON U.S., formerly known as LG&E Energy LLC. E.ON U.S. is an 
indirect wholly-owned subsidiary ofE.ON, a German corporation, making KU an indirect wholly-owned 
subsidiary ofE.ON. KU's affiliate, LG&E, is a regulated public utility engaged in the generation, transmission, 
distribution and sale of electric energy and the distribution and sale of natural gas in Kentucky. 

Certain reclassification entries have been made to the previous years' financial statements to conform to the 
2007 presentation with no impact on net assets, liabilities and capitalization or previously reported net income 
and cash flows. 

Regulatory Accounting. KU is subject to SFAS No. 71, under which regulatory assets are created based on 
expected recovery from customers in future rates to defer costs that would otherwise be charged to expense. 
Likewise, regulatory liabilities are created based on expected return to customers in future rates to defer credits 
that would otherwise be reflected as income, or, in the case of costs of removal, are created to match long-term 
future obligations arising from the current use of assets. The accounting for regulatory assets and liabilities is 
based on specific ratemaking decisions or precedent for each item as prescribed by the FERC, the Kentucky 
Commission or the Virginia Commission. See Note 2, Rates and Regulatory Matters, for additional detail 
regarding regulatory assets and liabilities. 

Cash and Cash Equivalents. KU considers all highly liquid investments with an original maturity of three months 
or less to be cash equivalents. 

Restricted Cash. Proceeds fi'Oln bond issuances for environmental equipment (primarily related to the installation 
ofFGDs) are held in trust pending expenditure for qualifying assets. 

Allowance for Doubtful Accounts. The allowance for doubtful accounts is based on the ratio of the amounts 
charged-off during the last twelve months to the retail revenues billed over the same period multiplied by the retail 
revenues billed over the last four months. Accounts with no payment activity are charged-off after four months, 
although collection effOlts continue thereafter. 

Materials and Supplies. Fuel and other materials and supplies inventories are accounted for using the average-cost 
method. Emission allowances are included in other materials and supplies and are not currently traded by KU, At 
December 31, 2007 and 2006, the emission allowances inventory was less than $1 million and approximately $2 
million, respectively. 
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Other Property and Investments. Other property and investments on the balance sheets consists ofKU's 
investment in EEl, economic development loans provided to various communities in KU's service territory, KU's 
investment in OVEC, fimds related to KU's long-term purchased power contract with OMU and non-utility plant. 

Although KU holds investment interests in OVEC and EEl, it is not the primary beneficiary, therefore, neither 
are consolidated into KU's financial statements. KU and 11 other electric utilities are participating owners of 
OVEC, located in Piketon, Ohio. OVEC owns and operates two power plants that burn coal to generate 
electricity, Kyger Creek Station in Ohio and Clifty Creek Station in Indiana. Pursuant to current contractual 
arrangements, KU's share of OVEC's output is 2.5%, approximately 55 Mw of generation capacity. 

As of December 31, 2007 and 2006, KU's investment in OVEC totaled less than $1 million and is accounted for 
under the cost method of accounting. KU's maximum exposure to loss as a result of its involvement with 
OVEC is limited to the value of its investment. In the event ofthe inability ofOVEC to fulfill its power 
provision requirements, KU anticipates substituting such power supply with either owned generation or market 
purchases and believes it would generally recover associated incremental costs through regulatory rate 
mechanisms. See Note 9, Commitments and Contingencies, for further discussion of developments regarding 
KU's ownership interests and power purchase rights. 

KU owns 20% of the common stock of EEl, which owns and operates a 1,162-Mw generating station in 
southern Illinois. Prior to 2006, KU was entitled to take 20% of the available capacity of the station under a 
pricing formula comparable to the cost of other power generated by KU. This contract governing the purchases 
fi'om EEl terminated on December 31, 2005. Since December 31, 2005, EEl has sold power under general 
market-based pricing and terms. KU has not contracted with EEl for power under the new arrangements, but 
maintains its 20% ownership in the common stock of EEl. Replacement power for the EEl capacity has been 
largely provided by KU generation. 

KU's investment in EEl is accounted for under the equity method of accounting and, as of December 31, 2007 
and 2006, totaled $23 million and $18 million, respectively. KU's direct exposure to loss as a result of its 
involvement with EEl is generally limited to the value of its investment. 

Utility Plant. KU's utility plant is stated at original cost, which includes payroll-related costs such as taxes, fi'inge 
benefits and administrative and general costs. Construction work in progress has been included in the rate base for 
determining retail customer rates in Kentucky. KU has not recorded a significant allowance for funds used during 
construction. 

The cost of plant retired or disposed of in the normal course of business is deducted fi'om plant accounts and such 
cost is charged to the reserve for depreciation. When complete operating units are disposed of, appropriate 
adjustments are made to the reserve for depreciation and gains and losses, if any, are recognized. 

Depreciation and Amortization. Depreciation is provided on the straight-line method over the estimated 
service lives of depreciable plant. The amounts provided were approximately 3.2% in 2007 and 3.1% in 2006 of 
average depreciable plant. Of the amount provided for depreciation at December 31, 2007 and 2006, 
approximately 0.5% was related to the retirement, removal and disposal costs of long lived assets. 

Unamortized Debt Expense. Debt expense is capitalized in deferred debits and amOltized using the straight line 
method, which approximates the effective interest method, over the lives of the related bond issues. 

Income Taxes. Income taxes are accounted for under SF AS No. 109, Accounting/or Income Taxes and FIN 48, 
Accounting/or Uncertainty in Income Taxes, an InteJpretatiol1 o/SFAS No. 109. In accordance with these 
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statements, deferred tax assets and liabilities are recognized for the future tax consequences attributable to 
differences between the financial statement carrying amounts of existing assets and liabilities and their 
respective tax bases, as measured by enacted tax rates that are expected to be in effect in the periods when the 
deferred tax assets and liabilities are expected to be settled or realized. Significant judgment is required in 
determining the provision for income taxes, and there are transactions for which the ultimate tax outcome is 
uncertain. FIN 48 prescribes a recognition threshold and measurement attribute for the financial statement 
recognition and measurement of a tax position taken or expected to be taken in a tax retut'll .. Uncertain tax 
positions are analyzed periodically and adjustments are made when events occur to warrant a change. See Note 
6, Income Taxes. 

Deferred Income Taxes. Deferred income taxes are recognized at currently enacted tax rates for all material 
temporaIY differences between the financial reporting and income tax bases of assets and liabilities. 

Investment Tax Credits. The EPAct 2005 added Section 48A to the Internal Revenue Code, which provides for 
an investment tax credit to promote the commercialization of advanced coal technologies that will generate 
electricity in an environmentally responsible manner. KU and LG&E received an investment tax credit related 
to TC2, for more details see Note 6, Income Taxes. Investment tax credits prior to 2006 resulted fi'Oln provisions 
of the tax law that permitted a reduction ofKU's tax liability based on credits for construction expenditures. 
Deferred investment tax credits are being am01tized to income over the estimated lives ofthe related property that 
gave rise to the credits. 

Revenue Recognition. Revenues are recorded based on service rendered to customers through month-end. KU 
accrues an estimate for unbilled revenues fi'om each meter reading date to the end of the accounting period based 
on allocating the daily system net deliveries between billed volumes and unbilled volumes. The allocation is based 
on a daily ratio of the number of meter reading cycles remaining in the month to the total number of meter reading 
cycles in each month. Each day's ratio is then multiplied by each day's system net deliveries to determine an 
estimated billed and unbilled volume for each day ofthe accounting period. The unbilled revenue estimates 
included in accounts receivable were $59 million and $42 million at December 31, 2007 and 2006, respectively. 

Fuel Costs. The cost offuel for generation is charged to expense as used. 

Management's Use of Estimates. The preparation of financial statements in conformity with generally accepted 
accounting principles requires management to make estimates and assumptions that affect the rep0l1ed assets and 
liabilities and disclosure of contingent items at the date ofthe financial statements and the rep0l1ed amounts of 
revenues and expenses during the rep0l1ing period. Accrued liabilities, including legal and environmental, are 
recorded when they are probable and estimable. Actual results could differ fi'om those estimates. 

Recent Accounting Pronouncements. The following are recent accounting pronouncements affecting KU: 

SFASNo.160 

In December 2007, the FASB issued SF AS No. 160, Noncontro/ling Interests in Consolidated Financial 
Statements, which is effective for fiscal years, and interim periods within those fiscal years, beginning on or 
after December 15,2008. The objective of this statement is to improve the relevance, comparability and 
transparency of financial information in a rep0l1ing entity's consolidated financial statements. The Company 
expects the adoption of SFAS No. 160 to have no impact on its statements of operations, financial position and 
cash flows. 
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In February 2007, the FASB issued SFAS No. 159, The Fair Value Option/or Financial Assets and Financial 
Liabilities - Including an Amendment 0/ FASB Statement No. 115. SF AS No. 159 permits entities to choose to 
measure many financial instruments and certain other assets and liabilities at fair value on an instrument-by
instrument basis (the fair value option). Unrealized gains and losses on items for which the fair value option has 
been elected are to be recognized in earnings at each subsequent reporting date. SFAS No. 159 is effective for 
fiscal years beginning after November 15, 2007. SFAS No. 159 was adopted effective January 1,2008 and had 
no impact on the statements of operations, financial position and cash flows. 

SFAS No. 157 

In September 2006, the FASB issued SFAS No. 157, Fail' Value Measurements, which, except as described 
below, is effective for fiscal years beginning after November 15, 2007. This statement defines fair value, 
establishes a fhuuework for measuring fail' value in generally accepted accounting principles and expands 
disclosures about fail' value measurements. SF AS No. 157 does not expand the application of fair value 
accounting to new circumstances. In February 2008, the FASB issued FASB Staff Position 157-2, Effective 
Date o/FASB Statement No. 157, which delays the effective date of SF AS No. 157 for all nonfinancial assets 
and liabilities, except those that are recognized or disclosed at fair value in the financial statements on a 
recurring basis (at least annually), to fiscal years beginning after November 15, 2008 and interim periods within 
those fiscal years. SFAS No. 157 was adopted effective January 1, 2008, except as it applies to those 
nonfinancial assets and liabilities, and had no impact on the statements of operations, financial position and cash 
flows, however, the Company will provide additional disclosures relating to its financial derivatives, AROs and 
pension assets as required in 2008. 

FIN 48 

In July 2006, the FASB issued FIN 48 which clarifies the accounting for the uncertainty of income tax positions 
recognized in an enterprise's financial statements in accordance with SFAS No. 109. This interpretation 
prescribes a recognition threshold and measurement attribute for the financial statement recognition and 
measurement of a tax position taken or expected to be taken in a tax return. 

The evaluation of a tax position in accordance with FIN 48 is a two-step process. The first step is recognition 
based on the determination of whether it is "more likely than not" that a tax position will be sustained upon 
examination. The second step is to measure a tax position that meets the "more likely than not" threshold. The 
tax position is measured as the amount of potential benefit that exceeds 50% likelihood of being realized. 

FIN 48 is effective for fiscal years beginning after December 15,2006, and was adopted effective January 1, 
2007. The impact of FIN 48 on the statements of operations, financial position and cash flows was not material. 

Note 2 - Rates aud Regulatory Matters 

KU is subject to the jurisdiction of the Kentucky Commission, the Virginia Commission, the Tennessee 
Regulatory Authority and the FERC in virtually all matters related to electric utility regulation, and as such, its 
accounting is subject to SFAS No.7!. Given its competitive position in the marketplace and the status of 
regulation in Kentucky and Virginia, KU has no plans or intentions to discontinue its application of SF AS No. 
71. 
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In December 2003, KU filed an application with the Kentucky Commission requesting an adjustment in KU's 
rates. The revenue increase requested was $58 million. In June 2004, the Kentucky Commission issued an 
Order approving an increase in KU's base rates of approximately $46 million (7%). The rate increase took 
effect on July 1,2004. 

Final proceedings took place during the first quarter of2006 concerning the sole remaining open issue relating 
to state income tax rates used in calculating the granted rate increase. On March 31, 2006, the Kentucky 
Commission issued an Order resolving this issue in KU's favor consistent with the original rate increase order. 

Regulatory Assets and Liabilities 

The following regulatory assets and liabilities were included in the balance sheets as of December 31 : 

(in millions) 2007 2006 
ARO $ 24 $ 22 
MISO exit 20 20 
FAC 17 16 
Unamortized loss on bonds 10 10 
ECR II 10 
Other __ 4 __ 5 

Subtotal 86 83 

Pension and postretirement benefits ~ ~ 
Total regulatory assets $ 114 $ 147 

Accumulated cost ofremoval of utility plant $ 310 $ 297 
Deferred income taxes - net 22 27 
Other ---.lQ __ 6 

Total regulatory liabilities $ 342 $ 330 

KU does not currently earn a rate of return on the FAC regulatory asset, which is a separate recovery 
mechanism with recovery within twelve months. No return is earned on the pension and postretirement benefits 
regulatory asset which represents the changes in funded status ofthe plans. The Company will seek recovery of 
this asset in future proceedings with the Kentucky and Virginia Commissions. No return is currently earned on 
the ARO asset. This regulatory asset will be offset against the associated regulatory liability, ARO asset and 
ARO liability at the time the underlying asset is retired. The MISO exit amount represents the costs relating to 
the withdrawal from MISO membership. KU will seek recovery of this asset in future proceedings with the 
Kentucky and Virginia Commissions. KU currently earns a rate of return on the remaining regulatory assets. 
Other regulatory assets include VDT costs, the merger surcredit and deferred storm costs. Other regulatory 
liabilities include DSM and M1S0 costs included in base rates that will be netted against costs of withdrawing 
from the MISO in the next rate case. 
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ARO. A summary ofKU's net ARO assets, regulatory assets, liabilities and cost of removal established under 
FIN 47, Accounting/or Conditional Asset Retirement Obligations, an Intelpretation o/SFAS No. 143, and 
SFAS No. 143, Accounting/or Asset Retirement Obligations, follows: 

ARONet ARO Regulatory Regulatory Accumulated Cost of Removal 
(in millions) Assets Liabilities Assets Liabilities Cost ofRemoyal Dellreciation 
As of December 31, 2005 $6 $(27) $20 $ (2) $2 $ I 
ARO accretion (1) I 
ARO depreciation -Cl) - _I -
As of December 31, 2006 5 (28) 22 (2) 2 
ARO accretion - -Q) .---l -- -
As of December 31, 2007 U. 1QQ) $24 1m $2 II 

Pursuant to regulatory treatment prescribed under SFAS No. 71, an offsetting regulatory credit was recorded in 
depreciation and amortization in the income statement of $2 million in 2007 and 2006 for the ARO accretion 
and depreciation expense. KU AROs are primarily related to the final retirement of assets associated with 
generating units. For assets associated with AROs, the removal cost accrued through depreciation under 
regulatory accounting is established as a regulatory liability pursuant to regulatory treatment prescribed under 
SFAS No. 71. There were no FIN 47 net asset additions during 2007 or 2006. For the years ended December 31, 
2007 and 2006, KU recorded less than $1 million of depreciation expense related to the cost of removal of ARO 
related assets. An offsetting regulatory liability was established pursuant to regulatory treatment prescribed 
under SFAS No.7!. 

KU transmission and distribution lines largely operate under perpetual property easement agreements which do 
not generally require restoration upon removal of the property. Therefore, under SFAS No. 143, no material 
asset retirement obligations are recorded for transmission and distribution assets. 

MISO Exit. Following receipt of applicable FERC, Kentucky Commission and other regulatory orders, KU 
withdrew from the MISO effective September I, 2006. Specific proceedings regarding the costs and benefits of 
the MISO and exit matters had been underway since July 2003. Since the exit from the MISO, KU has been 
operating under a FERC-approved open access-transmission tariff. KU now contracts with the Tennessee 
Valley Authority to act as its transmission Reliability Coordinator and Southwest Power Pool, Inc. to function 
as Independent Transmission Organization, pursuant to FERC requirements. 

KU and the MISO have agreed upon overall calculation methods for the contractual exit fee to be paid by the 
Company following its withdrawal. In October 2006, KU paid approximately $20 million to the MISO pursuant 
to an invoice regarding the exit fee and made related FERC compliance filings. The Company's payment of this 
exit fee amount was with reservation of its rights to contest the amount, or components thereof, following a 
continuing review of its calculation and supporting documentation. In December 2006, KU provided notice to 
the MISO of its disagreement with the calculation of the exit fee. KU and the MISO have resolved their dispute 
regarding the calculation of the exit fee and, in November 2007, filed an application with the FERC for 
approval of a recalculation agreement. In March 2008, the FERC approved the patties' recalculation ofthe exit 
fee, and the approved agreement provides KU with an immediate recovery of$[ million and will provide an 
estimated $3 million over the next eight years for credits realized from other payments the MISO will receive, 
plus interest. Orders of the Kentucky Commission approving the Company's exit fi'om the MISO have 
authorized the establishment of a regu[atOlY asset for the exit fee, subject to adjustment for possible future 
MISO credits, and a regulatory liability for certain revenues associated with former MISO administrative 
charges, which may continue to be collected via base rates. The treatment of the regulatory asset and liability 
will be determined in KU's next rate case, however, the Company historically has received approval to recover 
and refund regulatory assets and liabilities. 
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FAC. KU's retail rates contain an FAC, whereby increases and decreases in the cost of fuel for generation are 
reflected in the rates charged to retail customers. The FAC allows the Company to adjust customers' accounts 
for the difference between the fuel cost component of base rates and the actual fuel cost, including 
transportation costs. Refunds to customers occur ifthe actual costs are below the embedded cost component. 
Additional charges to customers occur if the actual costs exceed the embedded cost component. The amount of 
the regulatory asset or liability is the amount that has been under- or over-recovered due to timing or 
adjustments to the mechanism. 

The Kentucky Commission requires public hearings at six-month intervals to examine past fuel adjustments, 
and at two-year intervals to review past operations of the fuel clause and transfer of the then current fuel 
adjustment charge or credit to the base charges. 

In January 2008, the Kentucky Commission initiated a routine examination ofKU's FAC for the six-month 
period May 1,2007 through October 31, 2007. Data discovery is ongoing and a public hearing is scheduled in 
March 2008. 

In August 2007, the Kentucky Commission initiated a routine examination ofKU's FAC for the six-month 
period of November 1,2006 through April 30, 2007. Data discovery has concluded and a public hearing was 
held in October 2007. The Kentucky Commission issued an Order in January 2008, approving the charges and 
credits billed through the FAC during the review period. 

In December 2006, the Kentucky Commission initiated its periodic two-year review ofKU's past operations of 
the fuel clause and transfer offuel costs fi'om the FAC to base rates for November I, 2004 through October 31, 
2006. In March 2007, the KlUC challenged KU's recovery of approximately $5 million in aggregate fuel costs 
KU incurred during a period prior to its exit fi'om the MISO and requested the Kentucky Commission disallow 
this amount. A public hearing was held in May 2007. In October 2007, the Kentucky Commission issued its 
Order approving the calculation and application ofKU's FAC charges and fuel procurement practices and 
indicated that KU was in compliance with the provisions of Administrative Regulation 807 KAR 5:5056. The 
Kentucky Commission further approved KU's recommendation for the transfer of fuel cost fi'om the F AC to 
base rates. In November 2007, the KlUC filed a petition for rehearing, claiming the Kentucky Commission 
misinterpreted the KIUC's arguments in the proceeding. In the same month, the Kentucky Commission issued 
an Order denying the KlUC's request for rehearing. An appeal was not filed by the KIUC. 

In July 2006, the Kentucky Commission initiated a six-month review of the FAC for KU for the period of 
November I, 2005 through April 30, 2006. The Kentucky Commission issued an Order in November 2006, 
approving the charges and credits billed through the FAC during the review period. 

In January 2003, the Kentucky Commission reviewed KU's FAC for the six-month period ended October 31, 
200 I. The Kentucky Commission ordered KU to reduce its fuel costs for purposes of calculating its F AC by 
less than $1 million. At issue was the purchase of approximately 102,000 tons of coal from Western Kentucky 
Energy Corp., a non-regulated affiliate, for use at KU's Ghent facility. The Kentucky Commission further 
ordered that an independent audit be conducted to examine operational and management aspects of both KU's 
and LG&E's fuel procurement functions. The final report's recommendations, issued in February 2004, related 
to documentation and process improvements. Management Audit Action Plans were agreed upon by KU and the 
Kentucky Commission Staff in the second quarter of2004, and resulted in Audit Progress RepOlis being filed 
by KU with the Kentucky Commission. In February 2007, the Kentucky Commission staff indicated that KU 
fully complied with all audit recommendations and that no fmiher reports are required. 
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KU also employs an FAC mechanism for Virginia customers that uses an average fuel cost factor based 
primarily on projected fuel costs. The fuel cost factor may be adjusted annually for over or under collections of 
fuel costs fi'om the previous year. In February 2007, KU filed an application with the Virginia Commission 
seeking approval of an increase of approximately $4 million in its fuel cost factor to reflect higher fuel costs 
incurred and under-collected during 2006, and anticipated higher fuel costs to be incurred in 2007. The Virginia 
Commission approved KU's request in April 2007. In February 2008, KU filed an application with the Virginia 
Commission seeking approval ofa decrease of 0.599 centslKWh in its fuel cost factor applicable during the 
billing period April 2008 through March 2009. The decrease was requested because KU has fully recovered its 
under-recovered fuel expenses fi'om the prior periods. 

Unamortized Loss on Bonds. The costs of early extinguishment of debt, including call premiums, legal and 
other expenses, and any unamortized balance of debt expense are amortized using the straight line method, 
which approximates the effective interest method, over the life of either replacement debt (in the case of 
refinancing) or the original life ofthe extinguished debt. 

ECR. Kentucky law permits KU to recover the costs of complying with the Federal Clean Air Act, including a 
return of operating expenses, and a return of and on capital invested, through the ECR mechanism. The amount 
ofthe regulatory asset or liability is the amount that has been under- or over-recovered due to timing or 
adjustments to the mechanism. 

In September 2007, the Kentucky Commission initiated six-month and two-year reviews for periods ending 
October 31, 2006 and April 30, 2007, respectively, ofKU's environmental surcharge. Data discovery concluded 
in December 2007, and all parties to the case submitted requests with the Kentucky Commission to waive rights 
to a hearing on this matter. The case is submitted for decision and an order is anticipated in the second qumter 
of2008. 

In June 2006, KU filed an application for a CCN to construct an SCR at the Ghent station and to amend its ECR 
plan with the Kentucky Commission seeking approval to recover investments in environmental upgrades at the 
Company's generating facilities. The estimated capital cost of the upgrades for the years 2008 through 20 lOis 
approximately $125 million, of which approximately $115 million is for the Air Quality Control System at TC2. 
A final Order was issued by the Kentucky Commission in December 2006, approving all expenditures and 
investments as submitted. In October 2007, KU met with the Kentucky Commission and other interested parties 
to discuss the status of the Ghent Unit 2 SCR construction. KU informed the Kentucky Commission that 
construction of the Ghent Unit 2 SCR was not going to commence before the CCN expired in December 2007, 
due to a change in the economics for the project. The CCN expired in December 2007, and KU has delayed 
construction of the Ghent Unit 2 SCR. 

In April 2006, the Kentucky Commission initiated six-month and two-year reviews ofKU's environmental 
surcharge for six-month periods ending July 2003, January 2004, January 2005, July 2005 and January 2006 
and for the two-year period ending July 2004. A final Order was received in January 2007, approving the 
charges and credits billed through the ECR during the review period as well as approving billing adjustments, a 
roll-in to base rates, revisions to the monthly surcharge filing and the rate of return on capital. 

VDT. In December 2001, the Kentucky Commission issued an Order approving a settlement agreement 
allowing KU to set up a regulatory asset of $54 million for workforce reduction costs and begin amortizing it 
over a five-year period starting in April 2001. Some employees rescinded their participation in the voluntary 
enhanced severance program which, along with the non-recurring charge of $7 million for FERC and Virginia 
jurisdictions, thereby decreased the charge to the regulatory asset from $64 million to $54 million. The Order 
reduced revenues by approximately $11 million through a surcredit on bills to ratepayers over the same five-
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year period, reflecting a sharing (40% to the ratepayers and 60% to KU) of savings as stipulated by KU, net of 
amortization costs ofthe workforce reduction. The five-year VDT amortization period expired in March 2006. 

As part ofthe settlement agreement in the rate case, in September 2005, KU filed with the Kentucky 
Commission a plan for the future ratemaking treatment of the VDT surcredit and costs. In February 2006, the 
AG, KIUC and KU reached a settlement agreement on the future ratemaking treatment ofthe VDT surcredits 
and costs and subsequently submitted a joint motion to the Kentucky Commission to approve the unanimous 
settlement agreement. Under the terms ofthe settlement agreement, the VDT surcredit will continue at the 
current level until such time as KU files for a change in base rates. The Kentucky Commission issued an Order 
in March 2006, approving the settlement agreement. 

Merger Surcredit. As part ofthe LG&E Energy merger with KU Energy Corporation in 1998, KU estimated 
non-fuel savings over a ten-year period following the merger. Costs to achieve these savings were deferred and 
amortized over a five-year period pursuant to regulatory orders. In approving the merger, the Kentucky 
Commission adopted KU's proposal to reduce its retail customers' bills based on one-half of the estimated 
merger-related savings, net of deferred and amortized amounts, over a five-year period. The surcredit 
mechanism provides that 50% of the net non-fuel cost savings estimated to be achieved from the merger be 
provided to ratepayers through a monthly bill credit, and 50% be retained by KU over a five-year period. In that 
same order, the Kentucky Commission required KU, after the end ofthe five-year period, to present a plan for 
sharing with ratepayers the then-projected non-fuel savings associated with the merger. KU submitted this filing 
in January 2003, proposing to continue to share with ratepayers, on a 50%/50% basis, the estimated fifth-year 
gross level of non-fuel savings associated with the merger. In October 2003, the Kentucky Commission issued 
an Order approving a settlement agreement reached with the parties in the case. According to the Order, KU's 
merger surcredit would remain in place for another five-year term beginning July 1,2003, the merger savings 
would continue to be shared 50% with ratepayers and 50% with shareholders and KU would file a plan for the 
merger surcredit six months before its expiration. 

In December 2007, KU submitted to the Kentucky Commission its plan to allow the merger surcredit to 
terminate as scheduled on June 30, 2008. The Kentucky Commission has not issued a procedural schedule for 
this proceeding. 

Deferred Storm Costs. Based on an Order fi'om the Kentucky Commission in June 2004, KU reclassified fi'om 
maintenance expense to a regulatory asset, $4 million related to costs not reimbursed fi'om the 2003 ice storm. 
These costs will be amortized through June 2009. KU earns a return of these amortized costs, which are 
included in KU's jurisdictional operating expenses. 

Pension and Postretirement Benefits. KU adopted SFAS No. 158, Employers' Accounting/or Defined Benefit 
Pension and Other Postretirement Plans, in 2006. This statement requires employers to recognize the over
funded or under-funded status of a defined benefit pension and postretirement plan as an asset or liability in the 
balance sheet and to recognize through comprehensive income the changes in the funded status in the year in 
which the changes occur. Under SFAS No. 71, KU can defer recoverable costs that would otherwise be charged 
to expense or equity by non-regulated entities. Current rate recovery in Kentucky and Virginia is based on 
SFAS No. 87, Employers' Accounting/or Pensions, and SFAS No. 106, Employers' Accounting/or 
Postretirement Benefits Other than Pensions, both of which were amended by SFAS No. 158. Regulators have 
been clear and consistent with their historical treatment of such rate recovery, therefore, KU has recorded a 
regulatory asset representing the probable recovery of the pOition of the change in funded status of the pension 
and postretirement plans that is expected to be recovered. The regulatory asset will be adjusted annually as prior 
service cost and actuarial gains and losses are recognized in net periodic benefit cost. 
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Accumulated Cost of Removal of Utility Plant. As of December 31, 2007 and 2006, KU has segregated the 
cost of removal, previously embedded in accumulated depreciation, of$310 million and $297miIlion, 
respectively, in accordance with FERC Order No. 631. This cost of removal component is for assets that do not 
have a legal ARO under SFAS No. 143. For repolling purposes in the balance sheets, KU has presented this 
cost of removal as a regulatory liability pmsuant to SFAS No. 71. 

Deferred Income Taxes - Net. Deferred income taxes represent the futme income tax effects of recognizing 
the regulatory assets and liabilities in the income statement. Deferred income taxes are recognized at currently 
enacted tax rates for all material temporary differences between the financial reporting and income tax bases of 
assets and liabilities. 

DSM. KU's rates contain a DSM provision. The provision includes a rate mechanism that provides for 
concurrent recovery ofDSM costs and provides an incentive for implementing DSM programs. The provision 
allows KU to recover revenues from lost sales associated with the DSM programs based on program plan 
engineering estimates and post-implementation evaluations. 

In July 2007, KU and LG&E filed an application with the Kentucky Commission requesting an order approving 
enhanced versions of the existing DSM programs along with the addition of several new cost effective 
programs. The total annual budget for these programs is approximately $26 million, an increase over the 
existing annual budget of approximately $10 million. Data discovery concluded in November 2007, and the 
Community Action Council ("CAC") for Lexington-Fayette, Bourbon, Harrison and Nicholas counties and the 
Kentucky Association for Community Action ("KACA"), filed a motion for hearing. In January 2008, the CAC 
and KACA filed a motion with the Kentucky Commission to withdraw the request because the parties reached a 
settlement. The Kentucky Commission is allowing the cmrent tariffs to remain in effect until a final order is 
issued. 

Other Regulatory Matters 

Utility Competition in Virginia. The Commonwealth of Virginia passed the Virginia Electric Utility 
Restl'Ucturing Act in 1999. This act gave Virginia customers the ability to choose their electric supplier. Rates 
are capped at cmrent levels through December 20 I O. The Virginia Commission will continue to require each 
Virginia utility to make annual filings of either a base rate change or an Annual Informational Filing consisting 
ofa set of standard financial schedules. The Virginia Commission Staff will issue a Staff Report regarding the 
individual utility's financial performance dming the historic 12-month period. The Staff Report can lead to an 
adjustment in rates, but through December 2010, rates are subject to the capped rate period and essentially 
"frozen". In April 2007, Virginia passed legislation terminating this competitive market and commencing re
regulation of utility rates in Virginia. The new act will end the cap on rates at the end of2008, rather than 
through December 2010, and end customer choice for most consumers in the applicable regions of the state. 
Thereafter, a hybrid model of regulation is expected to apply in Virginia, whereby utility rates would be 
reviewed every two years and a utility's rate of return on equity shall not be set lower than the average ofthe 
rates of return for other regional utilities, with certain caps, floors or adjustments. The legislation was effective 
in July 2007, and also includes a 10% nonbinding goal for renewable power generation by 2022, as well as 
incentives for new generation, including renewables. Under the legislation, KU retains an existing exemption 
from customer choice and other restructuring activities as applicable to KU's limited service territory in 
Virginia. However, subject to future developments, KU mayor may not undellake such a rate proceeding in the 
first six months of 2009 based on calendar year 2008 financial data under the hybrid model of regulation, or 
make biennial rate filings with the Virginia Commission thereafter. 
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Regional Reliability Council. KU has changed its regional reliability council membership fi'om the Reliability 
First Corporation to the SERC Reliability Corporation ("SERC"), effective January 1, 2007. Regional reliability 
councils are industry cons01liums that promote, coordinate and ensure the reliability of the bulk electric supply 
systems in North America. 

TC2 CCN Application. A CCN application for construction of the new, base-load, coal fired unit TC2, which 
will be jointly owned by KU and LG&E, was approved by the Kentucky Commission in November 2005, and 
initial CCN applications for three transmission lines were approved in September 2005 and May 2006. In 
August 2006, KU obtained dismissal of a judicial review of such CCN approvals by certain property owners. In 
December 2007, the Kentucky COUll of Appeals reversed and remanded the lower COllll's dismissal. Both 
parties have filed for reconsideration of elements of the appellate court's ruling. The transmission lines are also 
subject to routine regulatory filings and the right-of-way acquisition process. See Note 9, Commitments and 
Contingencies, for further discussion regarding the TC2 air permit. 

Ghent FGD Inquiry. In October 2006, the Kentucky Commission commenced an inquiry into elements of 
KU's planned construction of one of its three new FGDs at the Ghent generating station. The proceeding 
requested, and KU provided, additional information regarding configuration details, expenditures and the 
proposed construction sequence applicable to future construction phases of the Ghent FGD project. In January 
2007, the Kentucky Commission issued an Order completing its inquiry in the matter and confirming its 
approval ofKU's construction plan. The Order also provided general guidance for jurisdictional utilities 
regarding applicable information and data requirements for future CCN applications and subsequent 
proceedings. 

Market-Based Rate Authority. In July 2006, the FERC issued an Order in KU's market-based rate proceeding 
accepting KU's further proposal to address certain market power issues the FERC had claimed would arise 
upon an exit from the MISO. In particular, KU received permission to sell power at market-based rates at the 
interface of control areas in which it may be deemed to have market power, subject to a restriction that such 
power not be collusively re-sold back into such control areas. However, restrictions exist on sales by KU of 
power at market-based rates in the KU!LG&E and Big Rivers Electric Corporation control areas. In June 2007, 
the FERC issued Order No. 697 implementing certain reforms to market-based rate regulations, including 
restrictions similar to those previously in place for KU's power sales at control area interfaces. As a condition 
of receiving and retaining marketcbased rate authority, KU must comply with applicable affiliate restrictions set 
forth in FERC's regulation. 

FERC Audit Results. In July 2006, the FERC issued a final report under a routine audit that its Office of 
Enforcement (formerly its Office of Market Oversight and Investigations) had conducted regarding the 
compliance of E.ON U.S. and its subsidiaries, including KU, under the FERC's standards of conduct and codes 
of conduct requirements, as well as other areas. The final rep01l contained cellain findings calling for 
improvements in E.ON U.S. and its subsidiaries' structures, policies and procedures relating to transmission, 
generation dispatch, energy marketing and other practices. E.ON U.S. and its subsidiaries have agreed to certain 
corrective actions and have submitted procedures related to such corrective actions to the FERC. The corrective 
actions are in the nature of organizational and operational improvements as described above and are not 
expected to have a material adverse impact on the Company's results of operations or financial condition. 

Mandatory Reliability Standards. As a result ofEPAct 2005, cellain formerly voluntary reliability standards 
became mandatory in June 2007, and authority was delegated to various regional reliability organizations 
("RRO") by the Electric Reliability Organization, which was authorized by the FERC to enforce compliance 
with such standards, including promulgating new standards. Failure to comply with mandatory reliability 
standards can subject a registered entity to sanctions, including potential fines of up to $1 million per day as 
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well as non-monetary penalties, depending upon the circumstances of the violation. KU is a member of the 
SERC, which acts as KU's RRO. The SERC is currently assessing KU's compliance with certain existing 
mitigation plans resulting fi'om a prior RRO's audit of various reliability standards. While KU believes itself to 
be in substantial compliance with the mandatory reliability standards generally, KU cannot predict the outcome 
of the current SERC proceeding or of other analysis which may be conducted regarding compliance with 
particular reliability standards. 

IRP. Integrated resource planning regulations in Kentucky require major utilities to make triennial IRP filings 
with the Kentucky Commission. In April 2005, KU and LG&E filed their 2005 joint IRP with the Kentucky 
Commission. The IRP provides historical and projected demand, resource and financial data, and other 
operating performance and system information. The AG and the KIUC were granted intervention in the IRP 
proceeding. The Kentucky Commission issued its staff report with no substantive issues noted and closed the 
case by Order in February 2006. KU and LG&E will submit the next joint triennial filing in April 2008. 

PUHCA 2005. E.ON, KU's ultimate parent, is a registered holding company under PUHCA 2005. E.ON, its 
utility subsidiaries, including KU, and certain of its non-utility subsidiaries, are subject to extensive regulation 
by the FERC with respect to numerous matters, including: electric utility facilities and operations, wholesale 
sales of power and related transactions, accounting practices, issuances and sales of securities, acquisitions and 
sales of utility propet1ies, payments of dividends out of capital and surplus, financial matters and inter-system 
sales of non-power goods and services. KU believes that it has adequate authority (including financing 
authority) under existing FERC orders and regulations to conduct its business and \viII seek additional 
authorization when necessary. 

EPAct 2005. The EPAct 2005 was enacted in August 2005. Among other matters, this comprehensive 
legislation contains provisions mandating improved electric reliability standards and performance; granting 
enhanced civil penalty authority to the FERC; providing economic and other incentives relating to transmission, 
pollution control and renewable generation assets; increasing funding for clean coal generation incentives; 
repealing the Public Utility Holding Company Act of 1935; enacting PUHCA 2005 and expanding FERC 
jurisdiction over public utility holding companies and related matters via the Federal Power Act and PUHCA 
2005. 

In February 2006, the Kentucky Commission initiated an administrative proceeding to consider the 
requirements of the EPAct 2005, Subtitle E Section 1252, Smart Metering, which concerns time-based metering 
and demand response, and Section 1254, Interconnections. EPAct 2005 requires each state regulatory authority 
to conduct a formal investigation and issue a decision on whether or not it is appropriate to implement certain 
Section 1252, Smart Metering standards within eighteen months after the enactment ofEPAct 2005 and to 
commence consideration of Section 1254, Interconnection standards within one year after the enactment of 
EPAct 2005. Following a public hearing with all Kentucky jurisdictional electric utilities, in December 2006, 
the Kentucky Commission issued an Order in this proceeding indicating that the EP Act 2005 Section 1252, 
Smart Metering and Section 1254, Interconnection standards should not be adopted. However, all five Kentucky 
Commission jurisdictional utilities are required to file real-time pricing pilot programs for their large 
commercial and industrial customers. KU developed a real-time pricing pilot for large industrial and 
commercial customers and filed the details of the plan with the Kentucky Commission in April 2007. Data 
discovery concluded in July 2007, and no parties to the case requested a hearing. In February 2008, the 
Kentucky Commission issued an Order approving the real-time pricing pilot program proposed by KU for 
implementation within approximately eight months. KU will notify the Kentucky Commission 10 days prior to 
the actual implementation date and will file annual reports on the program within 90 days of each plan year-end 
for the 3-year pilot period. 
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Green Energy Riders. In February 2007, KU and LG&E filed a Joint Application and Testimony for Proposed 
Green Energy Riders. The AG and KlUC were granted full intervention. In May 2007, a Kentucky Commission 
Order was issued authorizing KU to establish Small and Large Green Energy Riders, allowing customers to 
contribute funds to be used for the purchase of renewable energy credits. 

Home Energy Assistance Program. In July 2007, KU filed an application with the Kentucky Commission for 
the establishment of a new Home Energy Assistance program. During September 2007, the Kentucky 
Commission approved KU's new five-year program as filed, effective in October 2007. The program terminates 
in September 2012, and is funded through a $0.10 per month meter charge. 

Depreciation Study. In December 2007, KU filed a depreciation study with the Kentucky Commission 
requesting a change in the depreciation rates as required by a previous Order. An adjustment to the depreciation 
rates is dependent on an order being received by the Kentucky Commission, the timing of which cannot 

U cUll'entiy be determined. 

Note 3 - Financial Instruments 

The cost and estimated fair values ofKU's non-trading financial instruments as of December 31 follow: 

2007 2006 
Cal'1'ying Fair Carrying Fair 

(in millions) Value Value Value Value 
Long-term debt (including 

current portion of $33 million) $333 $333 $360 $360 
Long-term debt fi'om affiliate $931 $996 $483 $487 

All ofthe above valuations reflect prices quoted by exchanges except for the loans fi'om affiliate which are fair 
valued using accepted valuation models. The fuir values of cash and cash equivalents, accounts receivable, cash 
surrender value of key man life insurance, accounts payable and notes payable are substantially the same as their 
carrying values. 

Interest Rate Swaps (hedging derivatives). KU has used over-the-counter interest rate swaps to hedge 
exposure to market fluctuations in ce11ain of its debt instruments. Pursuant to Company policy, use of these 
financial instruments has been intended to mitigate risk, earnings and cash flow volatility and was not 
speculative in nature. Management had designated all of the interest rate swaps as hedge instruments. Financial 
instruments designated as fair value hedges and the underlying hedged items are periodically marked to market 
with the resulting net gains and losses recorded directly into net income. Upon termination of any fair value 
hedge, the resulting gain or loss is recorded into net income. 

KU had no outstanding interest rate swap agreements at December 31, 2007. KU was party to an interest rate 
swap agreement with a notional amount of$53 million as of December 31, 2006. The interest rate swap was 
terminated in February 2007, when the underlying debt was defeased. Under this swap agreement, KU paid 
variable rates based on the London Interbank Offer Rate averaging 7.44% and received fixed rates averaging 
7.92% at December 31, 2006. The swap agreement in effect at December 31, 2006 had been designated as a fair 
value hedge. The fair value designation was assigned because the underlying fixed rate debt had a firm future 
commitment. For 2007 and 2006, the effect of marking these financial instruments and the underlying debt to 
market resulted in pre-tax gains ofless than $1 million recorded in interest expense. 
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Interest rate swaps hedge interest rate risk on the underlying debt under SFAS No. 133, Accountingfor 
Derivative Instruments and Hedging Activities, as amended, in addition to swaps being marked to market, the 
item being hedged must also be marked to market. Consequently, at December 31, 2006, KU's debt reflects a 
mark-to-market adjustment ofless than $1 million. 

Energy Risl{ Management Activities (non-hedging derivatives). KU conducts energy trading and risk 
management activities to maximize the value of power sales fi'om physical assets it owns. Energy trading 
activities are principally forward financial transactions to hedge price risk and are accounted for on a mark-to
market basis in accordance with SF AS No. 133, as amended. 

The table below summarizes KU's energy trading and risk management activities: 

(in millions) 
Fair value of contracts at beginning of period, net asset 

Unrealized gains and losses recognized at contract 
inception dUl'ing the period 

Realized gains and losses recognized dUl'ing the period 
Changes in fair values attributable to changes in valuation 

techniques and assumptions 
Other unrealized gains and losses and changes in fair values 

Fair value of contracts at end of period, net asset 

2007 
$ 1 

(1) 

~ 

2006 
$ 1 

1 

(2) 
_1 
II 

No changes to valuation techniques for energy trading and risk management activities occurred during 2007 or 
2006. Changes in market pricing, interest rate and volatility assumptions were made dUl'ing both years. All 
contracts outstanding at December 31, 2007 and 2006, have a matUl'ity of less than one year and are valued 
using prices actively quoted for proposed or executed transactions or quoted by brokers. 

KU maintains policies intended to minimize credit risk and revalues credit exposUl'es daily to monitor 
compliance with those policies. At December 31, 2007, 100% of the trading and risk management commitments 
were with counterparties rated BBB-IBaa3 equivalent or better. 

KU hedges the price volatility ofits forecasted electric wholesale sales with the sales of market-traded electric 
forward contracts for periods ofless than one year. Hedge accounting treatment has not been elected for these 
transactions, and therefore gains and losses are shown in the statements of income in other income - net. No 
material pre-tax gains and losses resulted in 2007. Pre-tax gains of$lmillion resulted in 2006. 

Note 4 - Concentrations of C.·edit and Other Risk 

Credit risk represents the accounting loss that would be recognized at the repOlting date if counterparties failed 
to perform as contracted. Concentrations of credit risk (whether on- or off-balance sheet) relate to groups of 
customers or counterparties that have similar economic or industry characteristics that would cause their ability 
to meet contractual obligations to be similarly affected by changes in economic or other conditions. 

KU's customer receivables and revenues arise fi'om deliveries of electricity to approximately 506,000 customers 
in over 600 communities and adjacent subUl'ban and rural areas in 77 counties in central, southeastern and 
western Kentucky, to approximately 30,000 customers in five counties in southwestern Virginia and 5 
customers in Tennessee. For the years ended December 31, 2007 and 2006, 100% of total revenue was derived 
fi'om electric operations. 
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Effective August 1,2006, KU and its employees represented by the IBEW Local 2100 entered into a new three-
year collective bargaining agreement. The new agreement provides for negotiated increases or changes to 
wages, benefits or other provisions and for annual wage re-openers. A wage re-opener was negotiated in July 
2007. KU and its employees represented by the USW A Local 9447-01 entered into a three-year collective 
bargaining agreement effective August 2005, with authorized annual wage re-openers. The employees 
represented by these two bargaining units comprise approximately 16% of KU's workforce at December 31, 
2007. Wage re-openers were negotiated in July 2006, and July 2007. 

Note 5 - Pension and Other Postretirement Benefit Plans 

KU has both funded and unfunded non-contributory defined benefit pension plans and other postretirement 
benefit plans that together cover substantially all of its employees. The health care plans are contributory with 
participants' contributions adjusted annually. KU uses December 31 as the measurement date for its plans. 

Obligations and Funded Status. The following tables provide a reconciliation of the changes in the plans' 
benefit obligations and fair value of assets over the two-year period ending December 31, 2007, and a statement 
of the funded status as of December 31 for KU's sponsored defined benefit plans: 

Other Postretirement 
(in millions) Pension Benefits Benefits 

2007 2006 2007 2006 
Change in benefit obligation 

Benefit obligation at beginning of year $ 303 $ 318 $ 88 $ 95 
Service cost 6 6 2 2 
Interest cost 17 17 5 5 
Benefits paid, net of retiree contributions (19) (19) (5) (5) 
Actuarial gain and other ~232 U92 ~142 (92 

Benefit obligation at end of year $ 284 $ 303 $ 76 $ 88 

Change in plan assets 
Fair value of plan assets at beginning of year $ 253 $ 247 $ 12 $ 9 

Actualretul'll on plan assets 17 26 I 
Employer contributions 13 6 7 
Benefits paid, net of retiree contributions (19) (19) (5) (5) 
Administrative expenses and other ~12 

Fair value of plan assets at end of year $ 264 $ 253 $ 13 $ 12 

Funded status at end of year $ ~202 $ ~502 $ ~632 $ (76) 
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Amounts Recognized in Statement of Financiai Position. The following tables provide the amounts 
recognized in the balance sheets and information for plans with benefit obligations in excess of plan assets as of 
December 31: 

(in millions) Pension Benefits 
2007 2006 

Regulatory assets $ 37 $ 59 
Accrued benefit liability (non-current) (20) (50) 

Other Postretirement 
Benefits 

2007 2006 
$ (9) $ 5 

(63) (76) 

Additional year-end information for plans with accumulated benefit obligations in excess of plan assets: 

(in millions) 

Benefit obligation 
Accumulated benefit obligation 
Fair value of plan assets 

Pension Benefits 
2007 2006 

$ 284 $ 303 
243 258 
264 253 

Other Postretirement 
Benefits 

2007 2006 
$ 76 $ 88 

13 12 

Components of Net Periodic Benefit Cost. The following table provides the components of net periodic 
benefit cost for the plans: 

(in millions) 

Service cost 
Interest cost 
Expected return on plan assets 
Amortization of prior service costs 
Amortization of actuarial loss 
Amortization of transitional obligation 
Benefit cost at end of year 

Pension Benefits 
2007 2006 

$ 6 $ 6 
17 17 

(21) (20) 
I I 
2 4 

$ 5 $ 8 

Other Postretirement 
Benefits 

2007 2006 
$ 2 $ 2 

5 5 
(1) (1) 

I 

1 
$ 6 $ 8 

The assumptions used in the measurement ofKU's pension benefit obligation are shown in the following table: 

Weighted-average assumptions as of December 31 : 
Discount rate 
Rate of compensation increase 

6.66% 
5.25% 

5.96% 
5.25% 

The discount rate is based on the November Mercer Pension Discount Yield Curve, adjusted by the basis point 
change in the Moody's Corporate Aa Bond Rate in December. 
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The assumptions used in the measurement ofKU's net periodic benefit cost are shown in the following table: 

Discount rate 
Expected long-term return on plan assets 
Rate of compensation increase 

5.90% 
8.25% 
5.25% 

5.50% 
8.25% 
5.25% 

To develop the expected long-term rate of return on assets assumption, KU considered the current level of 
expected returns on risk fi'ee investments (primarily government bonds), the historical level of the risk premium 
associated with the other asset classes in which the portfolio is invested and the expectations for future returns 
of each asset class. The expected return for each asset class was then weighted based on the target asset 
allocation to develop the expected long-term rate of return on assets assumption for the pOltfolio. 

The following describes the effects on pension benefits by changing the major actuarial assumptions discussed 
above: 

• A 1 % change in the assumed discount rate could have an approximate $30 million positive or 
negative impact to the 2007 accumulated benefit obligation and an approximate $40 million positive 
or negative impact to the 2007 projected benefit obligation. 

• A 25 basis point change in the expected rate of return on assets would have an approximate $1 
million positive or negative impact on 2007 pension expense. 

Assumed Healthcare Cost Trend Rates. For measurement purposes, a 9% annual increase in the per capita 
cost of covered healthcare benefits was assumed for 2007. The rate was assumed to decrease gradually to 5% by 
2015 and remain at that level thereafter. 

Assumed healthcare cost trend rates have a significant effect on the amounts repOlted for the heaIthcare plans. A 
1 % change in assumed healthcare cost trend rates would have resulted in an increase or decrease of less than $1 
million on the 2007 total of service and interest costs components and an increase or decrease of$4 million in 
year-end 2007 postretirement benefit obligations. 

Expected Future Benefit Payments and Medicare Subsidy Receipts. The following list provides the amount 
of expected future benefit payments, which reflect expected future service and the estimated gross amount of 
Medicare subsidy receipts: 

Other Medicare 
Pension Postretirement Subsidy 

(in millions) Plans Benefits Receil)ts 
2008 $ 18 $ 6 $ (1) 
2009 18 7 (I) 
2010 17 7 (I) 
2011 17 7 (I) 
2012 17 7 (1) 
2013-17 90 37 (3) 
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Plan Assets. The following table shows KU's weighted-average asset allocation by asset category at December 
31 : 

Pension Plans 
Equity securities 
Debt securities 
Other 
Totals 

Target Range 
45% -75% 
30%- 50% 
0% -10% 

2007 
57% 
43% 

0% 
100% 

2006 
61% . 
39% 
0% 

100% 

The investment policy of the pension plans was developed in conjunction with financial consultants, investment 
advisors and legal counsel. The goal of the investment policy is to preserve the capital of the fund and maximize 
investment earnings. The return objective is to exceed the benchmark return for the policy index comprised of 
the following: Russell 3000 Index, MSCI-EAFE Index, Lehman Aggregate and Lehman U.S. Long 
Government/Credit Bond Index in proportions equal to the targeted asset allocation. 

Evaluation of performance focuses on a long-term investment time horizon of at least three to five years or a 
complete market cycle. The assets of the pension plans are broadly diversified within different asset classes 
(equities, fixed income securities and cash equivalents). 

To minimize the risk oflarge losses in a single asset class, no more than 5% ofthe pOltfolio will be invested in 
the securities of any one issuer with the exclusion of the U.S. government and its agencies. The equity portion 
of the fund is diversified among the market's various subsections to diversifY risk, maximize returns and avoid 
undue exposure to any single economic sector, industry group or individual security. The equity subsectors 
include, but are not limited to, growth, value, small capitalization and international. 

In addition, the overall fixed income portfolio may have an average weighted duration, or interest rate 
sensitivity which is within +/- 20% of the duration of the overall fixed income benchmark. Foreign bonds in the 
aggregate shall not exceed 10% of the total fund. The portfolio may include a limited investment of up to 20% 
in below investment grade securities provided that the overall average portfolio quality remains "AA" or better. 
The below investment grade securities include, but are not limited to, medium-term notes, corporate debt, non
dollar and emerging market debt and asset backed securities. The cash investments should be in securities that 
either are of short maturities (not to exceed 180 days) or readily marketable with modest risk. 

Derivative securities are permitted only to improve the portfolio's risk/retul'll profile, to modifY the portfolio's 
duration or to reduce transaction costs and must be used in conjunction with underlying physical assets in the 
portfolio. Derivative securities that involve speculation, leverage, interest rate anticipation, or any undue risk 
whatsoever are not deemed appropriate investments. 

The investment objective for the postretirement benefit plan is to provide current income consistent with 
stability of principal and liquidity while maintaining a stable net asset value of$1.00 per share. The 
postretirement funds are invested in a prime cash money market fund that invests primarily in a portfolio of 
short-term, high-quality fixed income securities issued by banks, corporations and the U.S. government. 

Contributions. KU made a discretionary contribution to the pension plan of$13 million in January 2007. After 
this payment, KU's pension plan assets are in excess of the December 31, 2007 accumulated benefit obligation. 

In addition, KU made contributions to other postretirement benefit plans of $6 million and $7 million in 2007 
and 2006, respectively. In 2008, KU anticipates making voluntary contributions to fund the Voluntary 
Employee Beneficiary Association trusts to match the annual postretirement expense and funding the 401(h) 
plan up to the maximum amount allowed by law. 
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Pension Legislation. The Pension Protection Act of2006 was enacted in August 2006. The new rules are 
generally effective for plan years beginning after 2008. Among other matters, this comprehensive legislation 
contains provisions applicable to defined benefit plans which generally (i) mandate 100% funding of current 
liabilities within seven years; (ii) increase tax-deduction levels regarding contributions; (iii) revise certain 
actuarial assumptions, such as m0l1ality tables and discount rates; and (iv) raise federal insurance premiums and 
other fees for under-funded and distressed plans. The legislation also contains similar provisions relating to 
defined-contribution plans and qualified and non-qualified executive pension plans and other matters. 

Thrift Savings Plans. KU has a thrift savings plan under section 401(k) of the Internal Revenue Code. Under the 
plan, eligible employees may defer and contribute to the plan a p0l1ion of current compensation in order to provide 
future retirement benefits. KU makes contributions to the plan by matching a portion of the employee contributions. 
The costs ofthis matching were $2 million for 2007 and 2006. 

Note 6 - Income Taxes 

A United States consolidated incollle tax return is filed by E.ON U.S.'s direct parent, E.ON US Investments 
Corp., for each tax period. Each subsidiary ofthe consolidated tax group, including KU, will calculate its 
separate income tax for the tax period. The resulting separate-return tax cost or benefit will be paid to or 
received fi'om the parent company or its designee. KU also files income tax returns in various state jurisdictions. 
With few exceptions, KU is no longer subject to U.S. federal income tax examinations for years before 2004. 
Statutes of limitations related to 2004 and later returns are still open. Tax years 2005, 2006 and 2007 are under 
audit by the IRS with the 2007 return being examined under an IRS pilot program named "Compliance 
Assurance Process". This program accelerates the IRS's review to the actual calendar year applicable to the 
return and ends 90 days after the return is filed. 

KU adopted the provisions of PIN 48 effective January 1,2007. At the date of adoption, KU had less than $1 
million of unrecognized tax benefits, primarily related to federal income taxes. If recognized, the less than $1 
million of unrecognized tax benefits would reduce the effective income tax rate. Additions and reductions of 
unce11ain tax positions during 2007 were less than $1 million. 

Possible amounts of uncertain tax positions for KU that lllay decrease within the next 12 months total less than 
$1 million and are based on the expiration of statutes dul"ing 2008. 

KU, upon adoption of FIN 48, adopted a new financial statement classification for interest and penalties. Prior 
to the adoption of FIN 48, KU recorded interest and penalties for income taxes on the income statements in 
income tax expense and in the taxes accrued balance sheet account, net oftax. Upon adoption of PIN 48, 
interest is recorded as interest expense and penalties are recorded as operating expenses on the income 
statement and accrued expenses in the balance sheets, on a pre-tax basis. Interest ofless than $1 million was 
accrued for 2007 and 2006 based on IRS and Kentucky Department of Revenue large corporate interest rates for 
underpayment oftaxes. No penalties were accrued by KU upon adoption of FIN 48 or through December 31, 
2007. 
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Components of income tax expense are shown in the table below: 

(in millions) 2007 2006 
Current - federal $ 28 $ 51 

- state 13 11 
Deferred - federal- net (5) 

- state - net (I) 1 
Investment tax credit - deferred 43 12 
Am01tization of investment tax credit _(l) -11) 
Total income tax expense 11l $74 

Current federal income tax expense decreased and investment tax credit - deferred increased primarily 
due to the recording of investment tax credits of$43 million and $12 million at December 31, 2007 and 
2006, respectively, as discussed below. 

In June 2006, KU and LG&E filed a joint application with the U.S. Department of Energy ("DOE") 
requesting certification to be eligible for investment tax credits applicable to the construction ofTC2. 
The EP Act 2005 added Section 48A to the Internal Revenue Code, which provides for an investment tax 
credit to promote the commercialization of advanced coal technologies that will generate electricity in 
an environmentally responsible manner. KU's and LG&E's application requested up to the maximum 
amount of "advanced coal project" credit allowed per taxpayer, or $125 million, based on an estimate of 
15% of projected qualifying TC2 expenditures. In November 2006, the DOE and the IRS announced 
that KU and LG&E were selected to receive the tax credit. A final IRS certification required to obtain 
the investment tax credit was received in August 2007. KU's portion of the TC2 tax credit will be 
approximately $1 00 million over the construction period and will be amortized to income over the life of 
the related property beginning when the facility is placed in service. Based on eligible construction 
expenditures incurred, KU recorded investment tax credits of $43 million and $12 million in 2007 and 
2006, respectively, decreasing current federal income taxes. 

AI'bough 

In September 2007, KU received Order 2007-00178 fi'om the Kentucky Commission approving the accounting 
of the investment tax credit. In March 2008, certain groups filed suit in federal comt in North Carolina against 
the DOE and IRS claiming the investment tax credit program was violative of certain environmental laws and 
demanded relief, including suspension or termination of the program. KU is not able to predict the ultimate 
outcome of this proceeding. 
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Components of net deferred tax liabilities included in the balance sheets are shown below: 
Arbough 

(in millions) 2007 2006 
Deferred tax liabilities: 
Depreciation and other plant-related items $292 $291 
Regulatory assets and other ----±Q ~ 
Total deferred tax liabilities 332 328 

Deferred tax assets: 
Income taxes due to customers 9 10 
Pensions and related benefits 17 11 
Liabilities and other --.n ~ 
Total deferred tax assets .-A2 .-11 

Net deferred income tax liability $283 $284 

Balance sheet classification 
Current assets $ (2) $ (5) 
Non-current liabilities 285 289 

Net deferred income tax liability $283 $284 

A reconciliation of differences between the statutory U.S. federal income tax rate and KU's effective income 
tax rate follows: 

Statutory federal income tax rate 
State income taxes, net of federal benefit 
Reduction of income tax accruals 
Qualified production deduction 
EEl dividend 
AmOltization of investment tax credit 
Other differences 
Effective income tax rate 

35.0% 
3.4 

(0.4) 
(1.2) 
(2.9) 
(0.4) 
ill) 
31.6% 

35.0% 
3.9 

(0.5) 
(0.4) 
(3.4) 
(0.5) 
ill) 
32.7% 

The EEl dividend for 2007 and 2006 reflects tax benefits associated with the receipt of dividends fi'om KU's 
investment in EEL Subsequent to an EET management decision regarding changes in the distribution of EEl's 
previous earnings, KU elected to provide deferred taxes for all book and tax temporary differences in this 
investment. 

Other differences primarily relate to excess deferred taxes which reflect the benefits of deferred taxes reversing 
at tax rates that differ fi'om statutory rates and various other permanent differences. 

H. R. 4520, known as the "American Jobs Creation Act of2004", allows electric utilities to take a deduction for 
qualified production activities income starting in 2005. 

Kentucky House Bill 272, also known as "Kentucky's Tax Modernization Plan", was signed into law in March 
2005. This bill contains a number of changes in Kentucky's tax system, including the reduction ofthe Corporate 
income tax rate from 8.25% to 7% effective January 1,2005, and a further reduction to 6% effective January I, 
2007. As a result of the income tax rate changes, KU's deferred tax reserve amount will exceed its actual 
deferred tax liability attributable to existing temporary differences, since the new statutory rates are lower than 
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rates when the deferred tax liability originated. In December 2006, KU received approval from the Kentucky 
Commission to establish and amortize a regulatory liability of$llmillion for these net excess deferred income 
tax balances. KU will amortize these depreciation-related excess deferred income tax balances under the 
average rate assumption method which matches the amortization of the excess deferred income taxes with the 
life ofthe timing differences to which they relate. Excess deferred income tax balances related to non-
depreciation timing differences were expensed in 2006 due to their immaterial amount. There were no 
additional adjustments in 2007. 

KU expects to have adequate levels of taxable income to realize its recorded deferred tax assets. 

Note 7 - Long-Term Debt 

As of December 31, 2007 and 2006, long-term debt and the current portion ofiong-tenn debt consist primarily 
~ of pollution control bonds and long-term loans from affiliated companies as summarized below. 

(in millions) 
Outstanding at December 31, 2007: 

Noncurrent portion 
Current portion 

Outstanding at December 31, 2006: 
Noncurrent portion 
Current portion 

Stated 
Interest Rates 

Variable - 6.33% 
Variable 

Variable - 6.33% 
Variable -7.92% 

Maturities 

2010-2037 
2032 

2010-2036 
2007-2032 

Principal 
Amounts 

$1,231 
$ 33 

$ 702 
$ 141 

Pollution control series bonds are obligations ofKU issued in connection with tax-exempt pollution control 
revenue bonds issued by various governmental entities, principally counties in Kentucky. A loan agreement 
obligates KU to make debt service payments to the county that equate to the debt service due from the county 
on the related pollution control revenue bonds. Until a series of financing transactions was completed during 
February 2007, the county's debt was also secured by an equal amount ofKU's first mortgage bonds that were 
pledged to the trustee for the pollution control revenue bonds that match the terms and conditions of the 
county's debt, but require no payment of principal and interest unless KU defaults on the loan agreement. 
Proceeds fl'om bond issuances for environmental equipment (primarily related to the installation ofFGDs) are held 
in trust pending expenditure for qualifYing assets. At December 31, 2007, and 2006, KU had $11 million and $23 
million, respectively, of bond proceeds in trust, included in restricted cash in the balance sheets. 

Several of the KU pollution control bonds are insured by mono line bond insurers whose ratings have been 
under pressure due to expOSUl'es relating to insurance of sub-prime mortgages. At December 31, 2007, KU had 
an aggregate $333 million of outstanding pollution control indebtedness, of which $300 million is in the form of 
insured auction rate securities wherein interest rates are reset either weekly 01' every 35 days via an auction 
process. Beginning in late 2007, the interest rates on these insured bonds began to increase due to investor 
concerns about the creditworthiness ofthe bond insurers. In 2008, interest rates have continued to increase, and 
the Company has experienced "failed auctions" when there are insufficient bids for the bonds. When there is a 
failed auction, the interest rate is set pursuant to a formula stipulated in the indenture which can be as high as 
15%. During 2007, the average rate on the auction rate bonds was 3.96%, whereas the average rate in January 
and February of2008 was 4.72%. The instruments governing these auction rate bonds permit KU to convert the 
bonds to other interest rate modes, such as various short-term variable rates, long-term fixed rates or 
intermediate-term fixed rates that are reset infrequently. In the first quatter of2008, the ratings of the Carroll 
County 2004 Series A bonds were downgraded fi'om AAA to AA and subsequently to A by S&P and from Aaa 
to A2 by Moody's, and the Carroll County 2006 Series C bonds were downgraded from Aaa to A2 by Moody's 
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and from AAA to A- by S&P due to downgrades of the bond insurer. In February 2008, KU issued a notice to 
bondholders of its intention to convert the Carroll County 2007 Series A bonds and the Trimble County 2007 
Series· A bonds from the auction rate mode to a fixed interest rate mode, as permitted under the loan documents. 
In March 2008, KU will issue notices to bondholders of its intention to convert the Carroll County 2006 Series 
C bonds and the Mercer County 2000 Series A bonds from the auction mode to a weekly interest rate mode, as 
permitted under the loan documents. KU expects to purchase such bonds and hold some or all such bonds until 
a later date, including potential further conversion, remarketings or refinancings. Uncertainty in markets relating 
to auction rate securities or steps KU has taken or may take to mitigate such uncertainty, such as additional 
conversions, subsequent restructurings or redemptions and refinancings, could result in KU incurring increased 
interest expense, transaction expenses or other costs and fees or experiencing reduced liquidity relating to 
existing or future pollution control financing structures. See Note 13, Subsequent Events. 

All ofKU's first mortgage bonds were released and terminated in February 2007. Only the tax-exempt pollution 
control revenue bonds issued by the counties remain. Under the provisions for cellain ofKU's variable-rate 
pollution control bonds, the bonds are subject to tender for purchase at the option of the holder and to 
mandatory tender for purchase upon the occurrence of certain events, causing the bonds to be classified as 
current portion of long-term debt in the balance sheets. The average annualized interest rate for these bonds 
during 2007 and 2006 was 3.72% and 3.56%, respectively. 

At December 31, 2006, KU had an interest rate swap used to hedge KU's underlying debt obligations. The swap 
hedged specific debt issuances and, consistent with management's designation, was accorded hedge accounting 
treatment. The swap effectively converted the fixed rate obligation on KU's first mortgage bond Series P to 
variable-rate. At December 31,2006, the remaining swap had a notional value of$53 million. The swap was 
terminated in February 2007, when the underlying bond was defeased. See Note 3, Financial Instruments. 

Redemptions and maturities oflong-term debt for 2007 and 2006 are summarized below: 

($ in millions) Principal Secured! 
Year Description Amount Rate Unsecured Maturity 
2007 Pollution control bonds $ 54 Variable Secured 2024 
2007 First mOllgage bonds $ 54 7.92% Secured 2007 
2006 First mortgage bonds $ 36 5.99% Secured 2006 
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Issuances of long-term debt for 2007 and 2006 are summarized below: 
Al'bough 

($ in millions) Principal Securedl 
Year Description Amount Rate Unsecured MaturilY 
2007 Pollution control bonds $ 54 Variable Unsecured 2034 
2007 Pollution control bonds $ 18 Variable Unsecured 2026 
2007 Pollution control bonds $ 9 Variable Unsecured 2037 
2007 Due to Fidelia $ 53 5.69% Unsecured 2022 
2007 Due to Fidelia $ 75 5.86% Unsecured 2037 
2007 Due to Fidelia $ 50 5.98% Unsecured 2017 
2007 Due to Fidelia $100 5.96% Unsecured 2028 
2007 Due to Fidelia $ 70 5.71% Unsecured 2019 
2007 Due to Fidelia $100 5.45% Unsecured 2014 
2006 Pollution control bonds $ 17 Variable Unsecured 2036 
2006 Pollution control bonds $ 17 Variable Unsecured 2036 
2006 Due to Fidelia $ 50 5.675% Unsecured 2016 
2006 Due to Fidelia $ 50 6.33% U nsecmed 2036 

In February 2007, KU completed a series of financial transactions impacting its periodic repOlting requirements. 
The $54 million Pollution Control Series 10 bond was refinanced and replaced with a new unsecured tax
exempt bond of the same amount matming in 2034. The $53 million Series P bond was defeased and replaced 
with an intercompany loan totaling $53 million from Fidelia. In conjunction with the defeasance, the Company 
terminated the related interest rate swap. Fidelia also agreed to eliminate the second lien on its two secured 
loans. Pursuant to the terms ofthe remaining tax-exempt bonds, the first mortgage bonds were cancelled and the 
underlying lien on substantially all ofKU's assets was released following the completion of these steps. KU no 
longer has any secured debt and is no longer subject to periodic reporting under the Securities Exchange Act of 
1934. 

Long-term debt maturities for KU are shown in the following table: 

(in millions) 
2008 - 2009 $ 
2010 33 
2011 
2012 50 
Thereafter 1,181 (a) 
Total $1,264 

(a) Includes long-term debt of$33 million classified as current liabilities because these bonds are subject to 
tender for purchase at the option of the holder and to mandatory tender for purchase upon the occurrence of 
certain events. These bonds mature in 2032. KU does not expect to pay these amounts in 2008. 
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Note 8 - Notes Payable and Other Short-Term Obligations 
Arbough 

KU participates in an intercompany money pool agreement wherein E.ON U.S. and/or LG&E make funds 
available to KU at market-based rates (based on an index of highly rated commercial paper issues) up to $400 
million. 

($ in millions) 
December 31, 2007 
December 31, 2006 

Total Money 
Pool Available 

$400 
$400 

Amount 
Outstanding 

$23 
$97 

Balance 
Available 

$377 
$303 

Average 
Interest Rate 

4.75% 
5.25% 

As of December 31, 2007 and 2006, E.ON U.S. maintained a revolving credit facility totaling $150 million and 
$200 million, respectively, with an affiliated company, E.ON NOtth America, Inc., to ensure funding 
availability for the money pool. The balance is as follows: 

($ in millions) 
December 31, 2007 
December 31, 2006 

Total 
Available 

$150 
$200 

Amount 
Outstanding 

$ 62 
$102 

Balance 
Available 

$88 
$98 

Average 
Interest Rate 

4.97% 
5.49% 

During June 2007, KU entered into a short-term bilateral line of credit totaling $35 million. During the third 
quarter of2007, KU extended the maturity date on this facility to June 2012. There was no outstanding balance 
under this facility at December 31, 2007. 

The covenants under this revolving line of credit include: 
• The debt/total capitalization ratio must be less than 70% 
• E.ON must own at least 66.667% of voting stock ofKU directly or indirectly 
• The corporate credit rating of the Company must be at or above BBB- and Baa3 as determined by 

S&P and Moody's 
• A limitation on disposing of assets aggregating more than 15% of total assets as of December 31, 

2006 

Note 9 - Commitments and Contingencies 

Operating Leases. KU leases office space, office equipment and vehicles and accounts for these leases as 
operating leases. In addition, KU reimburses LG&E for a portion ofthe lease expense paid by LG&E for KU's 
usage of office space leased by LG&E. Total lease expense was $6 million for 2007 and 2006. The future 
minimum annual lease payments for operating leases for years subsequent to December 31, 2007, are shown in the 
following table: 

(in millions) 
2008 $ 6 
2009 5 
2010 3 
2011 2 
2012 2 
Thereafter --± 
Total $22 
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Owensboro Contract Litigation. In May 2004, the City of Owensboro, Kentucky and OMU commenced a suit 
now removed to the U.S. District Court for the Western District of Kentucky, against KU concerning a long-
term power supply contract (the "OMU Agreement") with KU. The dispute involves interpretational differences 
regarding issues under the OMU Agreement, including various payments or charges between KU and OMU and 
rights concerning excess power, termination and emissions allowances. The complaint seeks in excess of$6 
million in damages in connection with one of its claims for periods prior to 2004, plus damages in an 
unspecified amount for later-occurring periods on that claim and for other claims. OMU has additionally 
requested injunctive and other relief, including a declaration that KU is in material breach of the contract. KU 
has filed an answer in that court denying the OMU claims and presenting counterclaims and amended such 
filing in January 2007, to include further counterclaims alleging additional damages. During 2005, the FERC 
declined KU's application to exercise exclusive jurisdiction on matters. In July 2005, the district court resolved 
a summary judgment motion made by KU in OMU's favor, ruling that a contractual provision grants OMU the 
ability to terminate the contract without cause upon four years' prior notice, for which ruling KU retains certain 
rights to appeal. A motion to reconsider that ruling is presently pending before the Court. The parties are 
continuing various discovery proceedings, as well as settlement negotiations. A trial date has been set for 
October 2008. In May 2006, OMU issued a notification of its intent to terminate the OMU agreement contract 
in May 2010, without cause, absent any earlier relief which may be permitted by the proceeding. The Company 
is currently unable to determine the final outcome of this matter. 

Sale and Leaseback Transaction. KU is a participant in a sale and leaseback transaction involving its 62% 
interest in two jointly owned CTs at KU's E.W. Brown generating station (Units 6 and 7). Commencing in 
December 1999, KU and LG&E entered into a tax-efficient, 18-year lease of the CTs. KU and LG&E have 
provided funds to fully defease the lease, and have executed an irrevocable notice to exercise an early purchase 
option contained in the lease after 15.5 years. The financial statement treatment of this transaction is no 
different than ifKU had retained its ownership. The leasing transaction was entered into following receipt of 
required state and federal regulatory approvals. 

hi case of default under the lease, KU is obligated to pay to the lessor its share of celtain fees or amounts. 
Primary events of default include loss or destruction of the CTs, failure to insure or maintain the CTs and 
unwinding of the transaction due to governmental actions. No events of default currently exist with respect to 
the lease. Upon any termination of the lease, whether by default or expiration of its term, title to the CTs revelts 
jointly to KU and LG&E. 

At December 31, 2007, the maximum aggregate amount of default fees or amounts was $10 million, of which 
KU would be responsible for 62% (approximately $6 million). KU has made arrangements with E.ON U.S., via 
guarantee and regulatory commitment, for E.ON U.S. to pay KU's full portion of any default fees or amounts. 

Letter of Credit. KU has provided a letter of credit totaling less than $1 million to support certain obligations 
related to workers' compensation. 

Purchased Power. KU has purchased power arrangements with OMU and OVEC. Under the OMU agreement, 
which could last through Januaty 1,2020, KU purchases all of the output of an approximately 400-Mw coal
fired generating station not required by OMU. The amount of purchased power available to KU during 2008-
2010, which is expected to be approximately 6% ofKU's total Kwh native load energy requirements, is 
dependent upon a number of factors including the OMU units' availability, maintenance schedules, fuel costs 
and OMU requirements. Payments are based on the total costs of the station allocated per terms of the OMU 
agreement. Included in the total costs is KU's proportionate share of debt service requirements on $246 million 
ofOMU bonds outstanding at December 31, 2007. The debt service is allocated to KU based on its annual 
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allocated share of capacity, which averaged approximately 39% in 2007. KU does not guarantee the OMU 
bonds, or any requirements therein, in the event of default by OMU. 

KU has a contract for purchased power with OVEC, terminating in 2026, for various Mw capacities. KU has an 
investment of2.5% ownership in OVEC's common stock, which is accounted for on the cost method of 
accounting. KU's share ofOVEC's output is 2.5%, approximately 55 Mw of generation capacity. Future 
obligations for power purchases are shown in the following table: 

(in millions) 
2008 $ 23 
2009 25 
2010 16 
2011 8 
2012 9 
Thereafter ---..ill. 
Total $ 224 

Construction Program. KU had approximately $392 million of commitments in connection with its construction 
program at December 31, 2007. 

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

TC2 Ail' Permit. The Sierra Club and other environmental groups filed a petition challenging the air permit 
issued for the TC2 baseload generating unit which was issued by the Kentucky Division of Air Quality in 
November 2005. The filing of the challenge did not stay the permit, so the Company was fi'ee to proceed with 
construction during the pendancy of the action. In June 2007, the state hearing officer assigned to the matter 
recommended llpholding the air permit with minor revisions. In September 2007, the Secretary of the Kentucky 
Environmental and Public Protection Cabinet issued a final Order approving the hearing officer's recommenda
tion and upholding the permit. In September 2007, KU administratively applied for a permit revision to reflect 
minor design changes. In October 2007, the environmental groups submitted comments objecting to the draft 
permit revisions and, in part, attempting to reasseli general objections to the generating unit. An agency 
decision on the final permit revisions may occur during 2008. The Company is currently unable to determine 
the final outcome of this matter. 

Mine Safety Compliance Costs. In March 2006, the Mine Safety and Health Administration enacted 
Emergency Temporary Standards regulations and has issued additional regulations as the result of the passage 
of the Mine Improvement and New Emergency Response Act of2006, which was signed into law in June 2006. 
At the state level, Kentucky and other states that supply coal to KU, have passed new mine safety legislation. 
These pieces oflegislation require all underground coal mines to implement new safety measures and install 
new safety equipmeut. Under the terms of some of the coal contracts KU has in place, provisions are made to 
allow for price adjustments for compliance costs resulting fi'om new or amended laws or regulations. KU has 
begun to receive information fi'om the mines it contracts with regarding price adjustments related to these 
compliance costs and has hired a consultant to review all supplier claims for validity and reasonableness. At this 
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time KU has not been notified of claims by all mines and is reviewing those claims it has received. An 
adjustment will be made to the value of the coal inventory once the amount is determinable, however, the 
amount cannot be estimated at this time. The Company expects to recover these costs through the FAC. 

Arbough 

Environmental Matters. KU's operations are subject to a number of environmental laws and regulations in each 
of the jurisdictions in which it operates, governing, among other things, air emissions, wastewater discharges, the 
use, handling and disposal of hazardous substances and wastes, soil and groundwater contamination and employee 
health and safety. 

Clean Air Act Requirements. The Clean Air Act establishes a comprehensive set of programs aimed at 
protecting and improving air quality in the United States by, among other things, controlling stationary sources 
of air emissions such as power plants. While the general regulatory framework for these programs is established 
at the federal level, most of the programs are implemented and administered by the states under the oversight of 

~ the EPA. The key Clean Air Act programs relevant to KU's business operations are described below. 

Ambient Air Quality. The Clean Ail' Act requires the EPA to periodically review the available scientific data for 
six criteria pollutants and establish concentration levels in the ambient ail' sufficient to protect the public health 
and welfare with an extra margin for safety. These concentration levels are known as national ambient ail' 
quality standards ("NAAQS"). Each state must identify "nonattainment areas" within its boundaries that fail to 
comply with the NAAQS and develop a SIP to bring such nonattainment areas into compliance. If a state fails 
to develop an adequate plan, the EPA must develop and implement a plan. As the EPA increases the stringency 
ofthe NAAQS through its periodic reviews, the attainment status of various areas may change, thereby 
triggering additional emission reduction obligations under revised SIPs aimed to achieve attainment. 

In 1997, the EPA established new NAAQS for ozone and fine particulates that required additional reductions in 
S02 and NOx emissions from power plants. In 1998, the EPA issued its final "NOx SIP Call" rule requiring 
reductions in NOx emissions of approximately 85% from 1990 levels in order to mitigate ozone transport from 
the midwestern U.S. to the northeastern U.S. To implement the new federal requirements, Kentucky amended 
its SIP in 2002 to require electric generating units to reduce their NOx emissions to 0.15 pounds weight per 
MMBtu on a company-wide basis. In 2005, the EPA issued the CAIR which requires additional S02 emission 
reductions of70% and NOx emission reductions of 65% fi'om 2003 levels. The CAIR provides for a two-phase 
cap and trade program, with initial reductions of NO x and S02 emissions due by 2009 and 2010, respectively, 
and final reductions due by 20 15. The final rule is currently under challenge in a number of federal court 
proceedings. In 2006, Kentucky proposed to amend its SIP to adopt state requirements similar to those under 
the federal CAIR. Depending on the level of action determined necessary to bring local nonattaimnent areas 
into compliance with the new ozone and fine particulate standards, KU's powel' plants are potentially subject to 
additional reductions in S02 and NOx emissions. KU's weighted-average company-wide emission rate for S02 
in 2007 was approximately 1.33 Ibs.fMMBtu of heat input, with every generating unit below its emission limit 
established by the Kentucky Division for Air Quality. 

Hazardolls Ail' Pollutants. As provided in the 1990 amendments to the Clean Air Act, the EPA investigated 
hazardous air pollutant emissions fi'om electric utilities and submitted a repmi to Congress identitying mercury 
emissions fi'om coal-fired power plants as warranting further study. In 2005, the EPA issued the CAMR 
establishing mercury standards for new power plants and requiring all states to issue new SIPs including 
mercury requirements for existing power plants. The EPA issued a model rule which provides for a two-phase 
cap and trade program with initial reductions due by 20 I 0 and final reductions due by 2018. The CAMR 
provides for reductions of70% fi'om 2003 levels. The EPA closely integrated the CAMR and CAIR programs 
to ensure that the 2010 mercury reduction targets will be achieved as a "co-benefit" of the controls installed for 
purposes of compliance with the CAIR. The final rule is also currently under challenge in the federal COUlis. In 
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February 2008, a federal appellate court issued a decision in one of the proceedings vacating the current 
CAMR, an outcome that may have the effect of resulting in more stringent mercury reduction rules. However, 
the ruling could be subject to further appea\. In 2006, Kentucky proposed to amend its SIP to adopt state 
requirements similar to those under the federal CAMR. In 2006, the Kentucky air agency adopted a regulation 
aimed at regulating additional hazardous air pollutants from sources including power plants, but it was 
withdrawn in 2007. To the extent those rules are final, they are not expected to have a material impact on KU's 
power plant operations. 

Acid Rain Pragranl. The 1990 amendments to the Clean Air Act imposed a two-phased cap and trade program 
to reduce S02 emissions from power plants that were thought to contribute to "acid rain" conditions in the 
northeastern U.S. The 1990 amendments also contained requirements for power plants to reduce NOx emissions 
through the use of available combustion controls. 

Regional Haze. The Clean Air Act also includes visibility goals for certain federally designated areas, including 
national parks, and requires states to submit SIPs that will demonstrate reasonable progress toward preventing 
future impairment and remedying any existing impairment of visibility in those areas. In 2005, the EPA issued 
its Clean Air Visibility Rule detailing how the Clean Ail' Act's BART requirements will be applied to facilities, 
including power plants, built between 1962 and 1974 that emit celtain levels of visibility impairing pollutants. 
Under the final rule, as the CAIR will result in more visibility improvement than BART, states are allowed to 
substitute CAIR requirements in their regional haze SIPs in lieu of controls that would otherwise be required by 
BART. The final rule has been challenged in the courts. 

Installation o/Pollution Controls. Many of the programs under the Clean Air Act utilize cap and trade 
mechanisms that require a company to hold sufficient emissions allowances to cover its authorized emissions on 
a company-wide basis and do not require installation of pollution controls on every generating unit. Under cap 
and trade programs, companies are free to focus their pollution control effOits on plants where such controls are 
particularly efficient and utilize the resulting emission allowances for smaller plants where such controls are not 
cost effective. KU met its Phase I S02 requirements primarily through installation ofFGD equipment on Ghent 
Unit 1. KU's combined strategy for its Phase II S02 requirements, which commenced in 2000, includes the 
installation of additional FGD equipment, as well as using accumulated emissions allowances and fuel 
switching to defer certain additional capital expenditures. In order to achieve the NOx emission reductions and 
associated obligations, KU installed additional NOx controls, including SCR technology, during the 2000 to 
2007 time period at a cost of $220 million. In 2001, the Kentucky Commission granted approval to recover the 
costs incurred by KU for these projects through the environmental surcharge mechanism. Such monthly 
recovery is subject to periodic review by the Kentucky Commission. 

In order to achieve the emissions reductions mandated by the CAIR and CAMR, KU expects to incur additional 
capital expenditures totaling approximately $675 million during the 2008 through 2010 time period for 
pollution controls including FGD and SCR equipment, and additional operating and maintenance costs in 
operating such controls. In 2005, the Kentucky Commission granted approval to recover the costs incurred by 
KU for these projects through the ECR mechanism. Such monthly recovery is subject to periodic review by the 
Kentucky Commission. KU believes its costs in reducing S02, NOx and mercury emissions to be comparable to 
those of similarly situated utilities with like generation assets. KU's compliance plans are subject to many 
factors including developments in the emission allowance and fuels markets, future legislative and regulatory 
enactments, legal proceedings and advances in clean air technology. KU will continue to monitor these 
developments to ensure that its environmental obligations are met in the most efficient and cost-effective 
manner. 
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Potential GHG Controls. In 2005, the Kyoto Protocol for reducing ORO emissions took effect, obligating 37 
industrialized countries to undertake substantial reductions in ORO emissions. The U.S. has not ratified the 
Kyoto Protocol and there are currently no mandatory ORO emission reduction requirements at the federal level. 
Legislation mandating ORO reductions has been introduced in the Congress, but no federal legislation has been 
enacted to date. In the absence of a program at the federal level, various states have adopted their own ORO 
emission reduction programs. Such programs have been adopted in various states including II northeastern 
U.S. states and the District of Columbia under the Regional ORO Initiative program and California. Substantial 
efforts to pass federal ORO legislation are ongoing. In addition, litigation is cUt'rently pending before various 
courts to determine whether the EPA and the states have the authority to regulate ORO emissions under existing 
law. In April 2007, the U.S. Supreme Court ruled thatthe EPA has the authority to regulate ORO under the 
Clean Air Act. KU is monitoring ongoing effotts to enact ORO reduction requirements at the state and federal 
level and is assessing potential impacts of such programs and strategies to mitigate those impacts. KU is unable 
to predict whether mandatory ORO reduction requirements will ultimately be enacted. As a Company with 
significant coal-fired generating assets, KU could be substantially impacted by programs requiring mandatory 
reductions in ORO emissions, although the precise impact on the operations ofKU, including the reduction 
targets and deadlines that would be applicable, cannot be determined prior to the enactment of such programs. 

Brown New Source Review Litigation. In April 2006, the EPA issued an NOV alleging that KU had violated 
celtain provisions ofthe Clean Air Act's new source review rules relating to work performed in 1997, on a 
boiler and turbine at KU's E.W. Brown generating station. In December 2006, the EPA issued a second NOV 
alleging the Company had exceeded heat input values in violation of the air permit for the unit. During 2006, 
KU provided data responses to the EPA with respect to the allegations in the NOVs. In March 2007, the 
DepaItment of Jnstice filed a complaint in federal comt in Kentucky alleging the same violations specified in 
the prior NOVs. The complaint seeks civil penalties, including potential per-day fines, remedial measures and 
injunctive relief. In April 2007, KU filed all answer in the civil suit denying the allegations. In July 2007, a July 
2009 date for trial on the merits was scheduled. The parties continue periodic settlement discussions and a $2 
million accrual has been recorded based on the current status ofthose discussions, however, KU cannot 
determine the overall outcome or potential effects of these matters, including whether substantial fines, 
penalties or remedial construction may result. 

Section 114 Requests. In August 2007, the EPA issued administrative information requests under Section 114 of 
the Clean Air Act requesting new soUt'ce review-related data regarding celtain construction and maintenance 
activities at LO&E's Mill Creek 4 and Trimble County 1 generating units and KU's Ohent 2 generating unit. 
The Companies are complying with the information requests and are not able to predict fmiher proceedings in 
this matter at this time. 

Ghent Opacity NOV. In September 2007, the EPA issued an NOV alleging that KU had violated certain 
provisions of the Clean Air Act's operating I'Ules relating to opacity during June and July of 2007 at Units 1 and 
3 ofKU's Ohent generating station. The parties have commenced initial discussions on this matter. KU is not 
able to estimate the outcome or potential effects ofthese matters, including whether substantial fines, penalties 
or remedial construction may result. 

General Environmental Proceedings. KU has recently settled certain environmental matters. During 2005 and 
2006, final judicial and administrative approvals were received regarding a consent decree relating to the 
October 1999 leak of approximately 38,000 gallons of diesel fuel (of which 34,000 gallons were recovered) 
from an underground pipeline at KU's E.W. Brown Station. Under the terms of the settlement, KU paid a civil 
penalty in 2006 and has agreed to construct a supplemental environmental project and maintain the project for 
ten years, each at a cost ofless than $1 million. During 2006, final judicial and administrative approvals were 
received regarding a settlement associated with a former transformer scrap-yard which had been the subject of 

51 



Attachment to Response to KU AG-1 Question No. 217 
Page 149 of 164 

Arbough 
April 2002 correspondence to KU and other potentially responsible parties. Under the terms ofthe settlement, 
the parties bore aggregate cleanup costs of approximately $2 million, of which KU's share was less than $1 
million, which was paid in December 2006. 

From time to time, KU appears before the EPA, various state or local regulatory agencies and state and federal 
courts regarding matters involving compliance with applicable environmental laws and regulations. Such 
matters include liability under the Comprehensive Environmental Response, Compensation and Liability Act 
for cleanup at various off-site waste sites and ongoing claims regarding GHG emissions from KU's generating 
stations. Based on analysis to date, the resolution of such matters is not expected to have a material impact on 
the operations ofKU. 

Note 10 - Jointly Owned Electric Utility Plant 

KU and LG&E have begun construction ofTC2, ajointly owned unit at the Trimble County site. KU 
and LG&E own undivided 60.75% and 14.25% interests, respectively, in TC2. Of the remaining 25% of 
TC2, Illinois Municipal Electric Agency (HIMEA") owns a 12.12% undivided interest and Indiana 
Municipal Power Agency ("IMPA") owns a 12.88% undivided interest. Each company is responsible for 
its proportionate share of capital cost during construction, and fuel, operation and maintenance cost 
when TC2 begins operation, which is expected to occur in 2010. 

TC2 
LG&E KU IMPA IMEA Total 

Ownership interest 14.25% 60.75% 12.88% 12.12% 100% 
Mw capacity 107 455 97 91 750 

(in millions) LG&E KU 
Construction work in progress $74 $332 

KU and LG&E jointly own the following CTs and related equipment: 

($ in millions) KU LG&E Total 
($) ($) ($) 

($) Net ($) Net ($) Net 
Mw ($) Depre. Book Mw ($) Depre· Book Mw ($) Depre. Book 

O\\1Iership Percentage Capacity Cost ciation Value Capacity Cost ciation Value Capacity Cost dation Value 

KU 47%, LG&E 53% (I) 129 51 (II) 40 146 58 (12) 46 275 109 (23) 86 
KU 62%, LG&E 38% (2) 190 78 (14) 64 118 50 (10) 40 308 128 (24) 104 
KU 71%, LG&E 29% (3) 228 80 (14) 66 92 32 (6) 26 320 Il2 (20) 92 
KU 63%, LG&E 37% (4) 404 137 (17) 120 236 79 (8) 71 640 216 (25) 191 
KU71%, LG&E29%(5) nla 9 (2) 7 ilia 3 3 nla 12 (2) 10 

1) Comprised of Paddy's Run 13 and E.W. Brown 5. In addition to the above jointly owned utility plant, there 
is an inlet air cooling system attributable to Unit 5 and units 8-11 at the E.W. Brown facility. This inlet air 
cooling system is not jointly owned, however, it is used to increase production on the units to which it 
relates, resulting in an additional 88 Mw of capacity for KU. 

2) Comprised of units 6 and 7 at the E.W. Brown facility. 
3) Comprised of units 5 and 6 at the Trimble County facility. 
4) Comprised of CT Substation 7-10 and units 7, 8, 9 and 10 at the Trimble County facility. 
5) Comprised ofCT Substation 5 and 6 and CT Pipeline at the Trimble County facility. 
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Both KU's and LG&E's pmticipating share of direct expenses of the jointly owned plants is included in the 
corresponding operating expenses on its respective income statement (e.g., fuel, maintenance of plant, other 
operating expense). 

Note 11 - Related Party Transactions 

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

Electric Purchases 

KU and LG&E purchase energy fi'om each other in order to effectively manage the load oftheir retail and 
wholesale customers. These sales and purchases are included in the statements of income as operating revenues 
and purchased power operating expense. KU intercompany electric revenues and purchased power expense for 
the years ended December 31, were as follows: 

(in millions) 
Electric operating revenues from LG&E 
Purchased power from LG&E 

Interest Charges 

2007 
$46 

93 

2006 
$77 
99 

See Note 8, Notes Payable and Other Short-Term Obligations, for details of intercompany borrowing 
arrangements. Intercompany agreements do not require interest payments for receivables related to services 
provided when settled within 30 days. 

KU's intercompany interest income and expense for the years ended December 31, were as follows: 

(in millions) 
Interest on money pool loans 
Interest on Fidelia loans 

Other Intercompany Billings 

2007 
$ 6 

35 

2006 
$ 3 
21 

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

In addition, KU and LG&E provide services to each other and to E.ON U.S. Services. Billings between KU and 
LG&E relate to labor and overheads associated with union employees performing work for the other utility, 
charges related to jointly owned CTs and other miscellaneous charges. Billings from KU to E.ON U.S. Services 

53 



Attachment to Response to KU AG-l Question No. 217 

Page 151 of 164 

Arbough 
relate to cash received by E.ON U.S. Services on behalf ofKU, primarily tax settlements, and other payments 
made by KU on behalf of other non-regulated businesses which are paid through E.ON U.S. Services. 

Intercompany billings to and fi'OlIi KU for the years ended December 31, were as follows: 

(in millions) 
E.ON U.S. Services billings to KU 
KU billings to LG&E 
LG&E billings to KU 
KU billings to E.ON U.S. Services 

2007 
$488 

6 
12 
26 

2006 
$353 

56 
53 
23 

In September and December 2007, KU received capital contributions fi'om its shareholder, E.ON U.S. in the 
amount of $55 million and $20 million, respectively. 

Note 12 - Accumulated Other Comprehensive Income 

Accumulated other comprehensive income (loss) consisted of the following: 

Minimum 
Pension 
Liability Income 

(in millions) Adiustment Pre-Tax Taxes Net 
Balance at December 31, 2005 $ (32) $ (32) $ 13 $(19) 

Minimum pension liability adjustment ~ ~ -1lli --11.2) 
Balance at December 31, 2006 ~ ~ ~ ~ 

Balance at December 31, 2007 $ - $ - $ - $ -

Subsequent to the application of SF AS No. 158, adjustments to the minimum pension liability are recorded as 
regulatory assets and liabilities. As a result, there are no adjustments to the minimum pension liability recorded 
in accumulated other comprehensive income at December 31, 2007 or 2006. 

Note 13 - Subsequent Events 

On January 18,2008, the Kentucky Commission issued an Order approving the charges and credits billed 
through the FAC during the review period of November 1, 2006 through April 30,2007. 

On January 31, 2008 and February 14,2008, the ratings of the Carroll County 2004 Series A bonds were 
downgraded fi'Oln AAA to AA by S&P and from Aaa to A2 by Moody's, respectively, due to downgrades of the 
bond insurer. On February 25,2008, the bonds were subsequently downgraded from AA to A by S&P, due to a 
further downgrade of the insurer. 

On February 1,2008, the Kentucky Commission issued an Order approving the real-time pricing pilot program 
proposed by KU, for implementation within approximately eight months, for its large commercial and industrial 
customers. 

On February 7, 2008 and February 25, 2008, the Carroll County 2006 Series C bonds were downgraded fi'om 
Aaa to A2 by Moody's and from AAA to A- by S&P, due to downgrades ofthe bond insurer. 
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On Februmy 26, 2008, KU commenced steps, including notice to relevant parties, to convelt the Carroll County 
2007 Series A bonds and the Trimble County 2007 Series A bonds, fi'om the auction rate mode to a fixed 
interest rate mode. Such conversions are scheduled to occur on April 4, 2008. 

Beginning in late 2007, the interest rates on the insured bonds, wherein interest rates are reset either weekly or 
every 35 days via an auction process, began to increase due to investor concerns about the creditworthiness of 
the bond insurers. In 2008, interest rates have continued to increase, and the Company has experienced "failed 
auctions" when there are insufficient bids for the bonds. When there is a failed auction, the interest rate is set 
pursuant to a formula stipulated in the indenture which can be as high as 15%. During 2007, the average rate on 
the auction rate bonds was 3.96%, whereas the average rate in January and February of2008 was 4.72%. 

On March 4, 2008, the FERC issued an Order approving the MISO exit fee recalculation agreement which 
provides KU with an immediate recovery of$1 million and an estimated $3 million over the next eight years for 
credits realized from other payments the MISO will receive, plus interest. 

On March 17,2008, KU commenced steps, including notice to relevant parties, to convert the Carroll County 
2006 Series C bonds from the auction rate mode to a weekly interest rate mode. Such conversion is scheduled 
to occur on April 16, 2008. 
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To the Shareholder of Kentucky Utilities Company: 

In our opinion, the accompanying balance sheets and the related statements of capitalization, income, retained 
earnings, cash flows and comprehensive income present fairly, in all material respects, the financial position of 
Kentucky Utilities Company at December 31, 2007 and 2006, and the results of its operations and its cash flows 
for the years then ended in conformity with accounting principles generally accepted in the United States of 
America. These financial statements are the responsibility ofthe Company's management. Our responsibility 
is to express an opinion on these financial statements based on our audits. We conducted our audits of these 
statements in accordance with auditing standards generally accepted in the United States of America. Those 
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial 
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting 
the amounts and disclosures in the financial statements, assessing the accounting principles used and significant 
estimates made by management, and evaluating the overall financial statement presentation. We believe that 
our audits provide a reasonable basis for our opinion. 

As discussed in Note 2 to the financial statements, Kentucky Utilities Company changed the manner in which it 
accounts for defined benefit pension and other postretirement benefit plans as of December 31, 2006. 

/s/ PricewaterhouseCoopers LLP 
Louisville, Kentucky 
March 18, 2008 
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JlARPER, FERGUSON & DAVIS 
Division o/Ogden Newell & Welch PLLC 

1700 PNC PLAZA 
500 WEST JEFFERSON STREET 

LOUISVILLE, KENTUCKY 40202-2874 
(502) 582-1601 

FAX (502) 581-9564 

October 20, 2004 

SPENCER E. HARPER, JR. 

DIRECT DIAL 502-560-4249 
DIRECTFAX 502-627-8749 

shatper@ogdenlaw.oom 

Re: $50,000,000 County of Carroll, Kentucky, Environmental Facilities Revenue Bonds, 
2004 Series A (Kentucky Utilities Company Project) 

We hereby certify that we have examined certified copies of the proceedings of record of 
the County of Carroll, Kentucky (the "County"), acting by and through its Fiscal Court as its 
duly authorized governing body, preliminary to and in connection with the issuance by the 
County of its Environmental Facilities Revenue Bonds, 2004 Series A (Kentucky Utilities 
Company Project), dated their date of issuance, in the aggregate principal amount of $50,000,000 
(the "Bonds"). The Bonds are issued under the provisions of Sections 103.200 to 103.285, 
inclusive, of the Kentucky Revised Statutes (the "Act"), for the purpose of providing funds 
which will be used, with other funds provided by Kentucky Utilities Company (the "Company") 
for the cun'ent refunding of $50,000,000 aggregate principal amount of the County's 
Collateralized Solid Waste Disposal Facilities Revenue Bonds (Kentucky Utilities Company 
Project) 1993 Series A, dated December I, 1993 (the "Prior Bonds"), which were issued for the 
purpose of financing the costs of construction, acquisition, installation and equipping of certain 
solid waste disposal facilities to serve the Ghent Generating Station of the Company in Carroll 
County, Kentucky (the "Project") in order to provide for the collection, storage, treatment, 
processing and final disposal of solid wastes, as provided by the Act. 

The Bonds mature on October 1, 2034 and bear interest initially at the Dutch Auction 
Rate, as defined in the Indenture, hereinafter described, subject to change as provided in such 
Indenture. 'The Bonds will be subject to optional and mandatory redemption prior to maturity at 
the times, in the manner and upon the terms set forth in each of the Bonds. From such 
examination of the proceedings of the Fiscal Court of the County referred to above and from an 
examination of the Act, we are of the opinion that the County is duly authorized and empowered 
to issue the Bonds under the laws of the Commonwealth of Kentucky now in force. 
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We have examined an executed counterpart of a certain Loan Agreement, dated as of 
October 1, 2004 (the "Loan Agreement"), between the County and the Company and a certified 
copy of the proceedings of record of the Fiscal Court of the County preliminary to and in 
connection with the execution and delivery of the Loan Agreement, pursuant to which the 
County has agreed to issue the Bonds and to lend the proceeds thereof to the Company to 
provide funds to pay and discharge, with other funds provided by the Company, the Prior Bonds. 
The Company has agreed to make Loan payments to the Trustee at times and in amounts fully 
adequate to pay maturing principal of, interest on and redemption premium, if any, on the Bonds 
as same become due and payable. From such examination, we are of the opinion that such 
proceedings of the Fiscal Court of the County show lawful authority for the execution and 
delivery of the Loan Agreement; that the Loan Agreement has been duly authorized, executed 
and delivered by the County; and that the Loan Agreement is a legal, valid and binding 
obligation of the County, enforceable in accordance with its terms, subject to the qualification 
that the enforcement thereof may be limited by laws relating to bankruptcy, insolvency or other 
similar laws affecting creditors' rights generally, including equitable provisions where equitable 
remedies are sought. 

We have also examined an executed counterpart of a certain Indenture of Trust, dated as 
of October I, 2004 (the "Indenture"), by and between the County and Wachovia Bank of 
Delaware, National Association, as trustee (the "Trustee"), securing the Bonds and setting forth 
the covenants and undertakings of the County in connection with the Bonds and a certified copy 
of the proceedings of record of the Fiscal Court of the County preliminary to and in connection 
with the execution and delivery of the Indenture. Pursuant to the Indenture, certain of the 
County's rights under the Loan Agreement, including the right to receive payments thereunder, 
and all moneys and securities held by the Trustee in accordance with the Indenture (except 
moneys and securities in the Rebate Fund created thereby) have been assigned to the Trustee, as 
security for the holders of the Bonds. From such examination, we are of the opinion that such 
proceedings of the Fiscal Court of the County show lawful authority for the execution and 
delivery of the Indenture; that the Indenture has been duly authorized, executed and delivered by 
the County; and that the Indenture is a legal, valid and binding obligation upon the parties thereto 
according to its terms, subject to the qualification that the enforcement thereof may be limited by 
laws relating to bankruptcy, insolvency or other similar laws affecting creditors' rights generally, 
including equitable provisions where equitable remedies are sought. 

In our opinion the Bonds have been validly authorized, executed and issued in 
accordance with the laws of the Commonwealths of Kentucky and Virginia now in full force and 
effect, and constitute legal, valid and binding special obligations of the County entitled to the 
benefit of the security provided by the Indenture and enforceable in accordance with their terms, 
subject to the qualification that the enforcement thereof may be limited by laws relating to 
bankruptcy, insolvency or other similar laws affecting creditors' rights generally, including 
equitable provisions where equitable remedies are sought. The Bonds are payable by the County 
solely and only from payments and other amounts derived from the Loan Agreement and as 
provided in the Indenture. 
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In our opinion, under existing laws, including current statutes, regulations, administrative 
rulings and official interpretations by the Internal Revenue Service, subject to the exceptions and 
qualifications contained in the succeeding paragraphs, interest on the Bonds is excluded from the 
gross income of the recipients thereof for federal income tax purposes, except that no opinion is 
expressed regarding such exclusion from gross income with respect to any Bond during any 
period in which it is held by a "substantial user" of the Project or a "related person," as such 
terms are used in Section 147(a) of the internal Revenue Code of 1986, as amended (the 
"Code"). Interest on the Bonds is a separate item of tax preference in determining alternative 
minimum taxable income for individuals and corporations under the Code. In arriving at this 
opinion, we have relied upon representations, factual statements and certifications of the 
Company with respect to certain material facts which are solely within the Company's 
knowledge in reaching our conclusion, inter alia, that not less than 95% of the net proceeds of 
the Prior Bonds were used to finance solid waste disposal facilities qualified for financing under 
Section 142(a)(6) of the Code and the Act. Further, in arriving at the opinion set forth in this 
paragraph as to the exclusion from gross income of interest on the Bonds, we have assumed and 
this opinion is conditioned on, the accuracy of and continuing compliance by the Company and 
the County with representations and covenants set forth in the Loan Agreement and the Indenture 
which are intended to assure compliance with certain tax-exempt interest provisions of the Code. 
Such representations and covenants must be accurate and must be complied with subsequent to 
the issuance of the Bonds in order that interest on the Bonds be excluded from gross income for 
federal income tax purposes. Failure to comply with certain of such representations and 
covenants in respect of the Bonds subsequent to the issuance of the Bonds could cause the 
interest thereon to be included in gross income for federal income tax purposes retroactively to 
the date of issuance of the Bonds. We express no opinion (i) regarding the exclusion of interest 
on any Bond from gross income for federal income tax purposes on or after the date on which 
any change, including any interest rate conversion, permitted by the documents (other than with 
approval of this firm) is taken which adversely affects the tax treatment of the Bonds Of (ii) as to 
the treatment for purposes of federal income taxation of interest on the Bonds upon a 
Determination of Taxability. We are further of the opinion that interest on the Bonds is excluded 
from gross income of the recipients thereof for Kentucky income tax purposes and that the 
Bonds are exempt from ad valorem taxation by the Commonwealth of Kentucky and all political 
subdivisions thereof. 

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

(a) The Code provides for a "branch profits tax" which subjects to tax, at a rate of 
30%, the effectively connected earnings and profits of a foreign corporation which engages in a 
United States trade or business. Interest on the Bonds would be includable in the amount of 
effectively connected earnings and profits and thus would increase the branch profits tax 
liability. 
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(b) The Code also provides that passive investment income, including interest on the 
Bonds, may be subject to taxation for any S corporation with Subchapter C earnings and profits 
at the close of its taxable year if greater than 25% of its gross receipts is passive investment 
income. 

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

Holders of the Bonds should be aware that the ownership of the Bonds may result in 
collateral federal income tax consequences. For instance, the Code provides that, for taxable 
years beginning after December 31, 1986, property and casualty insurance companies will be 
required to reduce their loss reserve deductions by 15% of the tax-exempt interest received on 
certain obligations, such as the Bonds, acquired after August 7, 1986. (For purposes of the 
immediately preceding sentence, a portion of dividends paid to an affiliated insurance company 
may be treated as tax-exempt interest.) The Code further provides for the disallowance of any 
deduction for interest expenses incurred by banks and certain other financial institutions 
allocable to carrying certain tax-exempt obligations, such as the Bonds, acquired after August 7, 
1986. The Code also provides that, with respect to taxpayers other than such financial 
institutions, such taxpayers will be unable to deduct any portion of the interest expenses incurred 
or continued to purchase or carry the Bonds. The Code also provides, with respect to 
individuals, that interest on tax-exempt obligations, including the Bonds, is included in modified 
adjusted gross income for purposes of determining the taxability of social security and railroad 
retirement benefits. Furthermore, the earned income credit is not allowed for individuals with an 
aggregate amount of disqualified income within the meaning of section 32 of the Code, which 
exceeds $2,200. lnterest on the Bonds will be taken into account in the calculation of 
disqualified income. 

We have received opinions of John R. McCall, Esq., General Counsel of the Company 
and Jones Day, Chicago, Illinois, counsel to the Company, of even date herewith. In rendering 
this opinion, we have relied upon said opinions with respect to the matters therein. We have also 
received an opinion of even date herewith of Hon. James C. Monk, County Attorney of the 
County, and relied upon said opinion with respect to the matters therein. Said opinions are in 
forms satisfactory to us as to both scope and content. 

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

In rendering the foregoing opinions, we are passing upon only those matters specifically 
set forth in such opinions and are not passing upon the investment quality of the Bonds or the 
accuracy or completeness of any statements made in connection with any sale thereof. The 
opinions herein are expressed as of the date hereof and we assume no obligation to supplement 
or update such opinions to reflect any facts or circumstances that may hereafter come to our 
attention or any changes in law that may hereafter occur. 
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We are members of the Bar of the Commonwealth of Kentucky and do not pUrpOlt to be 
experts on the laws of any jurisdiction other than the Commonwealth of Kentucky and the 
United States of America, and we express no opinion as to the laws of any jurisdiction other than 
those specified. 

HARPER, FERGUSON & DAVIS 
(Division of Ogden Newell & Welch PLLC) 
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APPENDIX B-2 

(Form of Reoffering Opinion of Bond COllnsel) 

December 17, 2008 

County of Carroll, Kentucky 
Carrollton, Kentucky 41008 

U.S. Bank National Association, 
as successor Trustee 

Re: 

Nashville, Tennessee 37219 

Reoffering of $50,000,000 "County of Carroll, Kentucky, Environmental Facilities 
Revenue Bonds, 2004 Series A (Kentucky Utilities Company Project)" 

Ladies and Gentlemen: 

This opinion is being furnished in accordance with the requirements of the Indenture of 
Trust, dated as of October I, 2004 (the "Indenture"), between the County of Carroll, Kentucky 
(the "Issuer") and U.S. Bank National Association, a national banking association, as successor 
Trustee (the "Trustee"), pertaining to $50,000,000 principal amount of County of Carroll, 
Kentucky, Environmental Facilities Revenue Bonds, 2004 Series A (Kentucky Utilities 
Company Project), dated October 20, 2004 (the "Bonds"), in order to satisfy certain requirements 
of the Indenture. Pursuant to the authority of the Indenture and an ordinance adopted by the 
Issuer, the Company is terminating a municipal bond new issue insurance policy insuring the 
Bonds and simultaneously delivering a letter of credit to the Trustee for the benefit of the 
Bondholders. The terms used herein denoted by initial capitals and not otherwise defined shall 
have the meanings specified in the Indenture. 

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

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

In rendering this opinion, we assume, without verifying, that the Issuer and the Company 
have complied and will comply with all covenants contained in the Indenture, the Loan 
Agreement between the Issuer and the Company, dated October I, 2004, and other documents 
relating to the Bonds. We rendered our approving opinion at the time of the issuance of the 
Bonds relating to, among other things, the validity of the Bonds and the exclusion from federal 
income taxation of interest on the Bonds. We have not been requested to update or continue 
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such opinion and have not undettaken to do so. Accordingly, we do not express any opinion 
with respect to the Bonds except as set fOlth above. 

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

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

Respectfully submitted, 

STOLL KEENON OGDEN PLLC 
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APPENDIXC 

Commerzbank AG, New York Branch 

Commerzbank Aktiengesellschaft ("Commerzbank" or the "Bank") is a major German 
private-sector bank. Its products and services for retail and corporate customers extend to all 
aspects of banking. The Bank is also active in specialized fields - partially covered by its 
subsidiaries - such as mortgage banking and real-estate business, leasing and asset management. 
Its services are concentrated on managing customers' accounts and handling payment 
transactions, loan, savings and investment plans, and also on securities transactions. Additional 
financial services are offered within the fi'amework of the Bank's "bancassurance" strategy of 
cooperating with leading companies in finance-related sectors, including home loan savings 
schemes and insurance products. The Commerzbank Group's operating business has been 
categorized into six segments: Private and Business Customers, Mittelstandsbank, Central & 
Eastern Europe, Corporates & Markets, Commercial Real Estate as well as Public Finance and 
Treasury. On August 31, 2008, Commerzbank announced that Commerzbank and Allianz SE 
have agreed upon the sale of 100% of Dresdner Bank AG to Commerzbank. The transaction will 
occur in two steps and is expected to be completed by the end of2009, subject to regulatory and 
antitrust approvals. 

As of September 30, 2008, the Commerzbank Group had total assets of approximately 
595.6 billion euros and total shareholders' equity of approximately $15.257 billion euros. The 
shares of Commerzbank are fully paid-up and are in bearer form. They are listed on all seven 
German stock exchanges as well as on the London Stock Exchange and the Swiss Exchange 
based in Zurich. There is also a sponsored-ADR program in the USA. 

In the Federal Republic of Germany ("Germany"), Commerzbank manages a nationwide 
branch network covering all customer segments fi'om its headquarters in Frankfurt am Main. 
Abroad, Commerzbank has branches, representative offices and key subsidiaries in 
approximately 50 countries. 

Commerzbank conducts extensive banking business in the United States, concentrating 
primarily in corporate lending, letter of credit and bankers' acceptance facilities, syndicated loan 
transactions and treasury operations including foreign exchange transactions. Commerzbank has 
branches in New York, Chicago and Los Angeles and has an agency office in Atlanta. 

For further information on the Commerzbank Group, a copy of Commerzbank's annual 
report can be obtained by contacting Ms. Karin Rapaglia at 2 World Financial Center, New 
York, New York 10281. 

Commerzbank is authorized to conduct general banking business and to provide financial 
services under and, subject to the requirements set forth in, the German Banking Act 
(Kreditwesengesetz). The Bank is subject to comprehensive regulation and supervision by the 
German Financial Services Supervisory Authority (Bundesanstalt fUr 
Finanzdienstleistungsaufsicht) and by the German central bank (Deutsche Bundesbank). The 
European Central Bank regulates Commerzbank in relation to minimum reserves on deposits. In 
addition, Commerzbank is subject to regulation by the countries in which it operates. 

C-I 
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The New York Branch of Commerzbank is licensed by the Superintendent of Banks of 
the State of New York. It is subject to the banking laws of the State of New York and is 
examined annually by the New York State Banking Department. Commerzbank's branches in 
Chicago and Los Angeles are subject to similar regulation by the states in which they operate. In 
addition to being subject to state laws and regulations, Commerzbank is also subject to federal 
regulation under the International Banking Act, as amended, (the "IBA") and, through the IBA, 
the Bank Holding Company Act, as amended, (the "BHCA"). In this regard, the Commerzbank 
U.S. branches and the Atlanta Agency are also examined annually by the Federal Reserve Banks 
in the states in which they are located. 

C-2 
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all Febntmy 23, 2007 and October i7, 2008, the dates on which the Bonds were Originally issued, BOlld Counsel delil'ered its opinions that statedArbough 
tliat, subject to the conditions and erceptiolls set fOl1h under the caption "1hx Treatment," under then Cl/rrent lm\~ illterest on each series of Bonds 
would be excludable from the gross income of the recipients thereof for federal income tax: ptttposes, Clapt that no opinion was expressed regarding 
slIch etclllsion from gross income with respect to any Bond during any period in which it is held by a "substontialuser" or a "relatedperson" ofille 
related Project as such tenl1S are llsed in Section 147(0) of the Tllfemal ReJ,'ef/ue Code of 1986, as amended (the "Code"). Interest 011 each series of 
Bonds wm be all item of lax preference in detennining altemati~'e minimum taxable income for individuals and corporations under the Code. Such 
interest may be subject to certain federal income tates imposed on certain corporations, including imposition of tile branch profits ta,' on a portion 
of stich interest. Bond Counsel was further of the opinion that interest all each series of Bonds would be excludable from the gross income of the 
recipients thereOf for Kentucky income 1m' purposes and that, lInder then current lm\~ the principal of each series of Bonds would be exempt from 
ad valorem tares ill Kentucky. Such opinions hm'e 1I0t been updated as of the date hereof and no continuing tar exemption opinions are erpressed 
by Bond Counsel. HOlI'e~'eJ; ill connection with the cOllversion of the lilferest rate mode all each series of Bonds to the lJi'ekly Rate, as described in 
this Reoffering Circular, Bond Counsel will deliver its opinions to the effect that the conversion of the interest rate 0]/ each series of Bonds and the 
delivel), of a letter of credit (a) is authorized or pennitted by the Act and the related Indenture and (b) will not adw'rsely affect the validity Of the 
Bonds or any exclusion of the interest thereon from the gross income of the owners of fhe Bonds for federal income fat purposes. See "Tat 
Treatment" in this Reoffering Circular. 

$54,000,000 
County of Carroll, Kentucky 

Environmental Facilities Revenue 
Refuuding Bonds, 2006 Series B 

(Kentucky Utilities Company Project) 
Due: October 1, 2034 

Conversion Dale: ])ecember 19, 2008 

$77,947,405 
County of Carroll, Kentucky 

Environmental Facilities Revenue Donds 
2008 Series A 

(Kentucky Utilities Company Project) 
Due: February 1, 2032 

The Bonds of each series (individually, the "2006 Series B Bonds" and the "2008 Series A Bonds" and, COllectively, the "Bonds") are 
special and limited obligations of the County of Carroll, Kentuckl' (the "Issuer"), payable by the Issuer solely from and secured by payments 
to be received by the Issuer pursuant to separate Loan Agreements with 

Kentucky Utilities Company 
(the "Company"), except as payable from proceeds of such Bonds or investment earnings thereon. The Bonds do not constitute general 
obligations of the Issuer or a charge against the general credit or taxing powers thereof or of the Commonwealth of Kentuck}' or any other 
political subdivision of Kentucky. The Bonds will not be entitled to the benefits of any financial guaranty insurance policies. 

The 2006 Series B Bonds were originally issued on February 23, 2007 and the 2008 Series A Bonds were originally issued on 
October 17, 2008, each as a separate series. The 2006 Series B Bonds currently bear interest at a Dutch Auction Rate, and the 2008 Series A 
Bonds currently bear interest at a Flexible Rate. Pursuant to the Indentures under which the Bonds were issued, the Company has elected to 
convert the interest rate mode on each of the 2006 Series B Bonds and the 2008 Series A Bonds to a Weekly Rate, effective as of 
December 19, 2008 (the "Conversion Date"). The Bonds are subject to mandatory purchase on the Conversion Date and are being reoffered 
hereby. Banc of America Securities LLC will serve as the Remarketing Agent for the Bonds. 

From and after the Conversion Date through December 18, 2009 (the Letter of Credit (as defined below) e;.,:piration date, subject to 
extension or earlier termination), payment of the principal of and interest on the Bonds when due will be paid with funds drawn under an 
irrevocable transferable direct pay letter of credit (the "Letter of Credit") issued by 

COMMERZBANK AG, NEW YORK BRANCH 
The Letter of Credit will permit the Trustee to draw with respect to the Bonds up to an amount sufficient to pay (i) the principal 

thereof (or that portion oftbe purchase price corresponding to principal) plus (ii) interest thereon (or that portion of the purchase price 
corresponding to interest) at an assumed rate of 15% per annllm for at least 45 days. 

From the Conversion Date, each series of Bonds will bear interest at a Weekly Rate, determined by the Remarketing Agent in 
accordance with the applicable Indenture, payable on the first Business Day of each calendar month, commencing on January 2, 2009. The 
interest rate period, interest rate and Interest Rate Mode for each series of Bonds \vilt be subject to change under certain conditions, as 
described in this Reoffering Circular. The Bonds of each series are subject to optional redemption, extraordinary optional redemption, in 
whole or in part, and mandatory redemption following a determination of taxability prior to maturity, as described in this Reoffering 
Circular. The Bonds of each series are subject to mandatory purchase on any date on which the Bonds are converted to a different Interest 
Rate Mode and upon the expiration of the Letter of Credit or any Alternate Credit Facility. 

The Bonds of each series are separate series, and the sale and delivery of one series is not dependent on the sale and delivery of any 
other series. 

The Bonds arc regis tered in the name of Cede & Co., as registered owner and nominee for The Depository Trust Company ("DTC"), 
New York, New York. DTC will act as securities depository. Except as described herein, purchases of beneficial ownership interests in the 
Bonds will be made in book-cntty-only form in denominations of $100,000 and multiples thereof; provided that one 2008 Series A Bond may 
be in the denomination of. or include an additional, $47,405. Purchasers will not receive certificates representing their beneficial interests in 
the Bonds. See the information contained under the caption "Summary of the Bonds-Book-Entry-Only System" below. The principal of, 
premium, if any, and interest on the Bonds will be paid by Deutsche Bank 1tust Company Americas, as 'l1ustee, to Cede & Co., as long as 
Cede & Co. is the registered owner of the Bonds. Disbursement of such payments to the DTC PartiCipants is the responsibility of DTC, and 
disbursement of such payments to the purchasers of beneficial ownership interests is the responsibility of DTC's Direct and Indirect 
Participants, as described below. 

pmCE: 100% 
11,e BOllds are reo/fered subject to prior sale, withdrawal or modification of the ojrer without notice (provided, however, that ally stich lIotice of 
withdrawal must be givCll all the Business Day pdor to the Com'ersion Date) and to the approval of legality by Stoll Keellon OgdCII PLLC, 
LOlliwille, Ken!tlck)~ as Bond COlll/sel and upon satisfactioll Of cerlain conditioJ/s. Certain legal matters will be passed upon for the Company by 
its cOll1lSe', Jones Day, Chicago, Illinois, and John R. McCall, Esq., Executive Vice President, General COl/llse~ Corporate Secre/my and Chief 
Compliance Officer of the Compan}~ for the Issuer by its COUllty AftomC): alld for the Remarkelillg Agent by its counsel, Winston & Strawn LLP. 
Chicago, Illinois. It is expected that the BOllds will be available for redelirelY to DTC In New YOrk, New York all or about December 19, 2008. 

Banc of America Securities LLC 
Dated: December 11,2008 
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No dealer, broker, salesman or other person has been authorized by the Issuer, the 
Company or the Remarketing Agent to give any information or to make any representation with 
respect to the Bonds, other than those contained in this Reoffering Circular, and, if given or 
made, such other information or representation must not be relied upon as having been 
authorized by any ofthe foregoing. The Remarketing Agent has provided the following sentence 
for inclusion in this Reoffering Circular. The Remarketing Agent has reviewed the information 
in this Reoffering Circular in accordance with, and as part of, its responsibilities to investors 
under the federal securities laws as applied to the facts and circumstances of this transaction, but 
the Remarketing Agent does not guarantee the accuracy or completeness of such information. 
The information and expressions of opinion herein are subject to change without notice and 
neither the delivery of this Reoffering Circular nor any sale made hereunder shall, under any 
circumstances, create any implication that there has been no change in the affairs of the parties 
referred to above since the date hereof. The information set forth herein with respect to the 
Issuer has been obtained from the Issuer, and all other information has been obtained from the 
Company and from other sources that are believed to be reliable, but it is not guaranteed as to 
accuracy or completeness by, and is not to be construed as a representation by, the Remarketing 
Agent. 

In connection with the reoffering of the Bonds, the Remarketing Agent may over-allot or 
effect transactions which stabilize or maintain the market prices of the Bonds at levels above 
those that might otherwise prevail in the open market. Such stabilizing, if commenced, may be 
discontinued at any time. 

IN MAKING AN INVESTMENT DECISION, INVESTORS MUST RELY ON THEIR 
OWN EXAMINATION OF THE TERMS OF THE REOFFERING, INCLUDING THE 
MERITS AND RISKS INVOLVED. THESE SECURITIES HAVE NOT BEEN 
RECOMMENDED BY ANY FEDERAL OR STATE SECURITIES COMMISSION OR 
REGULATORY AUTHORITY. FURTHERMORE, THE FOREGOING AUTHORITIES 
HAVE NOT CONFIRMED THE ACCURACY OR DETERMINED THE ADEQUACY OF 
THIS DOCUMENT. ANY REPRESENTATION TO THE CONTRARY IS A CRIMINAL 
OFFENSE. 
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$77,947,405 
County of Carroll, Kentucky 

Environmental Facilities Revenue Bonds 
2008 Series A 

(Kentucky Utilities Company Project) 
Due: February 1,2032 

Introductory Statement 

This Reoffering Circular, including the cover page and appendices, is provided to fhrnish 
information in connection with the reoffering by the County of Carroll, Kentucky (the "Issuer") 
of its (i) Environmental Facilities Revenue Refunding Bonds, 2006 Series B (Kentucky Utilities 
Company Project, in the aggregate principal amount of $54,000,000 (the "2006 Series B 
Bonds"), issued pursuant to an Indenture of Trust dated as of October I, 2006 (the "2006 Series 
B Indenture") between the Issuer and Deutsche Bank Trust Company Americas (the "2006 
Series B Trustee"), as Trustee, Paying Agent and Bond Registrar, as the same has been amended 
and restated as of September 1, 2008, and (ii) Environmental Facilities Revenue Bonds, 2008 
Series A (Kentucky Utilities Company Project), in the aggregate principal amount of 
$77,947,405 (the "Bonds") issued pursuant to an Indenture ofT\'lIst dated as of August 1,2008 
(the "2008 Series A Indenture" and, collectively with the 2006 Series B Indenture, the 
"Indentures") between the Issuer and Deutsche Bank Trust Company Americas (the "2008 Series 
A T\'lIstee" and, collectively with the 2006 Series B T\'lIstee, the "Trustee"), as Trustee, Paying 
Agent and Bond Registrar. 

Pursuant to separate Loan Agreements by and between Kentucky Utilities Company (the 
"Company") and the Issuer, dated as of October 1, 2006 (as the same have been amended and 
restated as of September 1, 2008 pursuant to an ordinance of the Issuer adopted October 28, 
2008), with respect to the 2006 Series B Bonds (the "2006 Series B Loan Agreement"), and 
August 1,2008 (pursuant to an ordinance of the Issuer adopted September 23,2008) with respect 
to the 2008 Series A Bonds (the "2008 Series A Loan Agreement" and, collectively with the 
2006 Series B Loan Agreement, the "Loan Agreements"), proceeds from the sale of the Bonds, 
other than accrued interest, if any, paid by the initial purchasers thereof, were loaned by the 
Issuer to the Company. The Loan Agreements are separate undeltakings by and between the 
Company and the Issuer. 

The Company will continue to repay the loans under the 2006 Series B Loan Agreement 
and the 2008 Series A Loan Agreement by making payments to the applicable Trustee in 
sufficient amounts to pay the principal of and interest and any premium on, and purchase price 
of, the applicable series of Bonds. See "Summary of the Loan Agreement - General." 
Pursuant to the applicable Indenture, the Issuer's rights under the applicable Loan Agreement 
(other than with respect to celtain indemnification and expense payments and notification rights) 
were assigned to the applicable T\'lIstee as security for the applicable series of Bonds. 

The proceeds of the 2006 Series B Bonds were applied to pay and discharge all of the 
$54,000,000 outstanding principal amount of County of Carroll, Kentucky, Collateralized Solid 
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Waste Disposal Facilities Revenue Bonds (Kentucky Utilities Company Project) 1994 Series A," 
dated November 23, 1994, previously issued by the Issuer to finance celiain solid waste disposal 
facilities owned by the Company (the "2006 Series B Project"). The proceeds of the 2008 
Series A Bonds were applied to (i) finance the acquisition, constl'llction, installation and 
equipping of certain solid waste disposal facilities owned by the Company in the amount of 
$18,026,265 and (ii) pay and dischm'ge all of the $13,266,950 outstanding principal amount of 
County of Carroll, Kentucky, Environmental Facilities Revenue Bonds, 2005 Series A 
(Kentucky Utilities Company Project), $13,266,950 outstanding principal amount of County of 
Carroll, Kentucky, Environmental Facilities Revenue Bonds, 2005 Series B (Kentucky Utilities 
Company Project), $16,693,620 outstanding principal amount of County of Carroll, Kentucky, 
Environmental Facilities Revenue Bonds, 2006 Series A (Kentucky Utilities Company Project) 
and $16,693,620 outstanding principal amount of County of Carroll, Kentucky, Environmental 
Facilities Revenue Bonds, 2006 Series C (Kentucky Utilities Company Project), all previously 
issued by the Issuer to finance certain solid waste disposal facilities (collectively, the "2008 
Series A Project") owned by the Company. For information regarding the Project, see "The 
Project." 

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

The Bonds are being converted to bear interest at a Weekly Rate, but may be 
subsequently convelied again to bear interest at a Daily Rate, a Weekly Rate, a Flexible Rate, a 
Semi-Annual Rate, an Annual Rate, a Long Term Rate or with respect to the 2006 Series B 
Bonds, a Dutch Auction Rate. This Reoffering Circular pertains only to the Bonds during 
such period of time that they bear interest at the Weeldy Rate. 

The Bonds are special and limited obligations of the Issuer, and the Issuer's obligation to 
pay the principal of and interest and any premium on, and purchase price of, each series of the 
Bonds is limited solely to the revenues and other amounts received by the applicable Trustee 
under the applicable Indenture pursuant to the applicable Loan Agreement (and the applicable 
Letter of Credit (as defined below). The Bonds do not constitute an indebtedness, general 
obligation or pledge of the faith and credit or taxing power of the Issuer, the Commonwealth of 
Kentucky or any political subdivision thereof. The Bonds are not entitled to the benefits of any 
financial guaranty insurance policies. 

Concurrently with, and as a condition to, the conversion and reoffering of the Bonds, the 
Company will cause to be delivered separate irrevocable transferable direct pay letters of credit 
(the "Letters of Credit") with respect to each of the 2006 Series B Bonds and the 2008 Series A 
Bonds, issued by Commerzbank AG, New York Branch (the "Bank"), to provide for the timely 
payment of principal of and accl1led interest (calculated for at least 45 days at the maximum rate 
of 15% per annum) on, and purchase price of, the Bonds. The Company will be required to 
reimburse the Bank for all amounts drawn by the Trustee under the Letters of Credit pursuant to 
the terms of separate Reimbursement Agreements, to be dated as of December 19, 2008 
(collectively, the "Reimbursement Agreement"), with respect to each of the 2006 Series B Bonds 

2 
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and the 2008 Series A Bonds, between the Company and the Bank. Each Letter of Credit will 
expire on December 18, 2009, unless extend.ed or earlier terminated. 

Upon expiration of a Letter of Credit or any Alternate Credit Facility, the related series of 
Bonds will be subject to mandatory tender for purchase. See "Summary of the Bonds -
MandatOlY Purchases of Bonds - Mandatory Purchase upon DelivelY, Cancellation, 
Substitution, Extension, Termination or Expiration of Any Credit Facility or Replacement with 
an Alternate Credit Facility." As used in this Reoffering Circular, "Bank" or "Credit Facility 
Issuer" refers to the Bank as the issuer of the applicable Letter of Credit and any other issuer of 
any Alternate Credit Facility delivered in accordance with the applicable Indenture; "Letter of 
Credit" or "Credit Facility" means the applicable Letter of Credit delivered under the applicable 
Indenture and, as applicable, any Alternate Credit Facility which may be subsequently delivered 
in accordance with such Indenture; and "Reimbursement Agreement" refers to the applicable 
initial Reimbursement Agreement under which the related Letter of Credit is provided and any 
subsequent agreement entered into between the Company and any other party in connection with 
the delivery of any Alternate Credit Facility. 

Banc of America Securities LLC will be appointed under the Indentures to serve as 
Remarketing Agent for the Bonds. Any Remarketing Agent may resign or be removed and a 
successor Remarketing Agent may be appointed in accordance with the terms of the applicable 
Indenture and the applicable Remarketing Agreement for the Bonds between such Remarketing 
Agent and the Company. 

Brief descriptions of the Company, the Issuer, the Bonds, the Loan Agreements, the 
Indentures, the Letters of Credit and the Reimbursement Agreements are included in this 
Reoffering Circular. Appendix A to this Reoffering Circular has been furnished by the 
Company. The Issuer and Bond Counsel assume no responsibility for the accuracy or 
completeness of such Appendix A or such information. Appendix B to this Reoffering Circular 
contains the opinions of Bond Counsel delivered on the dates on which each series of the Bonds 
were initially issued, and the proposed forms of opinions of Bond Counsel to be delivered in 
connection with the conversion of each series of the Bonds to the Weekly Rate. Appendix C to 
this Reoffering Circular contains information about the Bank. The Issuer and Bond Counsel 
assume no responsibility for the accuracy or completeness of such Appendix C or such 
information. Such descriptions and information do not purport to be complete, comprehensive or 
definitive and are not to be construed as a representation or a guaranty of accuracy or 
completeness. All references herein to the documents are qualified in their entirety by reference 
to such documents, and references herein to a series of Bonds are qualified in their entirety by 
reference to the definitive form thereof included in the applicable Indenture. Copies of the Loan 
Agreements, the Indentures, the Letters of Credit and the Reimbursement Agreements will be 
available for inspection at the principal corporate trust office of the Trustee party thereto. 
Celtain information relating to The Depository Trust Company ("DTC'') and the book-entry-only 
system has been furnished by DTC. All statements herein are qualified in their entirety by 
reference to each such document and, with respect to the enforceability of certain rights and 
remedies, to laws and principles of equity relating to or affecting generally the enforcement of 
creditors' rights. 

3 
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The Projects 

The 2006 Series B Project has been completed, placed in operation and is the propetiy of 
the Company and consists of certain solid waste disposal facilities at the Company's Ghent 
Generating Station located in Carroll County, Kentucky for the collection, storage, treatment 
pl'Ocessing and final disposal of solid wastes. 

2008 Series A Project 

The 2008 Series A Project consists of the Construction Project and the Refunding Pl'Oject. 

Construction Project. The "Constl'Uction Project" consists of certain solid waste disposal 
facilities at the Company's Ghent Generating Station, Unit I, located in Carroll County, 
Kentucky for the collection, storage, treatment and final disposal of solid wastes ("Ghent 
Generating Station"). The Company has begun constmction and fabrication of the Construction 
Project. The Kentucky Public Service Commission has issued a Certificate of Convenience and 
Necessity ("CCN") that authorizes constmction of the Construction Project. When constl'Ucted, 
the Construction Project will be the pl'Operty of the Company. 

Refunding Project. The "Refunding Project" consists of certain solid waste disposal 
facilities at the Ghent Generating Station for the collection, storage, treatment and final disposal 
of solid wastes. The Refunding Project has been completed, placed in operation and Completion 
Celtificates in respect thereof have been issued. The Refunding Project has and will contribute 
to the collection, storage, treatment, processing and final disposal of solid wastes. 

Separate Series 

The 2006 Series B Bonds and the 2008 Series A Bonds are separate series and optional or 
mandatory redemption of any series may be made in the manner described below without the 
redemption of the other series. Similarly, a default under one of the series of Bonds or one of the 
Loan Agreements will not necessarily constitute a default under the other series of Bonds or 
Loan Agreements. Each series of Bonds can bear interest at an Interest Rate Mode different 
from the Interest Rate Mode borne by the other series of Bonds. Unless specifically otherwise 
noted, any discussion herein and under the captions "Summary of the Bonds," "The Letter of 
Credit," "Security; Limitation of Liens," "Summary of the Loan Agreement," "Summary of the 
Indentllt'e," "Enforceability of Remedies" and "Tax Treatment" applies equally, but separately, 
to the 2006 Series B Bonds and the 2008 Series A Bonds. 

As used herein under such captions with respect to the 2006 Series B Bonds, the term 
"Project" shall mean the 2006 Series B Project, the term "Bonds" shall mean the 2006 Series B 
Bonds, the term "Loan Agreement" shall mean the 2006 Series B Loan Agreement pursuant to 
which the Issuer loaned the proceeds from the sale of the 2006 Series B Bonds to the Company, 
the term "Indenture" shall mean the 2006 Series B Indenture, the term "Remarketing Agent" 
shall mean Banc of America Securities LLC, the terms "Trustee" and "Tender Agent" shall mean 
the 2006 Series B Trustee and the term "Letter of Credit" shall mean the Letter of Credit 
delivered to the 2006 Series B Trustee. 
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As used herein under such captions with respect to the 2008 Series A Bonds, the term 
"Project" shall mean the 2008 Series A Project, the term "Bonds" shall mean the 2008 Series A 
Bonds, the term "Loan Agreement" shall mean the 2008 Series A Loan Agreement pursuant to 
which the Issuer loaned the proceeds from the sale of the 2008 Series A Bonds to the Company, 
the term "Indenture" shall mean the 2008 Series A Indenture, the term "Remarketing Agent" 
shall mean Banc of America Securities LLC, the terms "Trustee" and "Tender Agent" shall mean 
the 2008 Series A Trustee and the term "Letter of Credit" shall mean the Letter of Credit 
delivered to the 2008 Series A Trustee. 

The Issuer 

The Issuer is a public body corporate and politic duly created and existing as a county 
and political subdivision under the Constitution and laws of the Commonwealth of Kentucky. 
The Issuer is authorized by Sections 103.200 to 103.285, inclusive, of the Kentucky Revised 
Statutes (collectively, the "Act") to (a) convert and reoffer the Bonds and (b) amend and restate 
and continue to perform its obligations under the Loan Agreement and the Indenture. The Issuer, 
through its legislative body, the Fiscal Court, has adopted one or more ordinances authorizing the 
issuance of the Bonds and the execution and delivery of the related documents. 

THE BONDS ARE SPECIAL AND LIMITED OBLIGATIONS PAYABLE SOLELY 
AND ONLY FROM CERTAIN SOURCES, INCLUDING AMOUNTS TO BE RECEIVED BY 
THE TRUSTEE FROM THE APPLICABLE LETTER OF CREDIT AND BY OR ON 
BEHALF OF THE ISSUER UNDER THE APPLICABLE LOAN AGREEMENT. THE 
BONDS DO NOT CONSTITUTE AN INDEBTEDNESS, GENERAL OBLIGATION OR 
PLEDGE OF THE FAITH AND CREDIT OR TAXING POWER OF THE ISSUER, THE 
COMMONWEALTH OF KENTUCKY OR ANY POLITICAL SUBDIVISION THEREOF, 
AND DO NOT GIVE RISE TO A PECUNIARY LIABILITY OF THE ISSUER OR A 
CHARGE AGAINST ITS GENERAL CREDIT OR TAXING POWERS. 

SUlllmary of the Bonds 

Although each series of Bonds is an entirely separate issue and has been issued under a 
separate Indenture, each Indenture contains substantially the same tenus and provisions except 
as othenl'ise noted below. 

General 

The Bonds will be issued in the aggregate principal amounts set forth on the cover page 
ofthis Reoffering Circular. The 2006 Series B Bonds will mature on October 1,2034. The 2008 
Series A Bonds will mature on February 1, 2032. The Bonds are also subject to optional 
redemption, extraordinary optional redemption, in whole or in part, and mandatOlY redemption 
prior to maturity as descdbed in this Reoffering Circular. 

The 2006 Series B Bonds currently bear interest at a Dutch Auction Rate, and the 2008 
Series A Bonds currently bear interest at a Flexible Rate. Pursuant to the terms and provisions of 
the Indentures summarized below, the Company has exercised its option, effective December 19, 
2008 (the "Conversion Date"), to convert the interest rate on the Bonds to a Weekly Rate. From 
and after the Conversion Date and reoffering of the Bonds, the Bonds will bear interest at a 
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Weekly Rate and will be payable on the first Business Day of each calendar month, commencing 
on January 2, 2009. The Bonds will continue to bear interest at the Weekly Rate until a 
Conversion to another Interest Rate Mode or until the maturity or redemption of the Bonds. The 
permitted Interest Rate Modes for the Bonds are (i) the "Flexible Rate," (ii) the "Daily Rate," 
(iii) the "Weekly Rate," (iv) the "Semi-Annual Rate," (v) the "Annual Rate," (vi) the "Long 
Term Rate" and (vii) with respect to the 2006 Series B Bonds, the "Dutch Auction Rate." 
Changes in the Interest Rate Mode will be effected, and notice of such changes will be given, as 
described below in "-Conversion of Interest Rate Modes and Changes of Long Term Rate 
Periods." 

During each Rate Period for an Interest Rate Mode (other than the Dutch Auction Rate 
Mode with respect to the 2006 Series B Bonds), the interest rate or rates for the Bonds in that 
Interest Rate Mode, and Flexible Rate Periods for Bonds accruing interest at a Flexible Rate, will 
be determined by the Remarketing Agent in accordance with the Indenture; provided that the 
interest rate or rates borne by any Bonds may not exceed the lesser of (i) the maximum interest 
rate permitted by applicable law or (ii) 15% per annum. With respect to the 2006 Series B 
Bonds, the interest rate for the Bonds that bear interest at a Dutch Auction Rate will be 
determined in accordance with the procedures established pursuant to the Indenture. 

Interest on the Bonds which bear interest at a Flexible Rate, Daily Rate or Weekly Rate 
will be computed on the basis of a year of 365 or 366 days, as appropriate, and paid for the actual 
number of days elapsed. Interest on the Bonds which bear interest at a Semi-Annual Rate, 
Annual Rate or Long Term Rate will be computed on the basis of a 360-day year, consisting of 
twelve 30-day months. With respect to the 2006 Series B Bonds, interest on the Bonds which 
bear interest at a Dutch Auction Rate will be computed on the basis of a 360-day year for the 
actual number of days elapsed. Interest payable on any Interest Payment Date will be payable to 
the registered owner of the Bond as of the Record Date for such payment; provided that in the 
case of Bonds bearing interest at the Flexible Rate, interest will be payable to the registered 
owner of such Bond on the Interest Payment Date therefor. The Record Date, in the case of 
interest accrued at a Daily Rate or Weekly Rate, will be the close of business on the Business 
Day immediately preceding each Interest Payment Date, in the case of interest accrued at a 
Semi-Annual Rate, Annual Rate or Long Term Rate, will be the close of business on the fifteenth 
day (whether or not a Business Day) of the month preceding each Interest Payment Date, and 
with respect to the 2006 Series B Bonds, in the case of interest accrued at a Dutch Auction Rate, 
will be the close of business on the second Business Day preceding each Interest Payment Date. 

The Bonds initially will be issued solely in book-entry-only form through DTC (or its 
nominee, Cede & Co.). So long as the Bonds are held in the book-entry-only system, DTC or its 
nominee will be the registered owner or holder ofthe Bonds for all purposes of the Indenture, the 
Bonds and this Reoffering Circular. See "- Book-Entry-Only System" below. Individual 
purchases of book-entry interests in the Bonds will be made in book-entry-only form in (i) 
denominations of $100,000 or any integral mUltiple thereof, if bearing interest at the Daily Rate 
or the Weekly Rate, (ii) denominations of $1 00,000 or any integral multiple of $5,000 in excess 
of $100,000, if bearing interest at Flexible Rates, (iii) denominations of $5,000 and integral 
mUltiples thereof, if bearing interest at the Semi-Annual Rate, the Annual Rate or the Long Term 
Rate, or (iv) with respect to the 2006 Series B Bonds, denominations of $25,000 and integral 
multiples thereof, if bearing interest at a Dutch Auction Rate; provided, that with respect to the 
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2008 Series A Bonds, (i) if such 2008 Series A Bonds bear interest at the Daily Rate or the 
Weekly Rate, one 2008 Series A Bond may be in the denomination of, or include an additional 
$47,405 and (ii) if such 2008 Series A Bonds bear interest at the Semi-Annual Rate, the Annual 
Rate, the Long Term Rate or the Flexible Rate, one 2008 Series A Bond may be in the 
denomination ot; or include an additional $2,405. 

Except as otherwise described below for Bonds held in DTC's book-entry-only system, 
the principal or redemption price of the Bonds is payable at the designated corporate trust office 
in New York, New York, of the Trustee, as paying agent (the "Paying Agent"). Except as 
othenvise described below for Bonds held in DTC's book-entry-only system, interest on the 
Bonds is payable by check mailed to the owner of record; provided that interest payable on each 
Bond will be payable in immediately available funds by wire transfer within the continental 
United States or by deposit into a bank account maintained with the Trustee or a Paying Agent 
(i) if the Interest Rate Mode is the Daily Rate, the Weekly Rate or the Flexible Rate or, with 
respect to the 2006 Series B Bonds, the Dutch Auction Rate or (ii) at the written request of any 
owner of record holding at least $1,000,000 aggregate principal amount of the Bonds, if the 
Interest Rate Mode is the Semi-Annual Rate, Annual Rate or Long Term Rate, received by the 
Trustee, as bond registrar (the "Bond Registrar"), at least one Business Day prior to any Record 
Date. Except as otherwise described below for Bonds held in DTC's book-entry-only system, if 
the Interest Rate Mode is the Flexible Rate, interest payable on each Bond will be paid only upon 
presentation and surrender of such Bond. 

Bonds may be transferred or exchanged for an equal total amount of Bonds of other 
authorized denominations upon surrender of such Bonds at the principal office of the Bond 
Registrar, accompanied by a written instrument of transfer or authorization for exchange in form 
and with guaranty of signature satisfactory to the Bond Registrar, duly executed by the registered 
owner or the owner's duly authorized attorney. Except as provided in the Indenture, the Bond 
Registrar will not be required to register the transfer or exchange of any Bond (i) during the 
fifteen days before any mailing of a notice of redemption of Bonds, (ii) after such Bond has been 
called for redemption or (iii) for which a registered owner has submitted a demand for purchase 
(see "- Purchases of Bonds on Demand of Owner" below), or which has been purchased (see 
"- Payment of Purchase Price" below). Registration of transfers and exchanges will be made 
without charge to the registered owners of Bonds, except that the Bond Registrar may require 
any registered owner requesting registration of transfel' or exchange to pay any required tax or 
governmental charge. 

The Bonds Are Not Insured 

Upon the conversion of the Bonds to a Weekly Rate on the Conversion Date and the 
delivery of the Letter of Credit, the Financial Guaranty Insurance Policy (the "Bond InsUl'ance 
Policy") issued by Ambac AssUl'ance Corporation ("Ambac") with respect to the 2006 Series B 
Bonds on February 23, 2007 will have been irrevocably surrendered and cancelled. The 2008 
Series A Bonds are currently not entitled to the benefits of any financial guaranty insUl'ance 
policy. The Bonds described in this Reoffering Circular are not insured, and holders thereofwill 
have no recourse to, under or against any bond insurance policy or bond insurer, including the 
aforementioned Bond Insurance Policy issued by Ambac. 
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Owners may tender their Bonds, and in certain circumstances will be required to tender 
their Bonds, to the Tender Agent for purchase at the times and in the manner described herein 
under "- Summary of Certain Provisions of the Bonds," "- Purchases of Bonds on Demand of 
Owner" and "-Mandatory Purchases of Bonds." So long as the Bonds are held in DTC's book
entry-only system, the Trustee will act as Tender Agent under the Indenture. Any successor 
Tender Agent appointed pursuant to the Indenture will also be a Paying Agent. 

Remarketing Agent 

Banc of America Securities LLC will act as the Remarketing Agent with respect to the 
Bonds (the "Remarketing Agent"). The Remarketing Agent may resign or be removed and a 
successor Remarketing Agent may be appointed in accordance with the terms of the applicable 
Indenture and the applicable Remarketing Agreement for the Bonds between the Remarketing 
Agent and the Company. 

Special Considerations Relating to the Remarketing Agent 

The Remarketing Agent is paid bl' the Compan)l. 

The Remarketing Agent's responsibilities include determining the interest rate fi'OlD time 
to time and remarketing Bonds that are optionally or mandatorily tendered by the owners thereof 
(subject, in each case, to the terms of the Remarketing Agreement), all as further described 
herein. The Remarketing Agent is appointed by the Issuer at the request of the Company and 
paid by the Company for its services. As a result, the interests of the Remarketing Agent may 
differ from those of existing holders and potential purchasers of Bonds. 

The RemarketingAgent routinel)! purchases bonds fiJI' its own account. 

The Remarketing Agent acts as remarketing agent for a variety of variable rate demand 
obligations and, in its sole discretion, routinely purchases such obligations for its own account in 
order to achieve a successful remarketing of the obligations (i.e., because there are otherwise not 
enough buyers to purchase the obligations) or for other reasons. The Remarketing Agent is 
permitted, but not obligated, to purchase tendered Bonds for its own account and, if it does so, it 
may cease doing so at any time without notice. The Remarketing Agent may also make a market 
in the Bonds by routinely purchasing and selling Bonds other than in connection with an optional 
or mandatory tender and remarketing. Such purchases and sales may be at or below par. 
However, the Remarketing Agent is not required to make a market in the Bonds. The 
Remarketing Agent may also sell any Bonds it has purchased to one or more affiliated 
investment vehicles for collective ownership or enter into derivative arrangements with affiliates 
or others in order to reduce its exposure to the Bonds. The purchase of Bonds by the 
Remarketing Agent may create the appearance that there is greater third party demand for the 
Bonds in the market than is actually the case. The practices described above also may result in 
fewer Bonds being tendered in a remarketing. 
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Bonds mal' be offored at difforent prices 011 al1l' date. 

As more fully described under the caption "- Determination of Interest Rates for 
Interest Rate Modes," the Remarketing Agent shall determine the minimum rate of interest per 
annum which in the opinion of the Remarketing Agent, wou ld be necessary on and as of such 
day to remarket the Bonds in a secondary market transaction at a price equal to the principal 
amount thereof plus accrued interest thereon, if any, provided that such rate of interest shall not 
exceed 15% per annum. The interest rate willrefiect, among other factors, the level of market 
demand for the Bonds (including whether the Remarketing Agent is willing to purchase Bonds 
for its own account). There mayor may not be Bonds tendered and remarketed on a day that the 
rate on the Bonds are set, the Remarketing Agent mayor may not be able to remarket any Bonds 
tendered for purchase on such date at par and the Remarketing Agent may sell Bonds at varying 
prices to different investors on such date or any other date. The Remarketing Agent is not 
obligated to advise purchasers in a remarketing if it does not have third party buyers for all of the 
Bonds at the remarketing price. In the event the Remarketing Agent owns any Bonds for its own 
account, it may, in its sole discretion in a secondary market transaction outside the tender 
process, offer such Bonds on any date, including the day that the rate on the Bonds are set, at a 
discount to pal' to some investors. 

The abilitv to sell the Bonds other than through the tender process mal' be limited. 

The Remarketing Agent may buy amI sell Bonds other than through the tender 
process. However, it is not obligated to do so and may cease doing so at any time without 
notice and may require holders that wish to telHlet· their Bonds to do so through the 
Trustee with appropriate notice. Thus, investors who purchase the Bonds, whether in a 
remarketing or otherwise, should not assume that they will be able to sell their Bonds othet· 
than by tendering the Bonds in accordance with the tender Pl'Ocess. 

Certain Definitions 

As used herein, each of the following terms will have the meaning indicated. 

"Alternate Credit Facility" means an irrevocable letter of credit, a municipal bond 
insurance policy, a surety bond, a line or lines of credit, a guarantee or other similar agreement or 
agreements or any other agreement or agreements used to provide liquidity or credit supp0l1 for 
the Bonds, satisfactory to the Company and the Remarketing Agent and containing 
administrative provisions reasonably satisfactOlY to the Trustee, issued and delivered to the 
Trustee in accordance with the Indenture. 

"Annual Rate Period" means the period beginning on, and including, the Conversion 
Date to the Annual Rate and ending on, and including, the day next preceding the second Interest 
Payment Date thereafter, and each successive twelve-month period (or p011ion thereof) thereafter 
until the day preceding the earlier of the Conversion to a different Interest Rate Mode 01' the 
maturity ofthe Bonds. 

"Beneficial Oll'nel>' means the person in whose name a Bond is recorded as such by the 
respective systems ofDTC and each DTC Participant (as defined herein) or the registered holder 
of such Bond if such Bond is not then registered in the name of Cede & Co. 
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"Business Day" means any day other than a Saturday or Sunday or legal holiday or a day 
on which banking institutions located in the City of New York, New York, or the New York 
Stock Exchange or banking institutions in the city in which the principal office of the Trustee, 
the Bond Registrar, the Tender Agent, the Paying Agent, the Auction Agent with respect to the 
2006 Series B Bonds, the Company, the Credit Facility Issuer or the Remarketing Agent is 
located are authorized by law or executive order to close. 

"Conversion" means any conversion from time to time in accordance with the terms of 
the Indenture ofthe Bonds fium one Interest Rate Mode to another Interest Rate Mode. 

"Conversion Date" means initially the date of original issuance of the Bonds, and 
thereafter means the date on which any Conversion becomes effective. 

"Credit Facility" means an irrevocable direct pay letter of credit or other credit 
enhancement or liquidity support facility, or any combination thereof, delivered to and in favor 
of the Trustee for the benefit of the owners of the Bonds pursuant to the Indenture and 
designated as a "Credit Facility" under the Indenture, and includes the Initial Credit Facility or 
any Alternate Credit Facility delivered to the Trustee pursuant to the Indenture. 

"Credit Facility Issuer" means the Initial Credit Facility Issuer and the issuer of any 
Credit Facility or Alternate Credit Facility subsequently in effect. 

"Daily Rate Period' means the period beginning on, and including, the Conversion Date 
to the Daily Rate and ending on and including the day preceding the next Business Day and each 
period thereafter beginning on and including a Business Day and ending on and including the 
day preceding the next succeeding Business Day until the day preceding the earlier of the 
Conversion to a different Interest Rate Mode or the maturity of the Bonds. 

"Dutch Auction Rate" means, with respect to the 2006 Series B Bonds, the rate of interest 
to be borne by the Bonds during each Dutch Auction Rate Period determined in accordance with 
the 2006 Series B Indenture. 

"Dutch Auction Rate Period' means, with respect to the 2006 Series B Bonds, each 
period during which the 2006 Series B Bonds bear interest at a Dutch Auction Rate. 

"Flexible Rate" means the Interest Rate Mode for the Bonds in which the interest rate for 
each Bond is determined with respect to such Bond during each Flexible Rate Period applicable 
to that Bond, as provided in the Indenture. 

"Flexible Rate Period' means with respect to any Bond, each period (which may be from 
one day to 270 days, or such lower maximum number of days as is then permitted under the 
Indenture) determined for such Bond, as provided in the Indenture. 

"Initial Credit Facility" means the irrevocable direct pay letter of credit issued by the 
Initial Credit Facility Issuer to the Trustee with respect to the Bonds on the Conversion Date. 

"Initial Credit Facility Issuei" means Commerzbank AO, New York. 
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"Interest Payment Date" means (i) if the Interest Rate Mode is the Daily Rate or the 
Weekly Rate, the first Business Day of each calendar month, (ii) if the Interest Rate Mode is the 
Flexible Rate, for each Bond the last day of each Flexible Rate Period for such Bond (or if such 
day is not a Business Day, the next succeeding Business Day), (iii) ifthe Interest Rate Mode is 
the Semi-Annual Rate, the Annual Rate or the Long Term Rate, June 1 and December 1, and, in 
the case of the Long Term Rate, also the Conversion Date or the effective date of a change to a 
new Long Term Rate Period, (iv) with respect to the 2006 Series B Bonds, if the Interest Rate 
Mode is the Dutch Auction Rate Period, the dates determined in accordance with the terms of the 
Indenture or (v) with respect to any Bond, the Conversion Date (including the date of a failed 
Conversion) or the effective date of a change to a new Long Term Rate Period for such Bond. In 
any case, the final Interest Payment Date will be the maturity date of the Bonds. 

"Interest Period' means for all Bonds (or for any Bond if the Interest Rate Mode is the 
Flexible Rate) the period from and including each Interest Payment Date to and including the 
day immediately preceding the next Interest Payment Date, provided, however that the first 
Interest Period for the Bonds will begin on (and include) the date of issuance of the Bonds and 
the final Interest Period will end on September 30, 2034, with respect to the 2006 Series B 
Bonds, or January 31, 2032, with respect to the 2008 Series A Bonds. 

"Interest Rate AIode" means the Flexible Rate, the Daily Rate, the Weekly Rate, the 
Semi-Annual Rate, the Annual Rate, the Long Term Rate for each series of the Bonds and, with 
respect to the 2006 Series B Bonds, the Dutch Auction Rate. 

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

"Maximum Rate" means the lesser of (i) the maximum interest rate permitted by 
applicable law or (ii) 15%. 

"Prevailing Market Conditions" means, without limitation, the following factors: existing 
short-term or long-term market rates for securities, the interest on which is excluded from gross 
income for federal income tax purposes; indexes of such short-term or long-term rates and the 
existing market supply and demand for securities bearing such Sholi-term or long-term rates; 
existing yield curves for short-term or long-term securities for obligations of credit quality 
comparable to the Bonds, the interest on which is excluded from gross income for federal income 
tax purposes; general economic conditions; industry economic and financial conditions that may 
affect or be relevant to the Bonds; and such other facts, circumstances and conditions as the 
Remarketing Agent, in its sale discretion, determines to be relevant. 

"Purchase Date" means any date on which Bonds are to be purchased on the demand of 
the registered owners thereof or are subject to mandatory purchase as described in the Indenture. 
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"Reimbursement Agreement" means the Reimbursement Agreement, to be dated as of 
December 19, 2008, between the Company and the Initial Credit Facility Issuer, as the same may 
be amended fi'om time to time, and any other agreement between the Company and a Credit 
Facility Issuer, setting forth the obligations of the Company to such Credit Facility Issuer arising 
out of any payments under such Credit Facility and which provides that it will be deemed to be a 
Reimbursement Agreement for the purpose of the Indenture. 

"Semi-Annual Rate Period' means any period beginning on, and including, the 
Conversion Date to the Semi-Annual Rate, and ending on, and including, the day preceding the 
first Interest Payment Date thereafter and each successive six-month period thereafter beginning 
on and including an Interest Payment Date and ending on and including the day next preceding 
the next Interest Payment Date until the day preceding the earlier ofthe Conversion to a different 
Interest Rate Mode or the maturity of the Bonds. 

"Weekly Rate Period' means, (i) with respect to the 2006 Series B Bonds, the period 
beginning on, and including the Conversion Date to the Weekly Rate, and ending on, and 
including, the next Thursday, and thereafter the period beginning on, and including any Friday 
and ending on, and including, the earliest ofthe next Thursday, the day preceding the Conversion 
to a different Interest Rate Mode or the maturity of the Bonds, and (ii) with respect to the 2008 
Series A Bonds, the period beginning on, and including, the Conversion Date to the Weekly 
Rate, and ending on, and including, the next Wednesday, and thereafter the period beginning on, 
and including, any Thursday and ending on, and including, the earliest of the next Wednesday, 
the day preceding the Conversion to a different Interest Rate Mode or the maturity ofthe Bonds. 

Summary of Certain Provisions of the Bonds 

The following table summarizes, for each of the permitted Interest Rate Modes (except 
the Dutch Auction Rate with respect to the 2006 Series B Bonds): the dates on which interest 
will be paid (Interest Payment Dates); the dates on which each interest rate will be determined 
(Interest Rate Determination Dates); the period oftime (Interest Rate Periods) each interest rate 
will be in effect (provided that the initial Interest Rate Period for each Interest Rate Mode may 
begin on a different date from that specified, which date will be the Conversion Date or the date 
of a change in the Long Term Rate, as applicable); the dates on which registered owners may 
tender their Bonds for purchase to the Tender Agent and the notice requirements therefor 
(provided that while the Bonds are held in book-entry-only form, all notices of tender for 
purchase will be given by Beneficial Owners in the manner described below under "Purchases of 
Bonds on Demand of Owner - Notice Required for Purchases") (Purchase on Demand oj 
Owner; Required Notice); the dates on which Bonds are subject to mandatory tender for 
purchase (Mandatory Purchase Dates); the redemption provisions applicable to the Bonds 
(Redemption); the notice requirements for redemption and mandatory tender for purchase 
(Notices oj Redemption and MandatOl)1 Purchases); and the manner by which registered owners 
will receive payments of principal, interest, redemption price and purchase price (Manner oj 
Payment). All times stated are New York City time. Provisions relating to the Bonds while they 
bear interest at a Dutch Auction Rate, with respect to the 2006 Series B Bonds, will be 
determined in accordance with auction procedures established at the time of conversion to the 
Dutch Auction Rate. 
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FLEXIBLE HATE 

Interest Payment Dates With respect to any Bond, the last day of 
each Flexible Rate Period (or ifslIch day is 
not a Business Day, the next slicceeding 
Business Day), 

Interest nate For each Bond, not later than 12:00 noon 
Determination Dates on the first day of each Flexible Rate 

Period for sllch Bond. 

Interest nate Periods For each Bond, each Flexible Rate Period 
will be of a duration designated by the 
Remarketing Agent of one day to 270 days 
(or lower maximum number as specified in 
the Indenture); Jllust end on a day 
immediately preceding a Business Day. 

Purchase on DeJlland of 
Owner; Required Notice· 

No purchase 011 demand of the owner. 

Mandatory PUl'citflse Any Conversion Date; and with respect to 
Dates each Bond, on each Interest Payment Date 

for such Bond; and upon delivery, 
cancellation. substitution, extension, 
termination or expiration of any Credit 
Facility or replacement with Alternate 
Credit Facility. 

Rcdemption Optional at par on any Interest Payment 
Date; Extraordinary Optional and 
Mandatory at par, on ill\}' Business Day 
(other tban extraordinary optional 
redemption as a resliit of damage, 
destmction or condemnation which will be 
on all Interest Payment Date). 

Notices of Conversion, Not fewer than 15 days (30 days noticc of 
Redemption and Conversion to the Semi-Annual, Annual or 
Mandatory PUl'chases 

. 
Long Term Rate) or greater than 45 days. 
No notice of mandator}, purchase 
following end of each Flexible Rate 
Period. 

Manner of Payment Principal or redemption price upon 
surrender of the Bond to the Paying Agent; 
purchase price upon surrender of the Bond 
to the Tender Agent. 

• 
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D~ILYIlATE WEEKI,Y B;\IE 

The first Business Day of each The first Business Day of each 
calendar month. calendar month. 

Not later than 9:30 a.m, on each Not Inter than 4:00 p.m, all the day 
Business Day. preceding the first day of each 

Weekly Rate Period or, if not a 
Business Day, on the next preceding 
Business Day. 

From and including each From and including each Friday to 
Business Day to but not and including the following Thursday 
including the next Business Day. for the 2006 Series B Bonds. 

From and including each Thursday to 
and including the following 
Wednesday for the 2008 Series A 
Bonds. 

Any Business Day; by written or Any Business Day; by written notice 
telephonic notice, promptly. with to the Tender Agent not later than 
respect to the 2006 Series B 5:00 p.m. on a Business Day at least 
Bonds, or immediately, with seven days prior to the Purchase Date. 
respect to the 2008 Series A 
Bonds, confinncd in writing, to 
the Tender Agent by 10:00 a.m. 
on such Business Day. 

Any Conversion Date; and upon Any Conversion Date; and upon 
delivery, cancellation, delivery, cancellation, sllbstitution, 
substitution, extension. extension, termination or expiration of 
termination or expiration of any any Credit Facility or replacement 
Credit Facility or replacement with Alternate Credit Facility. 
with Altemate Credit Facility. 

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

Not fewer than 15 days (30 days Not fewer than [5 days (30 days 
notice of Conversion to the notice of Conversion to the 
Semi-Annual, A111l\1Il1 or Long Scmi-Anuual, Annual or Long Ternl 
Term Rate) or greater than 45 Ratc) or greater than 45 da}'s. 
days. 

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

So long as DTe or its nominee is the registered 0\\11er of the Bonds, notices of redemption and mandatol)' purchases shall be sent 
to Cede & Co., payments of principal, redemption and purchase price of and interest on the Bonds will be paid through the facilities 
ofDTC and notices of mandatory purchase may be given not less than five days prior to the Purchase Date. See H_ Book-Entry
Only System" below. 
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SEMI-ANNlIAL 

Interest Payment Date Each June 1 and December 1. 

Interest Rate Determination Not later than 2:00 p.m. 011 the Business Day 
Dates preceding the first day of the Semi-Annual 

Rate Period. 

Interest nate Periods Each six-month period from and including 
each June 1 and December 1 to and including 
the day preceding the ncxt Interest Payment 
Date. 

Purchase on Demand of . On any Intercst Payment Date; by written 
Ownerj Required Notice notice to the Tender Agent on any Business 

Day not later than the fifteenth day prior to 
thc Purchasc Date. 

Mandatory Purchase Dates Any Conversion Date; the first Business Day 
after the end of each Semi-Annual Rate 
Period; and upon delivery, cancellation, 
substitution, extension, tenninatioll or 
cxpiration of any Credit Facility or 
replacement with Altcrnate Credit Facility. 

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

Notices of COllversion, Not fewer than 15 days (30 days for notice of 
Redemption and Mandatory Conversion or redemption) or greater than 45 
Purchases' days. 

Manner of Payment Principal or redemption price upon surrender 
of the Bond to the Paying Agent; interest by 
check mailed to the rcgistered owners or, 
upon request of registered O .... 'ller. of 
$1,000,000 or more ofcm individual issue of 
Bonds, in immediately availablc funds; 
purchasc price upon surrender of the Bond to 
the Tender Agent. 
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ANNUAL LONG TERM 

Each June 1 and December 1. Each June 1 and December 1; any 
Conversion Date~ and the effective date 
of any change to a new Long Term Rate 
Period. 

Not later than 12:00 noon 011 the Not later than 12:00 noon on the 
Business Day preceding the first Business Day preceding the first day of 
day of tile Annual Rate Period. the Long Tcnu Rate Period. 

Each period from and including the Each period designated by the Company 
Conversion Datc to the Annual of morc than one year in duration and 
Rate to and including the day which is an integralmultiplc of six 
immediately preceding the second months, from and including the first day 
Intercst Payment Date thereafter of stich peribd (June 1 and December 1) 
and each successive twelve month to and including the day immediately 
period thereafter. preceding the last Interest Payment Date 

for that period. 

On the final Interest Payment Date On the final Interest Payment Date for 
for the Annual Ratc Period; by the Long Teml Rate Period; by written 
written notice to the T euder Agent notice to the Tender Agent on a Business 
on any Business Day not latcr than Day not later than the fifteenth day prior 
the fifteenth day prior to the to the Purchasc Date. 
Purchase Date. 

Any Conversion Date; the first Any Conversion Date; the first Business 
Business Dny after the end of each Day after the end of each Long Tenn 
Annual Rate Period; and upon Rate Period; the effectivc date of a 
delivery, cancellation, substitution, change of Long Term Rate Period; and 
extension, termination or expiration upon delivery, cancellation, substitution, 
of any Credit Facility or extension, termination or expiration of 
replacement with Alternate Credit any Credit Facility or replacement with 
Facility. Altematc Credit Facility. 

Optional at par on the final Interest Optional at timcs and prices dependent 
Payment Datc; Extraordinary on the length ofthe Long Term Rate 
Optional and Mandatory at par, on Period; Extraordinary Optional and 
any Busincss Day. Mandatory at par, on any Business Day. 

Not fcwer than 15 days (30 days Not fewer than 15 days (30 days for 
for notice of COllversion or noticc of Conversion or redemption) or 
redemption) or greater than 45 greater than 45 days. 
days. 

Principal or redemption pricc upon Principal or redcmption pricc lipan 
surrender of the Bond to the Paying surrender of the Bond to the Paying 
Agent; interest by check mailed to Agent; interest by check mailed to thc 
the registered owners or, llpon registered owners or, upon requcstof 
request ofrcgistered owner, of registered owner. of$I,OOO,OOO or lIlore 
$1,000,000 or lIlore of an of an individual issue of Bonds, in 
individual issue of Bonds, in immediately available funds; purchase 
immediately available funds; pricc upon surrender of the Bond to the 
purchasc price upon surrender of Tender Agent. 
the Bond to tile Tender Agent 

So long as DTC or its nominec is the registered owner of the Bonds, notices of redemption and llUUldntory purchases shall be sent 
to Cede & Co., payments ofprincipai, redemption and purchase price of and interest on the Bonds ,viII be paid through the facilities 
ofDTe and notices oftnandatory purchase may Ix: given not less than five days prior to the Purchase Date. See "-Book~Entry~ 
Only System" below. 
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Determination of Interest Rates for Interest Rate Modes 

Dail)! Rate. If the Interest Rate Mode for the Bonds is the Daily Rate, the interest rate on 
the Bonds for any Business Day will be the rate established by the Remarketing Agent no later 
than 9:30 a.m .. (New York City time) on each Business Day as the minimum rate of interest 
necessary, in the judgment of the Remarketing Agent taking into account then Prevailing Market 
Conditions, to enable the Remarketing Agent to sell the Bonds on such Business Day at a price 
equal to the principal amount thereof, plus accrued interest, if any, thereon. For any day which is 
not a Business Day or if the Remarketing Agent does not give notice of a change in the interest 
rate, the interest rate on the Bonds will be the interest rate in effect for the immediately preceding 
Business Day. 

Weeklv Rate. If the Interest Rate Mode for the Bonds is the Weekly Rate, the interest rate 
on the Bonds for a particular Weekly Rate Period will be the rate established by theRemarketing 
Agent no later than 4:00 p.m. (New York City time) on the day preceding such Weekly Rate 
Period or, if such day is not a Business Day, on the next preceding Business Day, as the 
minimum rate of interest necessary, in the judgment of the Remarketing Agent taking into 
account then Prevailing Market Conditions, to enable the Remarketing Agent to sell the Bonds 
on such first day at a price equal to the principal amount thereof, plus accrued interest, if any, 
thereon. 

Flexible Rates alld Flexible Rate Periods. If the Interest Rate Mode for the Bonds is the 
Flexible Rate, the interest rate on a Bond for a specific Flexible Rate Period will be the rate 
established by the Remarketing Agent no later than 12:00 noon (New York City time) on the first 
day ofthat Flexible Rate Period as the minimum rate of interest necessary, in the judgment ofthe 
Remarketing Agent taking into account then Prevailing Market Conditions, to enable the 
Remarketing Agent to sell such Bond on that day at a price equal to the principal amount thereof. 
Each Flexible Rate Period applicable for a Bond will be determined separately by the 
Remarketing Agent on or prior to the first day of such Flexible Rate Period as being the Flexible 
Rate Period permitted under the Indenture which, in the judgment of the Remarketing Agent, 
taking into account then Prevailing Market Conditions, will, with respect to such Bond, 
ultimately produce the lowest overall interest cost on the Bonds while the Interest Rate Mode for 
the Bonds is the Flexible Rate. Each Flexible Rate Period will be from one day to 270 days in 
length and will end on a day preceding a Business Day. If the Remarketing Agent fails to set the 
length of a Flexible Rate Period for any Bond, a new Flexible Rate Period lasting to, but not 
including, the next Business Day (or until the earlier Conversion or maturity of the Bonds) will 
be established automatically in accordance with the Indenture. 

Semi-Annual Rate. lfthe Interest Rate Mode for the Bonds is the Semi-Annual Rate, the 
interest rate on the Bonds for a particular Semi-Annual Rate Period will be the rate established 
by the Remarketing Agent no later than 2:00 p.m. (New York City time) on the Business Day 
immediately preceding the first day of such Semi-Annual Rate Period as the minimum rate of 
interest necessary, in the judgment of the Remarketing Agent taking into account then Prevailing 
Market Conditions, to enable the Remarketing Agent to sell the Bonds on such first day at a price 
equal to the principal amount thereof. 
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Annual Rate. If the Interest Rate Mode for the Bonds is the Annual Rate, the interest rate 
on the Bonds for a patticular Annual Rate Period will be the rate of interest established by the 
Remarketing Agent no later than 12:00 noon (New York City time) on the Business Day 
preceding the first day of such Annual Rate Period as the minimum rate of interest necessary, in 
the judgment of the Remarketing Agent taking into account then Prevailing Market Conditions, 
to enable the Remarketing Agent to sell the Bonds on such first day at a price equal to the 
principal amount thereof. 

Dutch Auction Rate. With respect to the 2006 Series B Bonds, if the Interest Rate Mode 
for the Bonds is the Auction Rate, the interest rate on the Bonds for a particular Auction Rate 
Period will be the rate established in accordance with the procedures set f011h in the Indenture. 

Long Term Rates and Long Term Rate Periods. If the Interest Rate Mode for the Bonds 
is the Long Term Rate, the interest rate on the Bonds for a pat1icular Long Term Rate Period will 
be the rate established by the Remarketing Agent no later than 12:00 noon (New York City time) 
on the Business Day preceding the first day of such Long Term Rate Period as the minimum rate 
of interest necessary, in the judgment of the Remarketing Agent taking into account then 
Prevailing Market Conditions, to enable the Remarketing Agent to sell the Bonds on such first 
day at a price equal to the principal amount thereof. The Company will establish the duration of 
the Long Term Rate Period at the time that it directs the Conversion of the Interest Rate Mode to 
the Long Term Rate, and thereafter each successive Long Term Rate Period will be the same as 
the Long Term Rate Period so established by the Company until a different Long Term Rate 
Period is specified by the Company in accordance with the Indenture (in which case the duration 
of that Long Term Rate Period will control succeeding Long Term Rate Periods), subject in all 
cases to the occurrence of a Conversion Date or the maturity of the Bonds. Each Long Term 
Rate Period will be more than one year in duration, will be for a period which is an integral 
multiple of six months and will end on the day next preceding an Interest Payment Date; 
provided that if a Long Term Rate Period commences on a date other than a June I or 
December 1, such Long Term Rate Period may be for a period which is not an integral multiple 
of six months but will be of a duration as close as possible to (but not in excess of) such Long 
Term Rate Period established by the Company and will terminate on a day preceding an Interest 
Payment Date, and each successive Long Term Rate Period thereafter will be for the full period 
established by the Company until a different Long Term Rate Period is specified by the 
Company in accordance with the Indenture or until the occurrence of a Conversion Date or the 
maturity of the Bonds; provided further that no Long Term Rate Period will extend beyond the 
final maturity date of the Bonds. 

Change o(Long Term Rate Period. The Company may change fi'Om one Long Term 
Rate Period to another Long Term Rate Period on any Business Day on which the Bonds are 
subject to optional redemption as described under "- Redemptions - Optional Redemption" 
below upon notice from the Bond Registrar to the owners of Bonds as described below. With 
any notice of such change, the Company must also deliver an opinion 'of Bond Counsel stating 
that such change is authorized or permitted by the Act and is authorized by the Indenture and 
will not adversely affect the exclusion from gross income of interest on the Bonds for federal 
income tax purposes. Notwithstanding the foregoing, the Long Term Rate Period will not be 
changed to a new Long Tetro Rate Period if (A) the Remarketing Agent has not determined the 
interest rate for the new Long Term Rate Period in accordance with the terms of the Indenture or 
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(B) the Bond Registrar receives written notice fi'om Bond Counsel prior to the effective date of 
the change to the effect that the opinion of such Bond Counsel required under the Indenture has 
been rescinded. Upon the occurrence of any of the events described in the preceding sentence, 
the Bonds will bear interest at the Weekly Rate commencing on the date which would have been 
the effective date of the proposed change of Long Term Rate Period, subject to the provisions 
described under "- Conversion of Interest Rate Modes - Cancellation of Conversion of 
Interest Rate Mode" below. 

Notice to Owners of Change of Long Term Rate Period. The Bond Registrar will notifY 
each registered owner of the change of Long Term Rate Period by first class mail at least 30 days 
in the case of a change in the Long Term Rate Period but not more than 45 days before each 
effective date of a change in the Long Term Rate Period. The notice will state those matters 
required to be set forth therein under the Indenture. 

Failure to Determine Rate. If for any reason the interest rate for a Bond is not 
determined by the Remarketing Agent, except as described above under "- Change of Long 
Term Rate Period" and below under "- Conversion of Interest Rate Modes - Cancellation of 
Conversion of Interest Rate Mode," the interest rate for such Bond for the next succeeding 
interest rate period will be the interest rate in effect for such Bond for the preceding interest rate 
period and, pursuant to the terms of the Indenture, there will be no change in the then applicable 
Long Term Rate Period or any Conversion from the then applicable Interest Rate Mode. 
Notwithstanding the foregoing, if for any reason the interest rate for a Bond bearing interest at a 
Flexible Rate is not determined by the Remarketing Agent, the interest rate for such Bond for the 
next succeeding Interest Period will be equal to The Bond Market Association Municipal Swap 
IndexH ! (the "Municipal Index") as defined in the Indenture, and the Interest Period for such 
Bond will extend through the day preceding the next Business Day, until the Trustee is notified 
of a new Flexible Rate and Flexible Rate Period determined for such Bond by the Remarketing 
Agent. 

COllversion ofInterest Rate Modes 

Method of Conversion. The Interest Rate Mode for the Bonds is subject to Conversion 
from time to time, in whole but not in part, on the dates specified below under "- Limitations 
on Conversion," at the option of the Company, upon notice fi'om the Bond Registrar to the 
registered owners of the Bonds, as described below. With any notice of Conversion, the 
Company must also deliver to the Bond Registrar and the Credit Facility Issuer an opinion of 
Bond Counsel stating that such Conversion is authorized or permitted by the Act and is 
authorized by the Indenture and will not adversely affect the exclusion from gross income of 
interest on the Bonds for federal income tax purposes, other than a Conversion from the Daily 
Rate Period to the Weekly Rate Period or from the Weekly Rate Period to the Daily Rate Period. 
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Conditions Precedent to Conversions. The following conditions are applicable to 
Conversions of the Bonds: 

(a) any Credit Facility to be held by the Trustee after the Conversion Date 
must be sufficient to cover the principal of and accrued interest on the outstanding Bonds 
for the maximum Interest Period permitted for that patticular Interest Rate Mode plus 10 
days at the maximum interest rate, and if a Credit Facility is to be held by the Trustee 
aftel' the Conversion of the Bonds to a Long Term Rate Period, that Credit Facility must 
also extend for the entire Long Term Rate Period plus 10 days at the maximum interest 
rate; and 

(b) if a Credit Facility is then in effect and the purchase price of the Bonds 
under the Indenture includes any premium, the Trustee will be entitled to draw on that 
Credit Facility in an aggregate amount sufficient to pay the applicable purchase price 
(including such premium) or, in the alternative, available moneys will be available in the 
necessaty amount and are applied to the payment of such premium. 

Limitations on Conversion. Any Conversion of the Interest Rate Mode for the Bonds 
must be in compliance with the following conditions: (i) the Conversion Date must be a date on 
which the Bonds are subject to optional redemption (see "- Redemptions - Optional 
Redemption" below); provided that any Conversion from the Daily Rate Period to a Weekly Rate 
Period or fi'om the Weekly Rate Period to the Daily Rate Period must be on a Friday, with 
respect to the 2006 Series B Bonds, or Thursday, with respect to the 2008 Series A Bonds, and, 
with respect to the 2006 Series B Bonds, if the Conversion is to or from a Dutch Auction Rate 
Period, the Conversion Date must be the last Interest Payment Date in respect of that Dutch 
Auction Rate Period; (ii) if the proposed Conversion Date would not be an Interest Payment Date 
but for the Conversion, the Conversion Date must be a Business Day; (iii) if the Conversion is 
from the Flexible Rate, (a) the Conversion Date may be no earlier than the latest Interest 
Payment Date established prior to the giving of notice to the Remarketing Agent of such 
proposed Conversion and (b) no further Interest Payment Date may be established while the 
Interest Rate Mode is then the Flexible Rate if such Interest Payment Date would occur after the 
effective date of that Conversion; and (iv) after a determination is made requiring mandatory 
redemption of all Bonds pursuant to the Indenture (see "- Redemptions" below), no change in 
the Interest Rate Mode may be made prior to such mandatory redemption. 

Notice to Owners of Conversion orlnterest Rate Mode. The Bond Registrar will notifY 
each registered owner of the Conversion by first class mail at least 15 days (30 days in the case 
of Conversion from or to the Semi-Annual Rate, the Annual Rate, a Long Term Rate or, with 
respect to the 2006 Series B Bonds, a Dutch Auction Rate) but not more than 45 days before the 
Conversion Date. The notice will state those matters required to be set forth therein under the 
Indenture. 

Cancellation or Conversion orlntel'est Rate Mode. Notwithstanding the foregoing, no 
Conversion will occur if (i) the Remarketing Agent has not determined the initial interest rate for 
the new Interest Rate Mode in accordance with the terms of the Indenture, (ii) the Bonds that are 
to be purchased are not remarketed or sold by the Remarketing Agent or (iii) the Bond Registrar 
receives written notice from Bond Counsel prior to the opening of business on the effective date 

18 



Attachment to Response to KU AG-1 Question No. 217 
Page 22 of 175 

Arbough 

of Conversion to the effect that the opinion of such Bond Counsel required under the Indenture 
has been rescinded. If such Conversion fails to occur, such Bonds will automatically be 
converted to the Weekly Rate (with the first period adjusted in length so that the last day of such 
period will be a Wednesday) at the rate determined by the Remarketing Agent on the failed 
Conversion Date or, with respect to the 2006 Series B Bonds that bear interest at a Dutch 
Auction Rate, such Bonds will remain in such Interest Rate Mode; provided, that there must be 
delivered to the Issuer, the Trustee, the Bond Registrar, the Tender Agent, the Company, the 
Credit Facility Issuer and the Remarketing Agent an opinion of Bond Counsel to the effect that 
determining the interest rate to be borne by the Bonds at a Weekly Rate is authorized or 
permitted by the Act and is authorized under the Indenture and will not adversely affect the 
exclusion fi'om gross income of interest on the Bonds for federal income tax purposes. If such 
opinion is not delivered on the failed Conversion Date, the Bonds will bear interest for a Rate 
Period of the same type and of substantially the same length as the Rate Period in effect prior to 
the failed Conversion Date at a rate of interest determined by the Remarketing Agent on the 
failed Conversion Date (or if shorter, the Rate Period ending on the day before the maturity date, 
with respect to the 2006 Series B Bonds); provided that if the Bonds then bear interest at the 
Long Term Rate, and if such opinion is not delivered on the date which would have been the 
effective date of a new Long Term Rate Period, the Bonds will bear interest at the Annual Rate, 
commencing on such date, at an Annual Rate determined by the Remarketing Agent on such 
date. If the proposed Conversion of Bonds fails as described herein, any mandatory purchase of 
such Bonds will remain effective. 

Purchases of Bonds on Demand of Owner 

If the Bonds are in the book-entry-only system, demands for purchase may be made by 
Beneficial Owners only through such Beneficial Owner's Direct Participant (as defined under the 
caption "- Book-Entry-Only System" below). If the Bonds are in certificated form, demands 
for purchase may be made only by registered owners. When the Interest Rate Mode is the Dutch 
Auction Rate, the Bonds are not subject to purchase on demand of the owners thereof. 

Dailv Rate. If the Interest Rate Mode for the Bonds is the Daily Rate, any Bond will be 
purchased on the demand of the registered owner thereof on any Business Day during a Daily 
Rate Period at a purchase price equal to the principal amount thereof plus accrued interest, if any, 
to the Purchase Date upon written notice or telephonic notice (to be immediately confirmed in 
writing) to the Tender Agent at its principal office not later thatl 10:00 a.m. (New York City 
time) on such Business Day. 

Weeklv Rate. If the Interest Rate Mode for the Bonds is the Weekly Rate, any Bond will 
be purchased on the demand of the registered owner thereof on any Business Day during a 
Weekly Rate Period at a purchase price equal to the principal amount thereof plus accrued 
interest, if any, to the Purchase Date upon written notice to the Tender Agent at its principal 
office at 01' before 5 :00 p.m. (New York City time) on a Business Day not latel' than the seventh 
day prior to the Purchase Date. 
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Semi-Annual Rate. Ifthe Interest Rate Mode for the Bonds is the Semi-Annual Rate, any 
Bond will be purchased on the demand of the registered owner thereof on any Interest Payment 
Date for a Semi-Annual Rate Period at a purchase price equal to the principal amount thereof 
upon written notice to the Tender Agent at its principal office on a Business Day not later than 
the fifteenth day prior to such Purchase Date. 

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

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

Limitations on Purchases on Demand of Owner. Notwithstanding the foregoing, there 
will be no purchase of (a) a pOltion of any Bond unless the portion to be purchased and the 
pOltion to be retained each will be in an authorized denomination or (b) any Bond upon the 
demand of the registered owner if an Event of Default under the Indenture with respect to the 
payment of principal of, interest on, or purchase price of, the Bonds has occurred and is 
continuing. Also, if the Interest Rate Mode for the Bonds is the Flexible Rate, the Bonds will not 
be subject to purchase on the demand of the registered owners thereof, but each Bond will be 
subject to mandatory purchase on each Conversion Date and on the Interest Payment Date with 
respect to such Bond, as described below under the caption "-Mandatory Purchases of Bonds." 

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

Mandatory Purchases of Bonds 

Mandator!' Purchase on Conversion Dates 01' Change by the Companv in Long Term 
Rate Period. The Bonds will be subject to mandatory purchase at a purchase price equal to the 
principal amount thereof, plus accrued interest, if any, to the Purchase Date, plus, if the Interest 
Rate Mode is the Long Term Rate, the redemption premium, if any, which would be payable as 
described under "- Redemptions - Optional Redemption" below, if the Bonds were redeemed 
(A) on the Purchase Date, (B) on each Conversion Date and (C) on the effective date of any 
change by the Company of the Long Term Rate Period. Such tender and purchase will be 
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required even if the change in Long Term Rate Period or the Conversion is canceled pursuant to 
the Indenture. 

Mandator!, Purchase on Each Interest Payment Date fOr Flexible Rate Period. 
Whenever the Interest Rate Mode for the Bonds is the Flexible Rate, each Bond will be subject 
to mandatory purchase at a purchase price equal to the principal amount thereof, without 
premium, plus accrued interest, if any, to the Purchase Date, on each Interest Payment Date that 
interest on such Bond is payable at an interest rate determined for the Flexible Rate. Owners of 
Bonds will receive no notice of such mandatory purchase. 

Mandator!, Purchase on Da)! after End oUhe Semi-Annual Rate Period. the Annual Rate 
Period or the Long Tenll Rate Period Whenever the Interest Rate Mode for the Bonds is the 
Semi-Annual Rate, the Annual Rate or the Long Term Rate, such Bonds will be subject to 
mandatory purchase on the Business Day following the end of each Semi-Annual Rate Period, 
Annual Rate Period or Long Term Rate Period, as the case may be, for such Bond at a purchase 
price equal to the principal amount thereof plus accrued interest, if any, to such date. 

MandatOlY Purchase lipan Delivel,'. Cancellation. Substitution. Extension. Termination 
or Expiration orAnl' Credit Facility or Replacement with an Alternate Credit Faeilitl'. If, at the 
option of the Company, a Credit Facility (other than the initial Letter of Credit) is delivered with 
respect to the Bonds subsequent to the Reoffering Date, the Bonds will be subject to mandatory 
tender for purchase at a purchase price equal to 100% of the principal amount thereof, plus 
accrued interest, if any, to the Purchase Date on the date ofthe delivery of the Credit Facility. In 
addition, if the Bonds are secured by a Credit Facility, the Bonds will be subject to mandatory 
tender for purchase at a purchase price equal to 100% of the principal amount thereof, plus 
accrued interest, if any, (A) on the Interest Payment Date at least five days prior to the date ofthe 
cancellation of or the expiration of the term of the then current Credit Facility and (B) on the 
Interest Payment Date on which a Credit Facility is replaced with an Alternate Credit Facility. 

Notice to Owners orMandatol), Purchases. Notice to owners of a mandatory purchase of 
Bonds (except for mandatory purchase on each Interest Payment Date for Flexible Rate Periods) 
will be given by the Bond Registrar, by first class mail at least 15 days but not more than 45 days 
before the Purchase Date; provided, however, as an alternative to the foregoing, if DTC or its 
nominee is the registered owner of the Bonds, notice may be given to DTC not less than five 
days before the Purchase Date. The notice of mandatory purchase will state those matters 
required to be set forth therein under the Indenture. No notice of mandatory purchase will be 
given in connection with a mandatory purchase on an Interest Payment Date for a Flexible Rate 
Period. 

Remarketing and Purchase of Bonds 

The Indenture provides that, subject to the terms of a Remarketing Agreement with the 
Company, the Remarketing Agent will use its reasonable best efforts to offer for sale Bonds 
purchased upon demand of the owners thereof and, unless otherwise instructed by the Company 
and with the consent of any Credit Facility Issuer, upon mandatory purchase, provided that 
Bonds will not be remarketed upon the occurrence and continuance of certain Events of Default 
under the Indenture, except in the sole discretion of the Remarketing Agent. Each such sale will 
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be at a price equal to the principal amount thereof, plus interest accrued to the date of sale. The 
Remarketing Agent, the Trustee, the Paying Agent, the Bond Registrar or the Tender Agent each 
may purchase any Bonds offered for sale for its own account. 

On each date Bonds are to be purchased pursuant to optional or mandatory pm-chase 
under the Indenture, such Bonds will be purchased from the following som-ces in the order of 
priority indicated, provided that funds derived fi'om clause (c) may not be combined with the 
funds derived from clauses (a) or (b) to purchase any Bonds: 

(a) proceeds of the remarketing of such Bonds to persons other than the 
Company, its affiliates or the Issuer and ihrnished to the Tender Agent by the 
Remarketing Agent and deposited directly into, and held in, the Remarketing Proceeds 
Subaccount of the Purchase Fund established with the Tender Agent under the Indenture; 

(b) proceeds of the Credit Facility, if any, furnished by the Trustee, as Tender 
Agent, and deposited by the Tender Agent directly into, and held in, the Credit Facility 
Subaccount of the Purchase Fund; and 

(c) moneys paid by the Company (including the proceeds of the remarketing 
of the Bonds to the Company, its affiliates or the Issuer) to pay the purchase price to the 
Tender Agent. 

If there is no Credit Facility in operation to secm-e the Bonds, any Bonds will be 
purchased with any moneys made available by the Company, including proceeds from the 
remarketing of the Bonds. 

Payment of Purchase Price 

When a book-entry-only system is not in effect, payment of the pm-chase price of any 
Bond will be payable (and delivery of a replacement Bond in exchange for the portion of any 
Bond not purchased if such Bond is purchased in patt will be made) on the Purchase Date upon 
delivery of such Bond to the Tender Agent on such Purchase Date; provided that such Bond must 
be delivered to the Tender Agent: (i) at or prior to 12:00 noon (New York City time), in the case 
of Bonds delivered for purchase during a Weekly Rate Period or Flexible Rate Period, (ii) at or 
prior to 1:00 p.m. (New York City time), in the case of Bonds delivered for purchase during a 
Daily Rate Period or (iii) at or prior to 11:00 a.m. (New York City time), in the case of Bonds 
delivered for purchase during a Semi-Annual Rate Period, Annual Rate Period or Long Term 
Rate Period. If the date of such purchase is not a Business Day, the purchase price will be 
payable on the next succeeding Business Day. 

Any Bond delivered for payment of the purchase price must be accompanied by an 
instrument of transfer thereof in form satisfactory to the Tender Agent executed in blank by the 
registered owner thereof and with all signatures guaranteed. The Tender Agent may refuse to 
accept delivery of any Bond for which an instrument of transfer satisfactory to it has not been 
provided and has no obligation to pay the purchase price of such Bond until a satisfactory 
instrument is delivered. 
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If the registered owner of any Bond (or portion thereof) that is subject to purchase 
pursuant to the Indenture fails to deliver such Bond with an appropriate instrument of transfer to 
the Tender Agent for purchase on the Purchase Date, and if the Tender Agent is in receipt ofthe 
ptlrchase price therefor, such Bond (or pOliion thereof) nevertheless will be deemed purchased 
on the Purchase Date thereof. Any owner who so fails to deliver such Bond for purchase on (or 
before) the Purchase Date will have no fUliher rights thereunder, except the right to receive the 
purchase price thereof from those moneys deposited with the Tender Agent in the Purchase Fund 
pursuant to the Indenture upon presentation and surrender of such Bond to the Tender Agent 
properly endorsed for transfer in blank with all signatures guaranteed. 

When a book-entry-only system is in effect, the requirement for physical de livelY of the 
Bonds will be deemed satisfied when the ownership rights in the Bonds are transferred by Direct 
Participants on the records ofDTC to the participant aCCotlllt of the Tender Agent. 

Redemptions 

Optional Redemption. 

(i) Whenever the Interest Rate Mode for the Bonds is the Daily Rate or the 
Weekly Rate, the Bonds will be subject to redemption at the option of the Issuer, upon 
the writtell direction of the Company, in whole or in part, at a redemption price of 100% 
of the principal amount thereof, plus interest accrued, if any, to the redemption date, on 
any Business Day. 

(ii) Whenever the Interest Rate Mode for a Bond is the Flexible Rate, such 
Bond will be subject to redemption at the option of the Issuer, upon the written direction 
of the Company, in whole or in part, at a redemption price of 100% of the principal 
amount thereof, plus accrued interest, if any, to the redemption date with respect to the 
2008 Series A Bonds, on any Interest Payment Date for that Bond. 

(iii) Whenever the Interest Rate Mode for the Bonds is the Semi-Annual Rate, 
the Bonds will be subject to redemption at the option of the Issuer, upon the written 
direction of the Company, in whole or in pati, at a redemption price of 100% of the 
principal amount thereof on any Interest Payment Date for each Semi-Annual Rate 
Period. 

(iv) Whenever the Interest Rate Mode for the Bonds is the Annual Rate, the 
Bonds will be subject to redemption at the option ofthe Issuer, upon the written direction 
of the Company, in whole or in pati, at a redemption price of 100% of the principal 
amount thereof on the final Interest Payment Date for each Annual Rate Period. 

(v) With respect to the 2006 Series B Bonds, whenever the Interest Rate 
Mode for the Bonds is the Dutch Auction Rate, the Bonds will be subject to redemption 
at the option of the Issuer, upon the written direction of the Company, in whole or in part, 
on the Business Day immediately succeeding any auction date at a redemption price of 
100% of the principal amount thereof, together with accrued interest to the redemption 
date. 
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(vi) Whenever the Interest Rate Mode for the Bonds is the Long Term Rate, 
the Bonds will be subject to redemption at the option of the Issuer, upon the written 
direction of the Company, in whole or in pmt, (A) on the final Interest Payment Date for 
the then current Long Term Rate Period at a redemption price of 100% of the principal 
amount thereof and (B) prior to the end of the then current Long Term Rate Period at any 
time during the redemption periods and at the redemption prices set forth below, plus in 
each case interest accrued, if any, to the redemption date: 

Original 
Length of Current 
Long Term Rate 
Period (Years) 

2006 Series B Bonds: 

More than or equal to 11 
years 

Less than 11 years 

2008 Series A Bonds: 

More than or equal to 10 
years 

Less than 10 years 

Commencement of 
Redemption Period 

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

Non-callable 

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

Non-callable 

Redemption Price as 
Percentage of Principal 

100% 

Non-callable 

100% 

Non-callable 

Subject to certain conditions, including provision of an opinion of Bond Counsel that a change in 
the redemption provisions of the Bonds will not adversely affect the exclusion from gross 
income of interest on the Bonds for federal income tax purposes, the redemption periods and 
redemption prices may be revised, effective as of the Conversion Date, the date of a change in 
the Long Term Rate Period or a Purchase Date on the final Interest Payment Date during a Long 
Term Rate Period, to reflect Prevailing Market Conditions on such date as determined by the 
Remarketing Agent in its judgment. Any such revision of the redemption periods and 
redemption prices will not be considered an amendment or a supplement to the Indenture and 
will not require the consent of any Bondholder or any other person or entity. 
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Extraordinary Optional Redemption in Whole. The Bonds may be redeemed by the 
Issuer in whole at any time at 100% of the principal amount thereof plus accrued interest to the 
redemption date upon the exercise by the Company of an option under the Loan Agreement to 
prepay the loan if any of the following events occurs within 180 days preceding the giving of 
written notice by the Company to the Tmstee of such election: 

(i) if in the judgment of the Company, unreasonable burdens or excessive 
liabilities have been imposed upon the Company after the issuance of the Bonds with 
respect to the Project or the operation thereof, including without limitation federal, state 
or other ad valorem prope11y, income 01' other taxes not imposed on the date of the Loan 
Agreement, other than ad valorem taxes levied upon privately owned prope11y used for 
the same general purpose as the Project; 

(ii) if the Project 01' a portion thereof or other property of the Company in 
connection with which the Project is used has been damaged or destroyed to such an 
extent so as, in the judgment of the Company, to render the Project or such other property 
of the Company in connection with which the Project is used unsatisfactory to the 
Company for its intended use, and such condition continues for a period of six months; 

(iii) there has occurred condemnation of all 01' substantially all of the Project 01' 

the taking by eminent domain of such use 01' control of the Project 01' other property of 
the Company in connection with which the Project is used so as, in the judgment of the 
Company, to render the Project or such other property of the Company unsatisfactory to 
the Company for its intended lise; 

(iv) in the event changes, which the Company cannot reasonably control, in 
the economic availability of materials, supplies, labor, equipment or other properties 01' 

things necessary for the efficient operation of the generating station where the Project is 
located have occurred, which, in the judgment of the Company, render the continued 
operation of such generating station or any generating unit at such station uneconomical; 
or changes in circumstances after the issuance of the Bonds, including but not limited to 
changes in solid waste abatement, control and disposal requirements, have occurred such 
that the Company determines that use of the Project is no longer required or desirable; 

(v) the Loan Agreement has become void or unenforceable or impossible of 
performance by reason of any changes in the Constitution of the Commonwealth of 
Kentucky or the Constitution of the United States of America or by reason of legislative 
or administrative action (whether state or federal) or any final decree, judgment or order 
of any court 01' administrative body, whether state or federal; 01' 

(vi) a final order or decree of any cOUl1 or administrative body after the 
issuance of the Bonds requires the Company to cease a substantial part of its operation at 
the generating station where the Project is located to such extent that the Company will 
be prevented from canying on its normal operations at such generating station for a 
period of six months. 
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Rytraordinal11 Optional Redemption in Whole 01' in Part. The Bonds are also subject to 
redemption in whole or in patt at 100% of the principal amount thereof plus accrued interest to 
the redemption date at the option of the Company in an amount not to exceed the net proceeds 
received from insurance or any condemnation award received by the Issuer or the Company in 
the event of damage, dest1'llction or condemnation of all or a portion of the Project, subject to 
receipt of an opinion of Bond Counsel that such redemption will not adversely affect the 
exclusion of interest on any of the Bonds from gross income for federal income tax purposes, 
and such net proceeds must be applied to reimburse the Credit Facility Issuer for drawings under 
the Credit Facility to redeem the Bonds. See "Summary of the Loan Agreement -
Maintenance; Damage, Destruction and Condemnation." Such redemption may occur at any 
time, provided that if such event occurs while the Interest Rate Mode for the Bonds is the 
Flexible Rate or Semi-Annual Rate, such redemption must occur on a date on which the Bonds 
are otherwise subject to optional redemption as described above. 

MandatoJ)' Redemption; Determination of Taxabilitv. The Bonds are required to be 
redeemed by the Issuer, in whole, or in such part as described below, at a redemption price equal 
to 100% of the principal amount thereof, without redemption premium, plus accrued interest, if 
any, to the redemption date, within 180 days following a "Determination ofTaxability." As used 
herein, a "Determination of Taxability" means the receipt by the Trustee of written notice from a 
current or fonner registered owner of a Bond or from the Company or the Issuer of (i) the 
issuance of a published or private ruling or a technical advice memorandum by the Internal 
Revenue Service in which the Company participated or has been given the opportunity to 
participate, and which ruling or memorandllm the Company, in its discretion, does not contest or 
from which no further right of administrative or judicial review or appeal exists, or (ii) a final 
determination fi'om which no further right of appeal exists of any court of competent jurisdiction 
in the United States in a proceeding in which the Company has participated or has been a party, 
or has been given the opportunity to participate or be a patty, in each case, to the effect that as a 
result of a failure by the Company to perform or observe any covenant 01' agreement 01' the 
inaccuracy of any representation contained in the Loan Agreement or any other agreement 01' 

certificate delivered in connection with the Bonds, the interest on the Bonds is included in the 
gross income of the owners thereof for federal income tax purposes, other than with respect to a 
person who is a "substantial user" 01' a "related person" of a substantial user of the Project within 
the meaning of the Section 147 of Internal Revenue Code of 1986, as amended (the "Code"); 
provided, however, that no such Determination of Taxability shall be considered to exist as a 
result of the Trustee receiving notice from a current or former registered owner of a Bond or 
from the Issuer unless (i) the Issuer or the registered owner or former registered owner of the 
Bond involved in such proceeding 01' action (A) gives the Company and the Trustee prompt 
notice of the commencement thereof, and (B) (if the Company agrees to pay all expenses in 
connection therewith) offers the Company the oppOltunity to control unconditionally the defense 
thereof, and (ii) either (A) the Company does not agree within 30 days of receipt of such offer to 
pay such expenses and liabilities and to control such defense, or (B) the Company sliall exhaust 
or choose not to exhaust all available proceedings for the contest, review, appeal 01' rehearing of 
such decree, judgment or action which the Company determines to be appropriate. No 
Determination of Taxability described above will result from the inclusion of interest on any 
Bond in the computation of minimum or indirect taxes. All of the Bonds are required to be 
redeemed upon a Determination ofTaxability as described above unless, in the opinion of Bond 
Counsel, redemption of a portion of such Bonds would have the result that interest payable on 
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the remaining Bonds outstanding after the redemption would not be so included in any such 
gross income. 

In the event any of the Issuer, the Company or the Trustee has been put on notice or 
becomes aware of the existence or pendency of any inquiry, audit or other proceedings relating 
to the Bonds being conducted by the Internal Revenue Service, the pat1y so put on notice is 
required to give immediate written notice to the other parties of such matters. Promptly upon 
learning of the occurrence of a Determination of Taxability (whether or not the same is being 
contested), or any of the events described above, the Company is required to give notice thereof 
to the Trustee and the Issuer. 

If the Internal Revenue Service or a comt of competent jurisdiction determines that the 
interest paid or to be paid on any Bond (except to a "substantial user" of the Project or a "related 
person" within the meaning of Section 147(a) of the Code) is or was includable in the gross 
income of the recipient for federal income tax purposes for reasons other than as a result of a 
failure by the Company to perform or observe any of its covenants, agreements or 
representations in the Loan Agreement or any other agreement or certificate delivered in 
connection therewith, the Bonds are not subject to redemption. In such circumstances, 
Bondholders would continue to hold their Bonds, receiving principal and interest at the 
applicable rate as and when due, but would be required to include such interest payments in 
gross income for federal income tax purposes. Also, if the lien of the Indenture is discharged or 
defeased prior to the occurrence of a final Determination of Taxability, Bonds will, not be 
redeemed as described herein. 

General Redemption Terms. So long as a Credit Facility is in effect in respect of the 
Bonds, the redemption price (including accrued interest) will be paid fi'om drawings under such 
Credit Facility or from moneys which otherwise constitute Available Moneys under the 
Indenture. Notice of redemption will be given by mailing a redemption notice conforming to the 
provisions and requirements of the Indenture by first class mail to the registered owners of the 
Bonds to be redeemed not less than 30 days (15 days if the Interest Rate Mode for the Bonds is 
the Flexible Rate, Daily Rate, Weekly Rate or, with respect to the 2006 Series B Bonds, the 
Dutch Auction Rate) but not more than 45 days prior to the redemption date. 

Any notice mailed as provided in the Indenture will be conclusively presumed to have 
been given, irrespective of whether the owner receives the notice. Failure to give any such 
notice by mailing or any defect therein in respect of any Bond will not affect the validity of any 
proceedings for the redemption of any other Bond. No further interest will accrue on the 
principal of any Bond called for redemption after the redemption date if funds sufficient for such 
redemption have been deposited with the Paying Agent as of the redemption date. If the 
provisions for discharging the Indenture set f011h below under the caption, "Summary of the 
Indenture - Discharge of Indenture" have not been comp lied with, any redemption notice will 
state that it is conditional on there being sufficient moneys to pay the filii redemption price for 
the Bonds to be redeemed. So long as the Bonds are held in book-ently-only form, all 
redemption notices will be sent only to Cede & Co. 
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Portions of the following information concerning DTC and DTC's book entry only system 
have been obtained /i'01ll DTC. The Issllel~ the Company and the Remarketing Agent make no 
representation as to the accuracy of slich information. 

Initially, DTC will act as securities depository for the Bonds and the Bonds initially will 
be issued solely in book-entry-only form to be held under DTC's book-entry-only system, 
registered in the name of Cede & Co. (DTC's pattnership nominee). One fully registered bond 
in the aggregate principal amount of the Bonds will be deposited with DTC. 

DTC, the world's largest depository, is a limited-purpose trust company organized ttnder 
the New York Banking Law, a "banking organization" within the meaning of the New York 
Banking Law, a member of the Federal Reserve System, a "clearing corporation" within the 
meaning of the New York Uniform Commercial Code, and a "clearing agency" registered 
pursuant to the provisions of Section 17 A of the Securities Exchange Act of 1934 (the 
"Exchange Act"). DTC holds and provides asset servicing for over 2.2 million issues of U.S. 
and non-U.S. equity, corporate and municipal debt issues, and money market instruments from 
over 100 countries that DTC's pmticipants ("Direct Participants") deposit with DTC. DTC also 
facilitates the post-trade settlement among Direct Palticipants of sales and other securities 
transactions in deposited securities, through electronic computerized book-entry transfers and 
pledges between Direct Pmticipants' accounts. This eliminates the need for physical movement 
of securities celtificates. Direct Pmticipants include both U.S. and non-U.S. securities brokers 
and dealers, banks, trust companies, clearing corporations, and certain other organizations. DTC 
is a wholly-owned subsidiary of The Depository Trust & Clearing Corporation ("DTCC"). 
DTCC, in turn, is owned by a number of Direct Palticipants of DTC and Members of the 
National Securities Clearing Corporation, Fixed Income Clearing Corporation, and Emerging 
Markets Clearing Corporation (NSCC, FICC and EMCC, also subsidiaries ofDTCC), as well as 
by the New York Stock Exchange, Inc., the American Stock Exchange LLC and the National 
Association of Securities Dealers, Inc. Access to the DTC system is also available to others such 
as both U.S. and non-U.S. securities brokers and dealers, banks, trust companies, and clearing 
corporations that clear through or maintain a custodial relationship with a Direct Participant, 
either directly or indirectly ("Indirect Participants" and, together with "Direct Participants," 
"Participants"). DTC has Standard & Poor's highest rating: AAA. The DTC Rules applicable 
to its Participants are on file with the SEC. More information about DTC can be found at 
www.dtcc.com and www.dtc.org. 

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

28 



Attachment to Response to KU AG-1 Question No. 217 
Page 32 of 175 

Arbough 

Beneficial Owners will not receive certificates representing their ownership interests in the 
Bonds, except in the event that use of the book-entry system for the Bonds is discontinued. 

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

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

Redemption notices shall be sent to DTC. If less than all of the Bonds are being 
redeemed, DTC's practice is to determine by lot the amount of the interest of each Direct 
Participant to be redeemed. 

Neither DTC nor Cede & Co. (nor such other DTC nominee) will consent or vote with 
respect to the Bonds unless authorized by a Direct Participant in accordance with DTC's 
Procedures. Under its usual procedures, DTC mails an Omnibus Proxy to the Issuer as soon as 
possible after the record date. The Omnibus Proxy assigns Cede & Co.'s consenting or voting 
rights to those Direct Palticipants to whose accounts the Bonds are credited on the record date 
(identified in a listing attached to the Omnibus Proxy). 

Principal and interest payments on the Bonds will be made to Cede & Co. or such other 
nominee as may be requested by an authorized representative of DTC. DTC's practice is to 
credit Direct Participants' accounts, upon DTC's receipt of funds and corresponding detail 
information from the Issuer or the Trustee on the payable date in accordance with their 
respective holdings shown on DTC's records. Payments by Participants to Beneficial Owners 
will be governed by standing instructions and customary practices, as is the case with securities 
held for the accounts of customers in bearer form or registered in "street name," and will be the 
responsibility of such Participant and not of DTC nor its nominee, the Trustee, the Company or 
the Issuer, subject to any statutory or regulatory requirements as may be in effect from time to 
time. Payment of principal and interest to Cede & Co. (or such other nominee as may be 
requested by an authorized representative of DTC) is the responsibility of the Issuer or the 
Trustee, disbursement of such payments to Direct Participants will be the responsibility of DTC, 
and disbursement of such payments to the Beneficial Owners will be the responsibility of Direct 
and Indirect Participants. 
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A Beneficial Owner shall give notice to elect to have its Bonds purchased or tendered, 
through its Participant, to the Tender Agent, and shall effect delivery of such Bonds by causing 
the Direct Participant to transfer the Participant's interest in the Bonds, on DTC's records, to the 
Tender Agent. The requirement for physical delivery of Bonds in connection with a demand for 
purchase or a mandatory purchase will be deemed satisfied when the ownership rights in the 
Bonds are transferred by Direct Participants on DTC's records and followed by a book-entry 
credit of tendered Bonds to the Tender Agent's DTC account. 

DTC may discontinue providing its selvices as securities depository with respect to the 
Bonds at any time by giving reasonable notice to the Issuer, the Company, the Tender Agent and 
the Trustee, or the Issuer, at the request of the Company, may remove DTC as the securities 
depository for the Bonds. Under such circumstances, in the event that a successor securities 
depository is not obtained, bond certificates are required to be delivered as described in the 
Indenture (see "- Revision of Book Entry Only System; Replacement Bonds" below). The 
Beneficial Owner, upon registration of certificates held in the Beneficial Owner's name, will 
become the registered owner of the Bonds. 

So long as Cede & Co. is the registered owner of the Bonds, as nominee of DTC, 
references herein to the registered owners of the Bonds will mean Cede & Co. and will not mean 
the Beneficial Owners. Under the Indenture, payments made by the Trustee to DTC or its 
nominee will satisfy the Issuer's obligations under the Indenture, the Company's obligations 
under the Loan Agreement, to the extent of the payments so made. Beneficial Owners will not 
be, and will not be considered by the Issuer or the Trustee to be, and will not have any rights as, 
owners of Bonds under the Indenture. 

The Trustee and the Issuer, so long as a book entl·y only system is used for the Bonds, 
will send any notice of redemption or of proposed document amendments requiring consent of 
registered owners and any other notices required by the document (including notices of 
Conversion and mandatory purchase) to be sent to registered owners only to DTC (or any 
successor securities depository) or its nominee. Any failure of DTC to advise any Direct 
Participant, or of any Direct Pmticipant or Indirect Participant to notify the Beneficial Owner, of 
any such notice and its content or effect will not affect the validity of the redemption of the 
Bonds called for redemption, the document amendment, the Conversion, the mandatory purchase 
or any other action premised on that notice. 

The Issuer, the Company, the Trustee and the Remarketing Agent cannot and do not give 
any assurances that DTC will distribute payments on the Bonds made to DTC or its nominee as 
the registered owner or any redemption or other notices, to the Participants, or that the 
Participants or others will distribute such payments or notices to the Beneficial Owners, or that 
they will do so on a timely basis, or that DTC will serve and act in the manner described in this 
Reoffering Circular. 
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THE ISSUER, THE COMPANY, THE REMARKETING AGENT AND THE 
TRUSTEE WILL HAVE NO RESPONSIBILITY OR OBLIGATION TO ANY DIRECT 
PARTICIPANT, INDIRECT PARTICIPANT OR ANY BENEFICIAL OWNER OR ANY 
OTHER PERSON NOT SHOWN ON THE REGISTRATION BOOKS OF THE TRUSTEE AS 
BEING A REGISTERED OWNER WITH RESPECT TO: (1) THE ACCURACY OF ANY 
RECORDS MAINTAINED BY DTC OR ANY DIRECT PARTICIPANT OR INDIRECT 
PARTICIPANT; (2) THE PAYMENT OF ANY AMOUNT DUE BY DTC TO ANY DIRECT 
PARTICIPANT OR BY ANY DIRECT PARTICIPANT OR INDIRECT PARTICIPANT TO 
ANY BENEFICIAL OWNER IN RESPECT OF THE PRINCIPAL AMOUNT OR 
REDEMPTION OR PURCHASE PRICE OF OR INTEREST ON THE BONDS; (3) THE 
DELIVERY OF ANY NOTICE BY DTC TO ANY DIRECT PARTICIPANT OR BY ANY 
DIRECT PARTICIPANT OR INDIRECT PARTICIPANT TO ANY BENEFICIAL OWNER 
WHICH IS REQUIRED OR PERMITTED TO BE GIVEN TO REGISTERED OWNERS 
UNDER THE TERMS OF THE INDENTURE; (4) THE SELECTION OF THE BENEFICIAL 
OWNERS TO RECEIVE PAYMENT IN THE EVENT OF ANY PARTIAL REDEMPTION 
OF THE BONDS; OR (5) ANY CONSENT GIVEN OR OTHER ACTION TAKEN BY DTC 
AS REGISTERED OWNER. 

Revision of Book-Entrv-Only Svstem: Replacement Bonds. In the event that DTC 
determines not to continue as securities depository or is removed by the Issuer, at the direction of 
the Company, as securities depository, the Issuer, at the direction of the Company, may appoint a 
successor securities depository reasonably acceptable to the Tl'lIstee. If the Issuer does not or is 
unable to appoint a successor securities depositOlY, the Issuer will issue and the Tl'lIstee will 
authenticate and deliver fully registered Bonds, in authorized denominations, to the assignees of 
DTC or their nominees. 

In the event that the book-entry-only system is discontinued, the following provisions 
will apply. The Bonds may be issued in denominations of $5,000 and multiples thereof, if the 
Interest Rate Mode is the Semi-Annual Rate, the Annual Rate or the Long Term Rate; in 
denominations of $100,000 and multiples of $5,000 in excess thereof, if the Interest Rate Mode 
is the Flexible Rate; in denominations of $100,000 and multiples thereof, if the Interest Rate 
Mode is the Daily Rate or the Weekly Rate; and with respect to 2006 Series B Bonds, in 
denominations of $25,000 and mUltiples thereof; provided, that, (i) if the Bonds bear interest at 
the Daily Rate or the Weekly Rate, one Bond may be in the denomination of, or include an 
additional, $47,405 and (ii) if the Bonds bear interest at the Semi-Annual Rate, the Annual Rate, 
the Long Term Rate or the Flexible Rate, one Bond may be in the denomination of, or include an 
additional $2,405. Bonds may be transferred or exchanged for an equal total amount of Bonds of 
other authorized denominations upon surrender of such Bonds at the principal office of the Bond 
Registrar, accompanied by a written instl1lment of transfer or authorization for exchange in form 
and with guaranty of signature satisfactory to the Bond Registrar, duly executed by the registered 
owner or the owner's duly authorized attorney. Except as provided in the Indenture, the Bond 
Registrar will not be required to register the transfer or exchange of any Bond during the fifteen 
days before any mailing of a notice of redemption, after such Bond has been called for 
redemption in whole or in part, or after such Bond has been tendered or deemed tendered for 
optional or mandatory purchase as described under "Purchases of Bonds on Demand of Owner" 
and "Mandatory Purchases of Bonds." Registration of transfers and exchanges will be made 
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without charge to the owners of Bonds, except that the Bond Registrar may require any owner 
requesting registration of transfer or exchange to pay any required tax or governmental charge. 

Secnrity; Limitation on Liens 

Payment of the principal of and interest and any premium on the Bonds are secured by an 
assignment by the Issuer to the Trustee of the Issuer's interest in and to the Loan Agreement and 
all payments to be made pursuant thereto (other than certain indemnification and expense 
payments and notification rights). Pursuant to the Loan Agreement, the Company has agreed to 
pay, among other things, amounts sufficient to pay the aggregate principal amount of and 
premium, if any, on the Bonds, together with interest thereon as and when the same become due. 
The Company fmther will agree to make payments of the purchase price of the Bonds tendered 
for purchase to the extent that funds are not otherwise available therefor under the provisions of 
the Indenture. 

The Bonds are unsecured general obligations of the Company, ranking on a parity with 
the Company's obligations tmder the Loan Agreement to make payments 011 the Bonds .. 

In the Loan Agreement, the Company has covenanted that it will not issue, assume or 
guarantee any debt for borrowed money secured by any mortgage, security interest, pledge, or 
lien ("mOltgage") on any of the Company's operating property (as defined below), whether the 
Company owns it at the date hereof or acquires it later, and will not permit to exist any debt for 
borrowed money secured by a mortgage on any such property unless the Company similarly 
secures its obligations under the Loan Agreement to make payments to the Trustee in sufficient 
amounts to pay the principal of, premium, if any, and interest required to be paid on the Bonds. 
This restriction will not apply to: 

• mortgages on any property existing at the time the Company acquires the property 
or at the time the Company acquires the corporation owning the property; 

• purchase money mortgages; 

• specified governmental mOltgages; or 

• any extension, renewal or replacement (or successive extensions, renewals or 
replacements) of any mOltgage referred to in the three clauses listed above, so 
long as the principal amount of indebtedness secured undel' this clause and not 
otherwise authorized by the clauses listed above does not exceed the principal 
amount of indebtedness secured at the time of the extension, renewal or 
replacement. 

In addition, the Company can also issue secured debt so long as the amount of the 
secured debt does not exceed the greater of 10% of net tangible assets or 10% of capitalization. 

The Company will not, so long as any of the Bonds are outstanding, issue, assume, 
guarantee or permit to exist any debt of the Company secured by a mortgage, the creditor of 
which controls, is controlled by or is under common control with, the Company. 
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For purposes ofthis limitation on liens, "operating property" means (i) any interest in real 
property owned by the Company and (ii) any asset owned by the Company that is depreciable in 
accordance with generally accepted accounting principles. 

The Letter of Credit 

The following summarizes certain provisions of the Letter of Credit and the 
Reimbursement Agreement, to which. reference is made for the detailed provisions thereof 
Unless otherwise defined in this ReojJering Circlll{l/~ capitalized terms in the following Slil/1m{l/J' 
are llsed as defined in the Letter of Credit and the Reimbursement Agreement. The Company is 
permitted under the Indenture to deliver an Alternate Credit Facility to replace the related Leiter 
of Credit. Any sllch Alternate Credit Facility 1II11St meet certain requirements described in the 
Indenture. 

The Letter of Credit 

The Letter of Credit will be an irrevocable transferable direct pay letter of credit issued 
by the Bank in order to provide additional security for the payment of principal of, purchase 
price of, interest on and premium, if applicable, on any date when payments lmder the Bonds are 
due, including principal and interest payments and payments upon tender, redemption, 
acceleration or maturity of the Bonds. The Letter of Ct'edit will provide for direct payments to or 
upon the order of the Trustee as set forth in the Letter of Credit in amounts sufficient to pay to or 
upon the order of the Trustee, upon request and in accordance with the terms thereof. 

The Letter of Credit will be issued in an amount equal to the aggregate principal amount 
of the outstanding Bonds, plus an amount that represents interest accrued thereon at an assumed 
rate of 15% per annum for 45 days (the "Credit Amount"). The Trustee, upon compliance with 
the terms of the Letter of Credit, is authorized to draw up to (a) an amount sufficient (i) to pay 
principal of the Bonds, when due, whether at maturity or upon redemption or acceleration, and 
(ii) to pay the p011ion of the purchase price of the Bonds delivered for purchase pursuant to a 
demand for purchase by the owner thereof or a mandatory tender for purchase and not 
remarketed (a "Liquidity Drawing") equal to the principal amount of the Bonds, plus (b) an 
amount not to exceed 45 days of accrued interest on such Bonds at an assumed rate of 15% per 
annum (i) to pay interest on the Bonds, when due, and (ii) to pay the p011ion of the purchase 
price of the Bonds, delivered for purchase pursuant to a demand for purchase by the owner 
thereof or a mandatory tender for purchase and not remarketed, equal to the interest accrued, if 
any, on the Bonds. 

The amount available under the Letter of Credit will be automatically reduced by the 
amount of any drawing thereunder, subject to reinstatement as described below. With respect to 
a drawing by the Trustee solely to pay interest on the Bonds on an Interest Payment Date, the 
amount available under the Letter of Credit will be automatically reinstated in the amount of 
such drawing effective on the earlier of (i) receipt by the Bank from the Company of 
reimbursement of any drawing solely to pay interest in full or (ii) at the opening of business on 
the eleventh calendar day after the date the Bank honors such drawing, unless the Tl1Istee has 
received written notice fi'om the Bank by the tenth calendar day after the date the Bank honors 
such drawing the Bank is not so reinstating the available amount due to the Company's failure to 
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reimburse the Bank for such drawing in full, or that an event of default has occurred and is 
continuing under the Reimbursement Agreement and, in either case, directing, an acceleration of 
the Bonds pursuant to the Indenture. With respect to a Liquidity Drawing undet· the Letter of 
Credit, the amount available under the Letter of Credit will be automatically reduced by the 
principal amount of the Bonds purchased with the proceeds of such drawing plus the amount of 
accrued interest on such Bonds. In the event of the remarketing ofthe Bonds purchased with the 
proceeds of a Liquidity Drawing, the amount available under the Letter of Credit will be 
automatically reinstated upon receipt by the Bank or the Trustee on the Bank's behalf of an 
amount equal to such principal amount plus accrued iuterest. 

The Letter of Credit will terminate on the earliest to occur of: 

(a) the Bank's close of business on December 18, 2009 (such date, as 
extended from time to time in accordance with the Letter of Credit is defined as the 
"Stated Expiration Date"); 

(b) the Bank's close of business on the date which is five Business Days 
following the date of receipt by the Bank of a certificate from the Trustee cellifying that 
(a) no Bonds remain Outstanding within the meaning of the Indenture, (b) all drawings 
required to be made under the Indenture and available under the Letter of Credit have 
been made and honored, (c) an Alternate Credit Facility has been delivered to the Trustee 
in accordance with the Indenture to replace the Letter of Credit or (d) all of the 
outstanding Bonds were convelled to Bonds bearing interest at a rate other than the Daily 
Rate or the Weekly Rate; 

(c) the Bank's close of business on the date of receipt by the Bank of a 
celtificate from the Trustee confirming that the Trustee is required to terminate the Letter 
of Credit in accordance with the terms of the Indenture; or 

(d) 
cellificate. 

the date on which the Bank receives and honors an acceleration drawing 

The Reimbursement Agreement 

Pursuant to the Reimbursement Agreement, the Company is obligated to reimburse the 
Bank for all amounts drawn under the Letter of Credit, and to pay interest on all such amounts. 
The Company has also agreed to pay the Bank a periodic fee for issuing and maintaining the 
Letter of Credit. 

The Reimbursement Agreement imposes vadous covenants and agreements, including 
various financial and operating covenants, on the Company. Such covenants include, but are not 
limited to, covenants relating to (i) inspection of the books and financial records of the 
Company; Oi) creation of liens; (iii) liquidations, mergers, consolidations or sales of all or 
substantially all of the Company's assets; and (iv) disposition of assets. Any such covenants 
may be amended, waived or modified at any time by the Bank and without the consent of the 
Trustee or the holders of the Bonds. Under certain circumstances, the failure of the Company to 
comply with such covenants may result in a mandatory tender or acceleration ofthe Bonds. 
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The following events will constitute an "event of default" under the Reimbursement 
Agreement: 

(a) nonpayment of certain fees and other amounts required to be paid or 
reimbursed by the Company under the Reimbursement Agreement to the Bank within 
five days after the same was required to be paid; 

(b) any representation or warranty made or deemed made by or on behalf of 
the Company or any of its Significant Subsidiaries to the Bank under or in connection 
with the Reimbursement Agreement or any other Transaction Document, any advance or 
any certificate or information delivered pursuant to or in connection with the 
Reimbursement Agreement or any other Transaction Document, was false or misleading 
in any material respect as of the time it was made or furnished; 

(c) an "event of default" (not due to the Bank's failure to properly honor a 
drawing on the Letter of Credit) occurred under the Indenture or any of the other 
Transaction Documents and any applicable grace period has expired; 

(d) the breach by the Company or any of its Significant Subsidiaries of any of 
the terms or provisions of certain covenants contained in the Reimbursement Agreement 
including, but not limited to, covenants relating to the provision of notice to the Bank 
regarding an "event of default" or "default" under the Reimbursement Agreement, the 
corporate existence and license or qualification and good standing of the Company in 
jurisdictions in which it owns or leases property, the creation of liens, the liquidation, 
merger, consolidation or sale of all or substantially all of the assets of the Company and 
the disposition of assets; 

(e) the breach by the Company or any of its Significant Subsidiaries (other 
than a breach which constitutes a "default" described above) of any of the terms or 
provisions of the Reimbursement Agreement or any Security Document that is not 
remedied within thitty (30) days after an executive officer of the Company has actual 
knowledge of such default or written notice of such default has been given to the 
Company by the Bank; 

(f) the Bonds cease to be valid for any reason; 

(g) a default or event of default has occurred at any time under the terms of 
any other agreement involving borrowed money or the extension of credit or any other 
Indebtedness under which the Company or any of its Significant Subsidiaries may be 
obligated for the payment of $50,000,000 or more in the aggregate, and such breach, 
default or event of default continues beyond any period of grace permitted with respect 
thereto and as a result thereof such Indebtedness is accelerated, becomes due or is 
otherwise required to be repurchased or redeemed prior to the scheduled date of maturity 
thereof; 

(h) a proceeding has been instituted in a COUlt having jurisdiction in the 
premises seeking a decree or order for relief in respect of the Company or any Significant 
Subsidiary in an involuntary case under any applicable bankruptcy, insolvency, 
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reorganization or other similar law now or hereafter in effect, or for the appointment of a 
receiver, liquidator, assignee, custodian, trustee, sequestrator, conservator (or similar 
official) of the Company or any Significant Subsidiary for any substantial part of its 
property, or for the winding-up or liquidation of its affairs, and such proceeding shall 
remain undismissed or unstayed and in effect for a period of sixty (60) consecutive days; 
such court shall enter a decree or order granting any of the relief sought in such 
proceeding; or the Company or any Sigllificant Subsidiaty shall consent, approve or 
otherwise acquiesce in any of the actions sought in such proceeding; 

(i) the Company or any Significant Subsidiaty shall commence a voluntary 
case under any applicable bankruptcy, insolvency, reorganization or other similar law 
now or hereafter in effect, shall consent to the entry of an order for relief in an 
involuntary case under any such law, or shall consent to the appointment or taking 
possession by a receiver, liquidator, assignee, custodian, trustee, sequestrator, conservator 
(or other similar official) of itself or for any substantial part of its property or shall make 
a general assignment for the benefit of creditors, or shall fail generally to pay its debts as 
they become due, or shall take any action in fUl1herance of any of the foregoing; 

G) without the application, approval or consent of the Company or any of its 
Significant Subsidiaries, a receiver, trustee, examiner, liquidator or similar official shall 
be appointed for the Company or any of its Significant Subsidiaries, or for any substantial 
pOltion of its Propel1y, or a proceeding described in paragraph (h) above has been 
instituted against the Company or any of its Significant Subsidiaries, and such 
appointment continues undischarged or such proceeding continues undismissed or 
unstayed for a period of 60 consecutive days; 

(k) any of the following occurs: (i) any Reportable Event which constitutes 
grounds under Section 4042 of ERISA for the termination of any Plan by the PBGC or 
the appointment of a trustee to administer 01' liquidate any Plan, shall have occurred and 
be continuing; (ii) a notice of intent to terminate any Plan shall have been filed with the 
PBGC under Section 4041 of ERISA; (iii) the PBGC shall give notice under Section 
4042 of ERISA of its intent to institute proceedings to terminate any Plan or Plans or to 
appoint a trustee to administer or liquidate any Plan; (iv) the Company or any member of 
the ERISA Group shall fail to make any contributions when due to a Plan or a 
Multiemployer Plan; (v) the Company or any member of the ERISA Group shall make 
any amendment to a Plan with respect to which security is requked under Section 307 of 
ERISA; (vi) the Company or any member of the ERISA Group shall withdraw 
completely or pattially from a Multiemployer Plan pursuant to Subtitle E of Title IV of 
ERISA; or (vii) the Company or any member of the ERISA Group shall withdraw within 
the meaning of Section 4063 of ERISA (or shall be deemed under Section 4062( e) of 
ERISA to withdraw) from a Multiple Employer Plan; and, with respect to any of such 
events specified in clause (i), (ii), (iii), (iv), (v), (vi) or (vii), such occurrence would be 
reasonably likely to result in a Material Adverse Effect; 

(I) any final judgment(s) or order(s) for the payment of money shall be 
entered against the Company or any of its Significant Subsidiaries by a court having 
jurisdiction in the premises which jUdgment is not discharged, vacated, bonded or stayed 
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pending appeal within a period of thirty (30) days from the date of entry if the aggregate 
uninsured amount of all such judgments and orders exceeds $50,000,000; 

(m) the Company or any of its Significant Subsidiaries ceases to conduct 
business (other than as permitted hereunder) or the Company is enjoined, restrained or in 
any way prevented by court order from conducting all or any material part of its business 
and such injunction, restraint or other preventive order is not dismissed within thirty (30) 
days after the entry thereof; or 

(n) E.ON AG fails to own, directly or indirectly, at least seventy-five percent 
(75%) ofthe outstanding Voting Capital of the Company. 

For purposes of the foregoing: 

"Bond Documents" means the Indenture, the Custody Agreement, the Loan Agreement, 
the Bonds and the Remarketing Agreement. 

"Material Adverse Effect" means (i) a material adverse change in the business, property, 
condition (financial or otherwise), operations or results of operations of the Company and its 
subsidiaries taken as a whole, (ii) a material adverse change in the ability of the Company to 
perform its obligation under the Transaction Documents or (iii) a material adverse change in the 
validity or enforceability of any of the Transaction Documents or the rights or remedies of the 
Bank thereunder. 

"Security Documents" means the Custody, Pledge and Security Agreement dated as of 
December 19, 2008 among the Trustee, the Company and the Bank with respect to any Bond 
purchased during the period from and including the date of its purchase with proceeds of a 
Liquidity Drawing to but excluding the date on which such Bond is purchased by any person as a 
result of a remarketing of such Bond pursuant to the Remarketing Agreement and the Indenture. 

"Transaction Documents" means, collectively, the Reimbursement Agreement, Bond 
Documents, the Security Documents and all other operative documents relating to the issuance, 
sale and securing of the Bonds (including withOllt limitation any document(s) or instrument(s) 
through which the Bonds are now or hereafter collateralized, such as mortgages, security 
agreements, etc.). 
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Summary of the Loan Agreement 

The following, in addition to the provisions contained elsewhere in this Reoffering 
Circular, is a brief description of certain provisions of the Loan Agreement. This description is 
only a Sll1llll/WY and does not pll1port to be complete and definitive. Reference is made to the 
Loan Agreement for the detailed provisions thereof 

General 

The Loan Agreement initially commenced as of its initial date, and, with respect to the 
2006 Series A Bonds, is amended and restated as of September I, 2008, and will end on the 
earliest to occur of October I, 2034, with respect to the 2006 Series B Bonds, or FebrualY I, 
2032, with respect to the 2008 Series A Bonds, or the date on which all of the Bonds have been 
fully paid or provision has been made for such payment pursuant to the Indenture. See 
"Summary ofthe Indenture - Discharge ofIndenture." 

The Company has agreed to repay the loan pursuant to the Loan Agreement by making 
timely payments to the Trustee in sufficient amounts to pay the principal of, premium, if any, 
and interest required to be paid on the Bonds on each date upon which any such payments are 
due. The Company has also agreed to pay (a) the agreed upon fees and expenses ofthe Trustee, 
the Bond Registrar, the Tender Agent and the Paying Agent and all other amounts which may be 
payable to the Trustee, the Bond Registrar, the Paying Agent, the Auction Agent with respect to 
the 2006 Series B Bonds, and the Tender Agent, as may be applicable, under the Indenture, (b) 
the expenses in connection with any redemption of the Bonds and (c) the reasonable expenses of 
the Issuer. 

The Company covenants and agrees with the Issuer that it will cause the purchase of 
tendered Bonds that are not remarketed in accordance with the Indenture and, to that end, the 
Company wi1l cause funds to be made available to the Tender Agent at the times and in the 
manner required to effect such purchases in accordance with the Indenture; provided, however, 
that the obligation of the Company to make any such payment will be reduced by the amount of 
(A) moneys paid by the Remarketing Agent as proceeds of the remarketing of such Bonds; 
(B) moneys drawn under a Credit Facility, if any, for the purpose of paying such purchase price 
and (C) other moneys made available by the Company (see "SlIlnmaty of the Bonds -
Remarketing and Purchase of Bonds"). 

All payments to be made by the Company to the Issuer pursuant to the Loan Agreement 
(except the fees and reasonable out-of-pocket expenses of the Issuer, the Trustee, the Paying 
Agent, the Bond Registrar, the Auction Agent with respect to the 2006 Series B Bonds and the 
Tender Agent, and amounts related to indemnification) have been assigned by the Issuer to the 
Trustee, and the Company wi1l pay such amounts directly to the Trustee. The obligations of the 
Company to make the payments pursuant to the Loan Agreement are absolute and unconditional. 
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The Company and the Issuer have agreed not to take any action that would result in the 
interest paid on the Bonds being included in gross income of any Bondholder (other than a 
holder who is a "substantial user" of the Project or a "related person" within the meaning of 
Section 147(a) of the Code) for federal income tax purposes or that adversely affects the validity 
of the Bonds. 

Limitation on Liens 

The Company has agreed that, so long as any of the Bonds are outstanding, it will not 
create, assume or guarantee debt for borrowed money secured by any mOltgage, except as 
described above under "Security; Limitation on Liens." 

Payment of Taxes 

The Company has agreed to pay certain taxes and other governmental charges that may 
be lawfully assessed, levied or charged against or with respect to the Project (see, however, 
subparagraph (i) under "Summary of the Bonds - Redemptions - Extraordinary Optional 
Redemption in Whole"). The Company may contest such taxes or other governmental charges 
unless the security provided by the Indenture would be materially endangered. 

Maintenance; Damage, Destruction and Condemnation 

So long as any Bonds are outstanding, the Company will maintain the Project or cause 
the Project to be maintained in good working condition and will make or cause to be made all 
proper repairs, replacements and renewals necessary to continue to constitute the Project as solid 
waste disposal facilities under Section 142(a)(6) of the Code and the Act. However, the 
Company will have no obligation to maintain, repair, replace or renew any portion of the Project, 
the maintenance, repair, replacement or renewal of which becomes uneconomical to the 
Company because of certain events, including damage or destruction by a cause not within the 
Company's control, condemnation of the Project, change in government standards and 
regulations, economic or other obsolescence or termination of operation of generating facilities 
to the Project. 

The Company, at its own expense, may remodel the Project or make substitutions, 
modifications and improvements to the Project as it deems desirable, which remodeling, 
substitutions, modifications and improvements will be deemed, under the terms of the Loan 
Agreement to be a part of the Project. The Company may not, however, change 01' alter the basic 
nature of the Project or cause it to lose its status under Section 142(a)(6) of the Code and the Act. 

If, prior to the payment of all Bonds outstanding, the Project or any portion thereof is 
destroyed, damaged or taken by the exercise of the power of eminent domain and the Issuer or 
the Company receives net proceeds from insurance or a condemnation award in connection 
therewith, the Company must (i) cause such net proceeds to be used to repair or restore the 
Project or (ii) reimburse the Credit Facility Issuer for drawings under the Credit Facility for the 
redemption of the Bonds in whole or in patt at their principal amount, which, by the opinion of 
Bond Counsel, will not adversely affect the exclusion of the interest on the Bonds from gross 
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income for federal income tax purposes. See "Summary of the Bonds - Redemptions -
Extraordinary Optional Redemption in Whole or in Part." 

Project Insurance 

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

Assignment, Merger and Release of Obligations of the Company 

The Company may assign the Loan Agreement, pursuant to an opinion of Bond Counsel 
that such assignment will not adversely affect the exclusion of the interest on the Bonds from 
gross income for federal income tax purposes, without obtaining the consent of either the Issuer 
or the Trustee. Such assignment, however, will not relieve the Company fi'om primary liability 
for any of its obligations under the Loan Agreement and performance and observance of the 
other covenants and agreements to be performed by the Company. The Company may dispose 
of all or substantially all of its assets or consolidate with or merge into another corporation, 
provided the acquirer of the Company's assets or the corporation with which it will consolidate 
with or merge into is a corporation or other business organization organized and existing under 
the laws of the United States of America or one of the states of the United States of America or 
the District of Columbia, is qualified and admitted to do business in the Commonwealth of 
Kentucky, assumes in writing all of the obligations and covenants of the Company under the 
Loan Agreement and delivers a copy of such assumption to the Issuer and Trustee. 

Release and Indemnification Covenant 

The Company will indemnify and hold the Issuer harmless against any expense or 
liability inclllTed, including attorneys' fees, resulting from any loss or damage to property or any 
injury to or death of any person OCCUlTing on or about or resulting from any defect in the Project 
or from any action commenced in connection with the financing thereof. 

Events of Default 

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

(1) failure by the Company to pay the amounts required for payment of the 
principal of, including purchase price for tendered Bonds and redemption and 
acceleration prices, atld interest accrued, on the Bonds, at the times specified therein 
taking into account any periods of grace provided in the Indenture and the Bonds for the 
applicable payment of interest on the Bonds (see "Summary of the Indenture - Defaults 
and Remedies"); 

(2) failure by the Company to observe and perform any covenant, condition or 
agreement, other than as referred to in paragraph (1) above, for a period of thirty days 
after written notice by the Issuer or Trustee, provided, however, that if such failure is 
capable of being corrected, but cannot be corrected in snch 30-day period, it will not 
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constitute an Event of Default under the Loan Agreement if corrective action with respect 
thereto is instituted within such period and is being diligently pursued; 

(3) certain events of bankruptcy, dissolution, liquidation, reorganization 01' 

insolvency of the Company; 01' 

(4) the occurrence of an Event of Default under the Indenture. 

Under the Loan Agreement, celiain of the Company's obligations (other than the 
Company's obligations, among others, (i) not to permit any action which would result in interest 
paid on the Bonds being included in gross income for federal and Kentucky income taxes; (ii) to 
maintain its corporate existence and good standing, and to neither dispose of all 01' substantially 
all of its assets or consolidate with or merge into another corporation unless certain provisions of 
the Loan Agreement are satisfied; and (iii) to make loan payments and certain other payments 
under the provisions of the Loan Agreement) may be suspended ifby reason offorce majeure (as 
defined in the Loan Agreement) the Company is unable to carry out such obligations. 

Remedies 

Upon the happening of an Event of Default under the Loan Agreement, the Trustee, on 
behalf of the Issuer, may, among other things, take whatever action at law or in equity may 
appeal' necessary or desirable to collect the amounts then due and thereafter to become due, or to 
enforce performance and observance of any obligation, agreement or covenant of the Company, 
under the Loan Agreement. 

Any amounts collected upon the happening of any such Event of Default must be applied 
in accordance with the Indenture or, if the Bonds have been fully paid (01' provision for payment 
thereof has been made in accordance with the Indenture) and all other liabilities of the Company 
accrued under the Indenture and the Loan Agreement have been paid or satisfied, made available 
to the Company. 

Options to Prepay, Obligation to Prepay 

The Company may prepay the loan pursuant to the Loan Agreement, in whole 01' in part, 
on celtain dates, at the prepayment prices as shown under the captions "Summal'y of the Bonds 
- Redemptions - Optional Redemption," "- Extraordinary Optional Redemption in Whole" 
and "- Extraordinary Optional Redemption in Whole or in Part." Upon the occurrence of the 
event described under the caption "Summary of the Bonds - Redemptions - Mandatory 
Redemption; Determination of Taxability," the Company will be obligated to prepay the loan in 
an aggregate amount sufficient to redeem the required principal amount of the Bonds. 

In each instance, the loan prepayment price must be a sum sufficient, together with other 
funds deposited with the Trustee and available for such purpose, to redeem the requisite amount 
of the Bonds at a price equal to the applicable redemption price plus accrued interest to the 
redemption date, and to pay all reasonable and necessary fees and expenses of the Trustee, the 
Paying Agent and, with respect to the 2008 Series A Bonds, the Bond Registrar and the Tender 
Agent and all other liabilities of the Company under the Loan Agreement accrued to the 
redemption date. 
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No amendment or modification ofthe Loan Agreement is permissible without the written 
consent of the Trustee. The Issuer and the Trustee may, however, without the consent of or 
notice to any Bondholders, enter into any amendment or modification of the Loan Agreement 
(i) which may be required by the provisions of the Loan Agreement or the Indenture, (ii) for the 
purpose of curing any ambiguity or formal defect or omission, (iii) in connection with any 
modification or change necessmy to conform the Loan Agreement with changes and 
modifications in the Indenture or (iv) in connection with any other change which, in the 
judgment of the Trustee, does not adversely affect the Trustee or the Bondholders. Except for 
such amendments, the Loan Agreement may be amended or modified only with the consent of 
the Bondholders holding a majority in principal amount of the Bonds then outstanding (see 
"Summary of the Indenture - Supplemental Indentures" for an explanation of the procedures 
necessary for Bondholder consent); provided, however, that the approval of the Bondholders 
holding 100% in principal amount of the Bonds then outstanding is necessaty to effectuate an 
amendment or modification with respect to the Loan Agreement of the type described in clauses 
(i) through (iv) of the first sentence of the second paragraph of "Summaty of the Indenture -
Supplemental Indentures." Any amendments, changes or modification of the Loan Agreement 
that require the consent of the Bondholders must additionally be approved by the Credit Facility 
Issuer, if the Bonds are at the time secured by a Credit Facility. Additionally, so long as a Credit 
Facility is in place or while any amounts are outstanding undel' a Reimbursement Agreement, the 
Credit Facility Issuer must consent in writing to any amendment, change, or modification to the 
Agreement. 

Summary of the Indenture 

The following, in addition to the provisions contained elsewhere in this Reoffering 
Circular, is a brief description of certain provisions of the Indenture. This description is only a 
sum11lGlY and does not p/(lport to be complete and definitive. Reference is made to the Indenture 
for the detailed provisions thereof 

Security 

Pursuant to the Indenture, the Issuer has assigned and pledged to the Trustee its interest in 
and to the Loan Agreement, including payments and other amounts due the Issuer thereunder, 
together with all moneys, property and securities from time to time held by the Trustee under the 
Indenture (with cel1ain exceptions, including moneys held in or earnings on the Rebate Fund and 
the Purchase Fund). The Bonds are not directly secured by the Project. 

No Pecuniary Liability of the Issuer 

No provision, covenant or agreement contaitled in the Indenture or in the Loan 
Agreement, nor any breach thereof, will constitute or give rise to any pecunimy liability of the 
Issuer or any charge upon any of its assets or its general credit or taxing powers. The Issuer has 
not obligated itself by making the covenants, agreements or provisions contained in the Indenture 
or in the Loan Agreement, except with respect to the Project and the application of the amounts 
assigned to payment of the principal of, premium, if any, and interest on the Bonds. 
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The payments to be made by the Company pursuant to the Loan Agreement to the Issuer 
and certain other amounts specified in the Indenture will be deposited into a Bond Fund 
established pursuant to the Indenture (the "Bond Fund") and will be maintained in trust by the 
Trustee. Moneys in the Bond Fund will be used for the payment of the principal of, premium, if 
any, and interest on the Bonds, and for the redemption of Bonds prior to maturity in the 
following order of priority: (i) proceeds of the Credit Facility, if any, deposited into the Bond 
Fund in accordance with the Indenture and (ii) any other moneys provided by or on behalf of the 
Company. Any moneys held in the Bond Fund will be invested by the Trustee at the specific 
written direction of the Company in celtain Governmental Obligations, investment-grade 
corporate obligations and other investments permitted under the Indenture. 

So long as a Credit Facility is in held by the Trustee and there is no default in the 
payment of principal 01' redemption price of 01' interest on the Bonds, any amounts in the Bond 
Fund provided by 01' on behalf of the Company will be paid to the Credit Facility Issuer to the 
extent of any amounts that the Company owes the Credit Facility Issuer pursuant to the 
Reimbursement Agreement. Any amounts remaining in the Bond Fund (first, from the proceeds 
of the Credit Facility, and second, from the moneys provided by or on behalf of the Company) 
after payment in full of the principal 01' redemption price of and interest on the Bonds (or 
provision for payment thereof) and payment of any outstanding fees and expenses of the Trustee 
(including its reasonable attorney fees and expenses) will be paid, first, to the Credit Facility 
Issuer, to the extent of any amounts that the Company owes the Credit Facility Issuer pursuant to 
the Reimbursement Agreement and, second, to the Company. Any amounts remaining in the 
Bond Fund (i) after all of the outstanding Bonds have been paid and discharged, (ii) after 
payment of all fees, charges and expenses to the Issuer, the Trustee, the Registrar and the Paying 
Agent and of all other amounts required to be paid under the Indenture and the Loan Agreement 
and (iii) after the receipt by the Trustee of the written request of the Company for such payment, 
will be paid to the Credit Facility Issuer, if any, to the extent of any amounts that the Company 
owes to such Credit Facility Issuer pursuant to the Reimbursement Agreement, and then to the 
Company to the extent that those moneys are in excess of the amounts necessary to effect the 
payment and discharge ofthe outstanding Bonds. 

The Rebate Fund 

A Rebate Fund has been created by the Indenture (the "Rebate Fund") and will be 
maintained as a separate fund free and clear of the lien of the Indenture. The Issuer, the Trustee 
and the Company have agreed to comply with all rebate requirements of the Code and, in 
particular, the Company has agreed that if necessaty, it will deposit in the Rebate Fund any such 
amount as is required under the Code. However, the Issuer, the Trustee and the Company may 
disregard the Rebate Fund provisions to the extent that they receive an opinion of Bond Counsel 
that such failure to comply will not adversely affect the exclusion of the interest on the Bonds 
from gross income for federal income tax purposes. 
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When all the Bonds and all fees and charges accrued and to accrue of the Trustee and the 
Paying Agent have been paid or provided for, and when proper notice has been given to the 
Bondholders or the Trustee that the proper amounts have been so paid or provided for, and if the 
Issuer is not in defau It in any other respect under the Indenture, the Indenture will become null 
and void. The Bonds will be deemed to have been paid and discharged when there have been 
irrevocably deposited with the Trustee moneys sufficient to pay the principal, premium, if any, 
and accrued interest on such Bonds to the due date (whether such date be by reason of maturity 
or upon redemption) or, in lieu thereof, Govenunental Obligations have been deposited which 
mature in such amounts and at such times as will provide the funds necessary to so pay such 
Bonds, and when all reasonable and necessary fees and expenses of the Trustee, the Tender 
Agent, the Authenticating Agent, the Bond Registrar and the Paying Agent have been paid or 
provided for. 

Notwithstanding an)1hing to the contrary, if any Bonds are rated by a rating service, no 
such Bonds will be deemed to have been paid and discharged by reason of any deposit pursuant 
to the Indenture, unless each such rating service has confirmed in writing to the Trustee that its 
rating will not be withdrawn or lowered as a result of any such deposit. 

So long as the Company owes any amounts to the Credit Facility Issuer, if any, pursuant 
to the Reimbursement Agreement: (A) the lien of the Indenture may not be discharged; (B) such 
Credit Facility Issuer shall be subrogated to the extent of such amounts owed by the Company to 
such Credit Facility Issuer to all rights of the Bondholders to enforce the payment of the Bonds 
from the revenues and all other rights of the Bondholders under the Bonds, the Indenture and the 
Loan Agreement; (C) the Bondholders will be deemed paid to the extent of money drawn by the 
Trustee under the Credit Facility; and CD) subject to the Indenture, the Trustee will sign, execute 
and deliver all documents or instruments and do all things that may be reasonably required by the 
Credit Facility Issuer to effect the Credit Facility Issuer's subrogation of rights of enforcement 
and remedies set f011h in the Indenture. 

Defaults and Remcdies 

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

(a) Failure to make payment of any installment of interest on any Bond, (i) if 
such Bond bears interest at other than the Long Term Rate, within a period of one 
Business Day from the due date and (ii) if such Bond bears interest at the Long Term 
Rate, within a period offive Business Days fi'om the date due; 

(b) Failure to make punctual payment of the principal of, or premium, if any, 
on any Bond on the due date, whether at the stated maturity thereof, or upon proceedings 
for redemption, or upon the maturity thereof by declaration or if payment of the purchase 
price of any Bond required to be purchased pursuant to the Indenture is not made when 
such payment has become due and payable; 

(c) Failure of the Issuer to perform or observe any other of the covenants, 
agreements or conditions in the Indenture or in the Bonds which failure continues for a 
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period of 30 days after written notice by the Trustee, provided, however, that if such 
failure is capable of being cured, but cannot be cured in such 30-day period, it will not 
constitute an Event of Default under the Indenture if corrective action in respect of such 
failure is instituted within such 30-day period and is being diligently pursued; 

(d) The occurrence of an "Event of Default" under the Loan Agreement (see 
"Summary of the Loan Agreement- Events of Default"); 

(e) written notice from the Credit Facility Issuer to the Trustee of an event of 
default under the Reimbursement Agreement, by reason of which the Tl1lstee has been 
directed to accelerate the Bonds; or 

(1) if a Credit Facility is then held by the Trustee, on or before the close of 
business on the tenth calendar day following the honoring of a drawing under such Credit 
Facility to pay interest on the Bonds on an Interest Payment Date, written notice from the 
Credit Facility Issuer to the Trustee that the interest component of the Credit Facility will 
not be reinstated. 

Upon the occurrence of an Event of Default under clauses (a), (b), (e) or (1) above, the 
Trustee must: (i) declare the principal of all Bonds and interest accrued thereon to be 
immediately due and payable; (ii) declare all payments under the Loan Agreement to be 
immediately due and payable and enforce each and every other right granted to the Issuer under 
the Loan Agreement for the benefit of the Bondholders; and (iii) if a Credit Facility securing the 
Bonds is in effect, make an immediate drawing under the Credit Facility in accordance with its 
terms and deposit the proceeds of such drawing in the Bond Fund pending application to the 
payment of principal of the Bonds, subject to the provisions of the Indenture reserving to the 
Credit Facility Issuer the right to direct default proceedings and providing for termination of 
default proceedings upon certain occurrences. 

Interest on the Bonds will cease to accrue on the date of issuance of the declaration of 
acceleration of payment of principal and interest on the Bonds. 

In exercising such rights, the Trustee will take any action that, in the judgment of the 
Trustee, would best serve the interests of the registered owners. Upon the occurrence of an 
Event of Default under the Indenture, the Trustee may also proceed to pursue any available 
remedy by suit at law or in equity to enforce the payment of the principal of, premium, if any, 
and interest on the Bonds then outstanding. 

If the Trustee recovers any moneys following an Event of Default, unless the principal of 
the Bonds has been declared due and payable, all such moneys will be applied in the following 
order: (i) to the payment of the fees, expenses, liabilities and advances incurred or made by the 
Trustee and the Paying Agent and the payment of any sums due and payable to the United States 
pursuant to Section 148(1) of the Code, (ii) to the payment of all interest then due on the Bonds 
and (iii) to the payment of unpaid principal and premium, if any, of the Bonds. If the principal of 
the Bonds has become due or has been accelerated, such moneys will be applied in the following 
order: (i) to the payment of the fees, expenses, liabilities and advances incurred or made by the 
Trustee and the Paying Agent and (ii) to the payment of principal of and interest then due and 
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unpaid on the Bonds. In each case, however, Trustee and Paying Agent fees or costs will not be 
payable from moneys derived from Credit Facility drawings, any remarketing proceeds or 
moneys constituting celtain Available Moneys under the Indenture. 

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

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

No default under paragraph (c) above will constitute an Event of Default until actual 
notice is given to the Issuer and the Company by the Trustee or to the Issuer, the Company and 
the Trustee by the registered owners holding not less than 25% in aggregate principal amount of 
all Bonds outstanding and the Issuer and the Company have had thirty days after such notice to 
correct the default and failed to do so. If the default is such that it cannot be corrected within the 
applicable period but is capable of being cured, it will not constitute an Event of Delimit if 
corrective action is instituted by the Issuer or the Company within the applicable period and 
diligently pursued until the default is corrected. 

Notwithstanding the foregoing, in addition to the rights of the Trustee and the 
Bondholders to direct proceedings as described above, if a Credit Facility is in effect, for so long 
as such Credit Facility is outstanding and the Credit Facility Issuer is not in default in its duties 
under the Indenture or the Credit Facility, the Credit Facility Issuer issuing will have the absolute 
right to direct all proceedings on behalf of the Bondholders of the Bonds. Additionally, if the 
Event ofDefauit which has occurred is an Event of Default under paragraphs (e) or (f) above, the 
Credit Facility Issuer, if any, will have no right to direct the Trustee or the Bondholders with 
respect to any matters, including remedies, and the holders of a majority in aggregate principal 
amount of the Bonds then outstanding, will have the right, at any time, by an instrument or 
instruments in writing executed and delivered to the Trustee, to direct the time, method and place 
of conducting all proceedings to be taken in connection with the enforcement of the terms and 
conditions of the Indenture, or for the appointment of a receiver or any other proceedings 
hereunder; provided, that such direction shall not be otherwise than in accordance with the 
provisions oflaw and of the Indenture. 

If an Event of Default has occurred under the Indenture due to failure by the Credit 
Facility Issuer, if any, to honor a properly presented and conforming drawing by the Trustee 
under the Credit Facility then in effect in accordance with the terms thereof, all obligations of the 
Trustee to the Credit Facility Issuer and all rights of such Credit Facility Issuer under the 
Indenture will be suspended until the earlier of the cure of such failure or all of the Bonds have 
been paid in full. 
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Except as provided below, the Trustee may in its discretion waive any Event of Default 
under the Indenture and will do so upon the written request of the registered owners holding a 
majority in principal amount of all Bonds then outstanding. If, after the principal of all Bonds 
then outstanding have been declared to be due and payable as a result of a default under the 
Indenture and prior to any judgment or decree for the appointment of a receiver or for the 
payment of the moneys due has been obtained or entered, (i) the Company causes to be deposited 
with the Trustee a sum sufficient to pay all matured installments of interest upon all Bonds and 
the principal of and premium, if any, on any and all Bonds which would become due otherwise 
than by reason of such declaration (with interest thereon as provided in the Indenture) and the 
expenses of the Trustee in connection with such default and (ii) all Events of Default under the 
Indenture (other than nonpayment of the principal of Bonds due by such declaration) have been 
remedied, then such Event of Default will be deemed waived and such declaration and its 
consequences rescinded and annulled by the Trustee. Such waiver, rescission and annulment 
will be binding upon all Bondholders. No such waiver, rescission and annulment will extend to 
or affect any subsequent Event of Default or impair any right or remedy consequent thereon. 

The Trustee may not waive any default under clauses (e) or (f) unless the Trustee has 
received in writing from the Credit Facility Issuer a written notice offull reinstatement of the full 
amount of the Credit Facility and a written rescission of the notice ofthe Event of Default. 

Notwithstanding the foregoing, nothing in the Indenture will affect the right of a 
registered owner to enforce the payment of principal of, premium, if any, and interest on the 
Bonds after the matUl'ity thereof. 

Supplemental Indentures 

The Issuer and the Trustee may enter into indentures supplemental to the Indenture 
without the consent of or notice to the Bondholders in order (i) to cure any ambiguity or formal 
defect 01' omission in the Indenture, (ii) to grant to 01' confer upon the Trustee, as may lawfully be 
granted, additional rights, remedies, powers 01' authorities for the benefit of the Bondholders, (iii) 
to subject to the Indenture additional revenues, properties or collateral, (iv) to permit 
qualification of the Indenture under any federal statute or state blue sky law, (v) to add additional 
covenants and agreements of the Issuer for the protection of the Bondholders or to surrender or 
limit any rights, powers 01' authorities reserved to or conferred upon the Issuer, (vi) to make any 
other modification or change to the Indenture which, in the sole judgment of the Trustee, does 
not adversely affect the Trustee or any Bondholder, (vii) to make other amendments not 
otherwise permitted by (i), (ii), (iii), (iv) or (vi) of this paragraph to provisions relating to federal 
income tax matters under the Code or other relevant provisions if, in the opinion of Bond 
Counsel, those amendments would not adversely affect the exclusion of the interest on the Bonds 
from gross income for federal income tax purposes, (viii) to make any modifications or changes 
to the Indenture necessary to provide the securing of a Credit Facility or Alternate Credit Facility 
or any liquidity or credit support of any kind for the security of the Bonds (including without 
limitation any line of credit, letter of credit, guaranty agreement or insurance coverage), 
including any modifications of the Indenture or the Agreement necessmy to upgrade or maintain 
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the then applicable ratings on the Bonds or (ix) to permit the issuance of the Bonds in other than 
book-entry-only form or to provide changes to or for the book-entry system. 

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

If at any time the Issuer requests the Trustee to enter into any supplemental indenture 
requiring the consent of the registered owners of the Bonds, the Trustee, upon being 
satisfactorily indemnified with respect to expenses, must notify all such registered owners. Such 
notice IUllst set forth the nature of the proposed supplemental indenture and must state that 
copies thereof are on file at the principal office of the Trustee for inspection. If, within sixty 
days (or such longer period as prescribed by the Issuer or the Company) following the mailing of 
such notice, the registered owners holding the requisite amount of the Bonds outstanding have 
consented to the execution thereof, no Bondholder will have any right to object or question the 
execution thereof. 

No supplemental indenture will become effective unless the Company consents to the 
execution and de livelY of such supplemental indenture. The Company will be deemed to have 
consented to the execution and delivery of any supplemental indenture if the Trustee does not 
receive a notice of protest or objection signed by the Company on or before 4:30 p.m., local time 
in the city in which the principal office of the Trustee is located, on the fifteenth day after the 
mailing to the Company of a notice of the proposed changes and a copy of the proposed 
supplemental indenture. 

Notwithstanding the foregoing, any Supplemental Indenture that requires the consent of 
the Bondholders that (i) is to become effective while a Credit Facility is in place or while any 
amounts are outstanding under any Reimbursement Agreement and (ii) adversely affects the 
Credit Facility Issuer will not become effective unless and until the Credit Facility Issuer 
consents in writing to the execution and delivery of such Supplemental Indenture. 

Cancellation of Credit Facility; Delivery of Altel'llate Credit Facility 

The Trustee will, at the written direction of the Company but subject to the conditions 
described in this paragraph and the receipt of an Opinion of Bond Counsel stating that the 
cancellation of such Credit Facility is authorized under the Indclllure and under the Act and will 
not adversely affect the exclusion from gross income of interest on the Bonds for federal income 
tax purposes, cancel any Credit Facility in accordance with the terms thereof which cancellation 
may be without substitution therefor or replacement thereof; provided, that any such cancellation 
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will not become effective, surrender of such Credit Facility will not take place and that Credit 
Facility will not terminate, in any event, until (i) payment by the Credit Facility Issuer has been 
made for any and all drawings by the Trustee effected on or before such cancellation date 
(including, if applicable, any drawings for payment of the purchase price of Bonds to be 
purchased pursuant to the Indenture in connection with such cancellation) and (ii) if the Bonds 
are in an Long Term Rate Period, only if the then current Long Term Rate Period for the Bonds 
is ending on, or the Bonds are subject to optional redemption on, the Interest Payment Date 
immediately preceding the date of such cancellation. Upon written notice given by the Company 
to the Trustee at least 20 days (35 days if the Bonds are bearing interest at the Long Term Rate) 
prior to the date of cancellation of any Credit Facility of such cancellation and the effective date 
of such cancellation, the Trustee will surrender such Credit Facility to the Credit Facility Issuer 
by which it was issued on or promptly after the effective date of such cancellation in accordance 
with its terms; provided, that such notice will not be given in any event, if the purchase price of 
any Bonds to be purchased pursuant to the Indenture in connection with such cancellation 
includes any premium unless the Company has celtified in such notice that the Trustee can draw 
under a Credit Facility (other than any Alternate Credit Facility being delivered in connection 
with such cancellation) on the purchase date related to such purchase of Bonds in an aggregate 
amount sufficient to pay the premium due upon such purchase of Bonds on such purchase date. 

The Company may, at its option, provide for the delivery to the Trustee of an Alternate 
Credit Facility in replacement of any Credit Facility then in effect. At least 20 days (35 days if 
the Interest Rate on the Bonds is a Long Term Rate) prior to the date of delivery of an Alternate 
Credit Facility to the Trustee, the Company must give notice, which notice will also be given to 
the Remarketing Agent, of such replacement to the Trustee, together with an Opinion of Bond 
Counsel to the effect that the delivery of such Alternate Credit Facility to the Tmstee is 
authorized under the Indenture and the Act and complies with the terms thereof and that the 
delivery of such Alternate Credit Facility will not adversely affect the exclusion from gross 
income of interest on the Bonds for federal income tax purposes. The Trustee will then accept 
such Alternate Credit Facility and surrender the previously held Credit Facility, if any, to the 
previous Credit Facility Issuer for cancellation promptly on or after the 5th day after the 
Alternate Credit Facility becomes effective; provided, however, that such Alternate Credit 
Facility must become effective on an Interest Payment Date and, if the Bonds are in a Long Term 
Rate Period, such Alternate Credit Facility may only become effective on either the last Interest 
Payment Date for such Long Term Rate Period or an Interest Payment Date on which the Bonds 
are subject to optional redemption. The notice given to the Trustee shall also be given to the 
Issuer, the then current Credit Facility Issuer, Moody's, if the Bonds are then rated by Moody's, 
and S&P, if the Bonds are then rated by S&P; provided that the notice will not be given if the 
purchase price of any Bonds to be purchased pursuant to the Indenture in connection with such 
cancellation includes any premium unless the Company has ceJtified in such notice that the 
Trustee can draw under a Credit Facility then in effect on the purchase date related to such 
purchase of Bonds in an aggregate amount sufficient to pay the premium due upon such purchase 
of Bonds on such purchase date and until payment under the Credit Facility to be surrendered 
shall have been made for any and all drawings by the Trustee effected on or before the date of 
such surrender for cancellation (including, if applicable, any drawings for payment of the 
pUl'chase price of Bonds to be purchased pursuant to the Indenture in connection with such 
cancellation). 
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Any Alternate Credit Facility delivered to the Trustee must be accompanied by an 
opinion of counsel to the issuer or provider of such Credit Facility stating that such Credit 
Facility is a legal, valid, binding and enforceable obligation of such issuer or obligor in 
accordance with its terms. 

The Bonds will be subject to mandatory tender for purchase on the date of cancellation of 
a Credit Facility and on the date of the delivery of an Alternate Credit Facility. See "Summary 
of the Bonds - MandatOlY Purchases of Bonds." 

Enforceability ofRemcllics 

The remedies available to the Trustee, the Issuer and the owners upon an event of default 
under the Loan Agreement 01' the Indenture are in many respects dependent upon judicial actions 
which are often subject to discretion and delay. Under existing constitutional and statutory law 
and judicial decisions, the remedies specified by the Loan Agreement 01' the Indenture may not 
be readily available or may be limited. The various legal opinions to be delivered concurrently 
with the delivelY of the Bonds will be qualified as to the enforceability of the various legal 
instruments by limitations imposed by principles of equity, bankruptcy, reorganization, 
insolvency, moratorium 01' other similar laws affecting the rights of creditors generally. 

Reoffering 

Subject to the terms and conditions of the Remarketing and Bond Purchase Agreement 
(the "Remarketing Agreement"), between the Company and Banc of America Securities LLC, as 
Remarketing Agent, the Remarketing Agent has agreed to purchase and reoffer the Bonds 
delivered to the Paying Agent for purchase, at a price equal to 100% of the principal amount of 
the Bonds, plus accrued interest (if any), and in connection therewith will receive compensation 
in the amount of $135,000, plus reimbursement of celtain expenses. Under the terms of the 
Remarketing Agreement, the Company has agreed to indemnity the Remarketing Agent against 
certain civil liabilities, including liabilities under federal securities laws. 

In the ordinary course of its business, the Remarketing Agent and certain of its affiliates, 
have engaged, and may in the future engage, in investment banking or commercial banking 
transactions with the Company. 

Tax Treatment 

On each of February 23, 2007, the date of original issuance and delivery of the 2006 
Series B Bonds, and October 17, 2008, the date of original issuance and delivelY of the 2008 
Series A Bonds, Bond Counsel delivered its opinions stating that under existing law, including 
cUlTent statutes, regulations, administrative rulings and official interpretations, subject to the 
qualifications and exceptions set forth below, interest on the Bonds would be excluded from the 
gross income of the recipients thereof for federal income tax purposes, except that no opinion 
would be expressed regm'ding such exclusion from gross income with respect to any Bond during 
any period in which it is held b)' a "substantial user" of the applicable Project or a "related 
person" as such terms are used in Section 147(a) of the Code. Interest on the Bonds will be an 
item of tax preference in determining alternative minimum taxable income for individuals and 
corporations under the Code. Bond Counsel further opined that, subject to the assumptions 
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stated in the preceding sentence, (i) interest on the Bonds would be excluded from gross income 
of the owners thereof for Kentucky income tax purposes and (ii) the Bonds would be exempt 
ft'om all ad valorem taxes in Kentucky. Such opinions have not been updated as of the date 
hereof and no continuing tax exemption opinions are expressed by Bond Counsel. 

Bond Counsel also will deliver opinions in connection with this reoffering to the effect 
that the conversion of the interest rate on the Bonds to the Weekly Rate and the delivery of the 
Letter of Credit (i) is authorized or permitted by Sections 103.200 to 103.285, inclusive, of the 
Kentucky Revised Statutes (the "Act") and the Indenture and (ii) will not adversely affect the 
validity of the Bonds or any exclusion from gross income of interest on the Bonds for federal 
income tax purposes to which interest on the Bonds would otherwise be entitled. 

The opinions of Bond Counsel as to the excludability of interest ft'om gross income for 
federal income tax purposes were based upon and assumed the accuracy of certain 
representations of facts and circumstances, including with respect to the Projects, which were 
within the knowledge of the Company and compliance by the Company with celtain covenants 
and undeltakings set fOlth in the proceedings authorizing the Bonds which are intended to assllre 
that the Bonds are and will remain obligations the interest on which is not includable in gross 
income of the recipients thereof under the law in effect on the date of such opinion. Bond 
Counsel did not independently verifY the accuracy ofthe certifications and representations made 
by the Company and the Issuer. On the date of the applicable opinions and subsequent to the 
original delivery of the 2006 Series B Bonds on February 23, 2007 and the 2008 Series A Bonds 
on October 17, 2008, as applicable, such representations of facts and circumstances must be 
accurate and such covenants and undertakings must continue to be complied with in order that 
interest on the Bonds be and remain excludable from gross income of the recipients thereof for 
federal income tax purposes under existing law. Bond Counsel expressed no opinion 
(i) regarding the exclusion of interest on any Bond fi'om gross income for federal income tax 
purposes on 01' after the date on which any change, including any interest rate conversion, 
permitted by the documents other than with the approval of Bond Counsel is taken which 
adversely affects the tax treatment of the Bonds or (ii) as to the treatment for purposes of federal 
income taxation of interest on the Bonds upon a Determination ofTaxability. 

Bond Counsel further opined that the Code prescribed a number of qualifications and 
conditions for the interest on state and local government obligations to be and to remain 
excluded fi'om gross income for federal income tax purposes, some of which, including 
provisions for potential payments by the Issuers to the federal government, require fhture or 
continued compliance after issuance of the Bonds in order for the interest to be and to continue 
to be so excluded fi'om the date of issuance. Noncompliance with certain of these requirements 
by the Company or the Issuer with respect to the Bonds could cause the interest on the Bonds to 
be included in gross income for federal income tax purposes and to be subject to federal income 
taxation retroactively to the date oftheir issuance. The Company and the Issuer each covenanted 
to take all actions required of each to assure that the interest on the Bonds shall be and remain 
excluded fi'om gross income for federal income tax purposes, and not to take any actions that 
would adversely affect that exclusion. 

51 



Attachment to Response to KU AG-! Question No. 217 
Page 55 of 175 

Arbough 

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

(a) The Code provides for a "branch profits tax" which subjects to tax, at a 
rate of30%, the effectively connected earnings and profits of a foreign corporation which 
engages in a United States trade or business. Interest on the Bonds would be includable 
in the amount of effectively connected earnings and profits and thus would increase the 
branch profits tax liability. 

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

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

Owners of the Bonds should be aware that the ownership of the Bonds may result in 
collateral federal income tax consequences. For instance, the Code provides that property and 
casualty insurance companies will be required to reduce their loss reserve deductions by 15% of 
the tax-exempt interest received on certain obligations, such as the Bonds, acquired after 
August 7, 1986. (For purposes of the immediately preceding sentence, a portion of dividends 
paid to an affiliated insurance company may be treated as tax-exempt interest.) The Code fmiher 
provides for the disallowance of any deduction for interest expenses incurred by banks and 
certain other financial institutions allocable to carrying celiain tax-exempt obligations, such as 
the Bonds, acquired after August 7, 1986. The Code also provides that, with respect to taxpayers 
other than such financial institutions, such taxpayers will be unable to deduct any portion of the 
interest expenses incurred or continued to purchase or carry the Bonds. The Code also provides, 
with respect to individuals, that interest on tax-exempt obligations, including the Bonds, is 
included in modified adjusted gross income for purposes of determining the taxability of social 
security and railroad retirement benefits. Furthermore, the earned income tax credit is not 
allowed for individuals with an aggregate amount of disqualified income within the meaning of 
Section 32 of the Code, which exceeds $2,200. Interest on the Bonds will be taken into account 
in the calculation of disqualified income. Prospective purchasers of the Bonds should consult 
their own tax advisors regarding such matters and any other tax consequences of holding the 
Bonds. 

From time to time, there are legislative proposals in Congress which, if enacted, could 
alter or amend one or more of the federal tax matters referred to above or could adversely affect 
the market value of the Bonds. It cannot be predicted whether or in what form any such proposal 
might be enacted or whether, if enacted, it would apply to obligations (such as the Bonds) issued 
prior to enactment. 

The opinions of Bond Counsel relating to conversion of the Bonds in substantially the 
forms in which they are expected to be delivered on the Conversion Date, redated to the 
Conversion Date, are attached as Appendices B-3 and B-4. 
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Legal Matters 

Certain legal matters in connection with the Conversion and reoffering ofthe Bonds will 
be passed upon by Stol1 Keenon Ogden, Bond Counsel. Bond Counsel has in the past, and may 
in the future, act as counsel to the Company with respect to certain matters. Certain legal matters 
will be passed upon for the Issuer by its County Attorney. Certain legal matters will be passed 
upon for the Company by Jones Day, Chicago, Illinois, and John R. McCal1, Esq., Executive 
Vice President, General Counsel, Corporate Secretary and Chief Compliance Officer for the 
Company. Winston & Strawn LLP, Chicago, Illinois, will pass upon certain legal matters for the 
Remarketing Agent. 

Continuing Disclosure 

Because the Bonds are special and limited obligations of the Issuer, the Issuer is not an 
"obligated person" for purposes of Rule I5c2-12 (the "Rule") promulgated by the SEC under the 
Exchange Act, and does not have any continuing obligations thereunder. Accordingly, the Issuer 
will not provide any continuing disclosure information with respect to the Bonds or the Issuer. 

2006 Series B Bonds 

In order to enable the Remarketing Agent to comply with the requirements of the Rule, 
the Company has covenanted in a continuing disclosure undertaking agreement delivered to the 
Trustee for the benefit of the holders of the 2006 Series B Bonds (the "Continuing Disclosure 
Agreement") to provide certain continuing disclosure for the benefit of the holders of such 
Bonds. Under its Continuing Disclosure Agreement, the Company has covenanted to take the 
fol1owing actions: 

(a) The Company will provide to each nationally recognized municipal 
securities information repositOlY ("NRMSIR"), recognized by the SEC pursuant to the 
Rule, and the state information depository, if any, of the Commonwealth of Kentucky (a 
"SID" and, together with the NRMSIR, a "Repository") recognized by the SEC 
(I) annual financial information of the type set forth in Appendix A to this Reoffering 
Circular (including any information incorporated by reference therein) and (2) audited 
financial statements prepared in accordance with generally accepted accounting 
principles, in each case not later than 120 days after the end of the Company's fiscal year. 

(b) The Company will file in a timely manner with each NRMSIR or the 
Municipal Securities Rulemaking Board, and with the SID, if any, notice of the 
occurrence of any of the following events (if applicable) with respect to the 2006 
Series B Bonds, if material: (i) principal and interest payment delinquencies; (ii) non
payment related defaults; (iii) any unscheduled draws on debt service reserves reflecting 
financial difficulties; (iv) unscheduled draws on credit enhancement facilities reflecting 
financial difficulties; (v) substitution of credit or liquidity providers, or their failure to 
perform; (vi) adverse tax opinions or events affecting the tax-exempt status of the 2006 
Series B Bonds; (vii) modifications to rights of the holders of the 2006 Series B Bonds; 
(viii) the giving of notice of optional or unscheduled redemption of any 2006 Series B 
Bonds; (ix) defeasance of the 2006 Series B Bonds or any portion thereof; (x) release, 
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substitution, or sale of property securing repayment of the 2006 Series B Bonds; and (xi) 
rating changes with respect to the 2006 Series B Bonds or the Company or any obligated 
person, within the meaning of the Rule. 

(c) The Company will file in a timely manner with each Repository notice of 
a failure by the Company to file any of the notices or reports referred to in paragraphs (a) 
and (b) above by the due date. 

The Company may amend its Continuing Disclosure Agreement (and the Trustee shall 
agree to any amendment so requested by the Company that does not change the duties of the 
Trustee thereunder) or waive any provision thereof, but only with a change in circumstances that 
arises from a change in legal requirements, change in law, or change in the nature or status of the 
Company with respect to the 2006 Series B Bonds or the type of business conducted by the 
Company; provided that the undertaking, as amended or following such waiver, would have 
complied with the requirements of the Rule on the date of issuance of the 2006 Series B Bonds, 
after taking into account any amendments to the Rule as well as any change in circumstances, 
and the amendment or waiver does not materially impair the interests of the holders of the 2006 
Series B Bonds to which such undertaking relates, in the opinion of the Trustee or counsel expell 
in federal securities laws acceptable to both the Company and the Trustee, or is approved by the 
Beneficial Owners of a majority in aggregate pritlcipal amount of the outstanding 2006 Series B 
Bonds. The Company acknowledges that its undellakings pursuant to the Rule described under 
this heading are intended to be for the benefit for the holders of the 2006 Series B Bonds and 
shall be enforceable by the holders of those 2006 Series B Bonds or by the Trustee on behalf of 
such holders. Any breach by the Company of these undertakings pursuant to the Rule will not 
constitute an event of default under the Indentures, the Loan Agreements or the 2006 Series B 
Bonds. 

2008 Series A Bonds 

The Rule generally requires that "obligated persons" such as the Company agree to 
provide (i) continuing disclosure on an annual basis of certain financial information and 
operating data and (ii) notices of certain specified events that could affect the credit underlying 
the payment obligations of the securities. However, offerings of securities that are subject 
purchase by the issuer on the demand of the holder, such as will be the case with respect to the 
2008 Series A Bonds while bearing interest in a Daily Rate Period or a Weekly Rate Period, or 
while bearing interest in a Flexible Rate Period of 270 days or less, are exempt from these 
requirements. If the 2008 Series A Bonds are remarketed in a mode other than the Daily Rate 
Period, the Weekly Rate Period or the Flexible Rate Period, the Company may in the future 
become subject to these continuing disclosure obligations of the Rule with respect to such 2008 
Series A Bonds. 
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This Reoffering Circular has been duly approved, executed and delivered by the 
Company. 
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KENTUCKY UTILITIES COMPANY 

By: lsi Daniel K. Arbough 
Daniel K. Arbough 
Treasurer 
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Appendix A 

Kentucky Utilities Company-

Financial Statements and Additional Information 

This Appendix A includes the Selected Financial Data presented below, as well as the 
(i) Financial Statements and Additional I1iformation (Unaudited) As of September 30, 2008 and 
December 31, 2007 and for the three-month and nine-month periods ended September 30, 2008 
and 2007 (the "Quarterly Report") and (ii) Financial Statements and Additional 11ifol111ation As 
of December 31,2007 and 2006 (the "Annual Report"). 

The ilifonnation contained in this Appendix A relates to and has been obtained ji"0111 Kentucky 
Utilities Company ("KU") and ji'om other sources as shown herein. The delivery of the 
Reo./Jering Circular shall not create any implication that there has been no change in the a./Jairs 
of KU since the date hereof, or that the iliformation contained or incorporated by reference in 
this Appendix A is correct at any time subsequent to its date. 

Kentucky Utilities Company 

KU, incorporated in Kentucky in 1912 and in Virginia in 1991, is a regulated public utility 
engaged in the generation, transmission, distribution and sale of electric energy in Kentucky, 
Virginia and Tennessee. As of September 30, 2008, KU provided electricity to approximately 
507,000 customers in 77 counties in central, southeastern and western Kentucky, approximately 
30,000 customers in 5 counties in southwestel'n Virginia and 5 customers in Tennessee. KU's 
service area covers approximately 6,600 square miles. KU's coal-fired electric generating 
stations produce most of KU' s electricity. The remainder is generated by a hydroelectric power 
plant and natural gas and oil fueled combustion turbines. In Virginia, KU operates under the 
name Old Dominion Power Company. KU also sells wholesale electric energy to 12 
municipalities. 

KU is a wholly-owned subsidiaty of E.ON U.S., an indirect wholly-owned subsidiaty ofE.ON, a 
German corporation, making KU an indirect wholly-owned subsidiary ofE.ON. KU's affiliate, 
Louisville Gas and Electric Company, is a regulated public utility engaged in the generation, 
transmission, distribution and sale of electric energy and the distribution of natural gas in 
Kentucky. 

Recent Developments 

Brown Nell' Source Review Litigation. As disclosed in Note 7 to Notes to Financial Statements 
(Unaudited) As of September 30, 2008 and December 31, 2007 and for the three-month and 
nine-month periods ended September 30, 2008 and 2007, in April 2006, the EPA issued an NOV 
alleging that KU had violated celtain provisions of the Clean Air Act's new source review rules 
and new source performance standards relating to work performed in 1997 on a boiler and 
turbine at Unit 3 at KU's E.W. Brown generating station. In December 2006, the EPA issued a 
second NOV alleging the Company had exceeded heat input values in violation of air permits for 
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Unit 3. In March 2007, the U.S. Department of Justice filed a complaint in federal court in 
Kentucky alleging the same violations specified in the prior NOVs. The complaint seeks civil 
penalties, including potential per-day fines, remedial measures and injunctive relief. In April 
2007, KU filed an answer in the civil suit denying the allegations. In July 2007, the court 
entered a schedule providing for a July 2009 date for trial. As of September 30, 2008, a 
$3.2 million accrual was recorded based on the then current status of settlement discussions. 

KU, the EPA and the Depattment of Justice have reached a tentative agreement in principle on a 
proposed settlement of the lawsuit and the NOVs, the terms ofwhich include: 

• Payment of a $1.4 million civil penalty 

• Establishment of $3 million fund for environmental mitigation projects that will 
include carbon sequestration testing and school bus retrofits 

• Surrender of 53,000 S02 allowances 

• Surrender of excess NOx allowances for Brown Unit 3 through 2020 

• Installation of flue gas desulfurization ("FOD") controls at Brown Unit 3 by 
December 31, 2010 

• Installation of selective catalytic reduction ("SCR") controls at Brown Unit 3 by 
December 31, 2012 

• Compliance with specified operational restrictions, including NOx, S02 and 
particulate matter emission limits and heat input limits 

Capital expenditures associated with installation of the FOD and SCR controls at Unit 3 are 
currently estimated to be approximately $585 million, of which $109 million had been spent 
through December 31, 2007 and $295 million had been included in KU's previously disclosed 
capital expenditures for the three years ended December 31, 2010. Funding for these capital 
expenditures is expected to be provided by borrowings from affiliates. KU currently expects that 
the capital expenditures associated with the installation of the FGD and SCR controls and any 
additional operating costs resulting from the surrender of S02 or NOx allowances will be 
recoverable through existing regulatory recovery mechanisms. The terms of the proposed 
settlement are not expected to have a material adverse effect on KU's financial condition or 
results of operations or on KU's ability to operate its plants. 

Final settlement of the lawsuit and the NOVs is subject to approval by the board of directors, the 
EPA and the Department of Justice, execution of a consent decree and approval of the consent 
decree by the U.S. District Court for the Eastern District of Kentucky. There is no guarantee that 
the proposed settlement will be executed and approved on the terms outlined above, or at all. If 
the proposed settlement is not approved, KU cannot predict the ultimate outcome of these 
proceedings, including whether fines, penalties or remedial measures significantly more 
burdensome than those outlined above may result. 
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Selected Financial Data 

Twelve Years Ended December 31, 
Months Ended 
September 30, 

2008 (1) 2007 2006 2005 2004 2003 

$1,349 $1,273 $1,210 $1,207 $ 995 $ 892 

$ 249 $ 268 $ 235 $ 202 $ 228 $ 162 

$ 154 $ 167 $ 152 $ 112 $ 134 $ 91 

$4,244 $3,796 $3,143 $2,756 $2,610 $2,505 

$1,359 $1,264 $ 843 $ 746 $ 726 $ 688 

4.08x 5.13x 6.77x 6.4 Ix 8.85x 6.62x 

September 30, %of 
2008 Capitalization 

$1,326 44.16% 

$1,677 55.84% 

$3,003 100.00% 

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

(2) For purposes of this ratio, "Earnings" consist of the aggregate of Income Befure Cumulative Effect of a 
Change in Accounting Principle, taxes on income, investment tax credit (net) and "Fixed Charges." I'Fixed 
Charges" consist ofinterest charges and one-third ofrentats charged to operating expenses. 

Management's Discussion and Analysis in the Quatterly Report and the Annual Report, as well 
as the Notes to Financial Statements as of December 31, 2007 and 2006 and the Notes to 
Financial Statements (Unaudited) As of September 30,2008 and December 31, 2007 and for the 
three-month and nine-month periods ended September 30, 2008 and 2007 should be read in 
conjunction with the above information. 
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Kentucky Utilities Company 

Financial Statements and Additional Information 
(Unaudited) 

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

September 30,2008 and 2007 
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BART 
CAIR 
CAMR 
CAVR 
CCN 
Clean Air Act 
CMRG 
Company 
DSM 

~ 
ECR 
EEl 
EON 
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EON U.S. Services 
EPA 
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FAC 
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FERC 
FGD 
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FIN 
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KU 
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INDEX OF ABBREVIATIONS 

Asset Retirement Obligation 
Best Available Retrofit Technology 
Clean Air Interstate Rule 
Clean Air Mercury Rule 
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Certificate of Public Convenience and Necessity 
The Clean Air Act, as amended in 1990 
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Demand Side Management 
Environmental Cost Recovery 
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Fidelia Corporation (an E.ON affiliate) 
F ASB Interpretation 
Greenhouse Gas 
Internal Revenue Service 
Kentucky Consortium for Carbon Storage 
Kentucky Division for Air Quality 
Kentucky Public Service Commission 
Kentucky Utilities Company 
Kilowatt Hours 
Louisville Gas and Electric Compan)T 
Midwest Independent Transmission System Operator, Inc. 
Million British Thermal Units 
Moody's Investor Services, Inc. 
National Ambient Air Quality Standards 
North American Electric Reliability Corporation 
Notice of Violation 
Nitrogen Oxide 
Owensboro Municipal Utilities 
Public Utility Holding Company Act of2005 
Regional Reliability Organization 
Standard & Poor's Rating Service 
Selective Catalytic Reduction 
SERC Reliability Corporation 
Statement of Financial Accounting Standards 
State Implementation Plan 
Sulfur Dioxide 
Trimble County Unit 2 
Value Delivery Team Process 
Virginia State Corporation Commission 



Attachment to Response to KU AG-1 Question No. 217 
Page 64 of 175 

Arbougb 

TABLE OF CONTENTS 

Financial Statements ............................................................................................................ 1 
Statements of Income ............................................................................................. 1 
Statements of Retained Earnings ............................................................................ 1 
Balance Sheets ........................................................................................................ 2 
Statements of Cash Flows ..................................................................................... .4 

Notes to Financial Statements .............................................................................................. 5 
Note 1 - General ..................................................................................................... 5 
Note 2 - Rates and Regulatory Matters .................................................................. 7 
Note 3 - Financial Instruments ............................................................................. 12 
Note 4 - Pension and Other Postretirement Benefit Plans .................................... 14 
Note 5 - Income Taxes ......................................................................................... 14 
Note 6 - Short-Term and Long-Term Debt .......................................................... 15 
Note 7 - Commitments and Contingencies ........................................................... 18 
Note 8 - Related Party Transactions ..................................................................... 23 
Note 9 _ Subsequent Events .................................................................................. 25 

Management's Discussion and Analysis of 
Financial Condition and Results of Operations ..................................................... 26 
Executive Summary ............................................................................................... 26 
Results of Operations ............................................................................................. 27 
Liquidity and Capital Resources ........................................................................... .31 
Controls and Procedures ....................................................................................... .33 

Legal Proceedings .............................................................................................................. 34 



Attacbment to Response to KU AG-1 Question No. 217 
Page 65 of 175 

Al'bougb 

Financial Statements (Unaudited) 

Kentucky Utilities Company 
Statements oflncome 

(Unaudited) 
(Millions of $) 

OPERATING REVENUES: 

Three Months Ended 
September 30, 
2008 2007 

Total operating revenues ......................................... $ 371 $ 345 

OPERATING EXPENSES: 
Fuel for electric generation .......................................... . 147 138 
Power purchased ......................................................... . 54 39 
Other operation and maintenance expenses ................ . 67 62 
Depreciation and amortization .................................... . --.lQ -1l 

Total operating expenses ........................................ . ~ 270 

OPERATING INCOME ............................................ .. 67 75 

Other expense (income) - net ...................................... . (13) (7) 
Interest expense (Notes 5 and 6) ................................ .. 3 3 
Interest expense to affiliated companies (Note 8) ...... .. __ 15 _1_1 

INCOME BEFORE INCOME TAXES ...................... . 62 68 

Federal and state income taxes (Note 5) .................... .. 

NET INCOME ............................................................. $ 43 $ 50 

The accompanying notes are an integral part of these financial statements. 

Statements of Retained Earnings 
(Unaudited) 

(Millions of$) 

Nine Months Ended 
September 30, 
2008 2007 

$ 1,039 $ 963 

380 354 
164 129 
208 184 

--22 ~ 
~ ~ 

188 207 

(31) (23) 
10 11 

----.-4l ---12 

168 190 

~ ~ 

$ 111 $ 130 

Three Months Ended Nine Months Ended 

Balance at beginning of period ..................................... 
Net income ................................................................... 

Balance at end of period ............................................... 

September 30, 
2008 2007 

$1,111 $ 950 

~ -2Q 

:& 1,154 $1,000 

The accompanying notes are an integral part of these financial statements. 

1 

September 30, 
2008 2007 

$ 1,037 $ 870 

---1l1 ---1J.Q 

~ $ 1,000 
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ASSETS 

Current assets: 

Kentucky Utilities Company 
Balance Sheets 

(Unaudited) 
(Millions of $) 

Cash and cash equivalents .................................................................... . 
Restricted cash ....................................................................................... . 
Accounts receivable -less reserves of $3 million and $2 million 

as of September 30,2008 and December 31, 2007, respectively ..... . 
Accounts receivable from affiliated companies (Note 8) ..................... .. 
Materials and supplies: 

Fuel (predominantly coal) ................................................................ . 
Other materials and supplies ............................................................. . 

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

Other propeJiy and investments ............................................................. . 

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

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

Deferred debits and other assets: 
Regulatory assets (Note 2): 

Pension and postretirement benefits ................................................. . 
Other ................................................................................................. . 

Cash surrender value of key man life insurance .................................... . 
Other assets ............................................................................................ . 

Total deferred debits and other assets ............................................... . 

Total assets ............................................................................................. . 

September 30, 
2008 

$ 2 
1 

176 
8 

59 
36 

__ 3 

-..ill 

33 

5,459 
1,705 
3,754 

28 
96 
38 

__ 10 

-.-ill 

~ 

The accompanying notes are an integral paJi ofthese financial statements. 

2 

December 3 1, 
2007 

$ 
11 

172 
17 

42 
34 

-.-ll 
288 

29 

4,939 
1,622 
3,317 

28 
86 
37 

__ 1_1 

-.-ill 

:Ii 3,126 
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LIABILITIES AND EQUITY 

Current liabilities: 

Kentucky Utilities Company 
Balance Sheets (cont.) 

(Unaudited) 
(Millions of $) 

Current portion of long-tenn debt (Note 6) ..................................... .. 
Notes payable to affiliated companies (Notes 6 and 8) ................... . 
Accounts payable ............................................................................. . 
Accounts payable to affiliated companies (Note 8) ........................ . 
Customer deposits ............................................................................ . 
Other current liabilities ..................................................................... . 

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

Long-term debt: 
Long-term debt (Note 6) .................................................................. . 
Long-term debt to affiliated company (Notes 6 and 8) ................... . 

Total long-term debt .................................................................... . 

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

Accumulated cost of removal of utility plant .............................. . 
Deferred income taxes - net. ................. '" .................................... . 
Other ............................................................................................ . 

Other liabilities ................................................................................. . 
Total defel1-ed credits and other liabilities ................................... . 

Common equity: 
Common stock, without par value -

Authorized 80,000,000 shares, outstanding 37,817,878 shares .. 
Additional paid-in capital ................................................................. . 

Retained earnings ............................................................................. . 
Undistributed subsidiary earnings .................................................... . 

Total retained earnings ................................................................ . 
Total common equity .................................................................. . 

Total liabilities and equity ............................................................... .. 

September 30, 
2008 

$ 33 
116 
141 
41 
20 

----11 
382 

220 
--L.lQQ 
~ 

284 
88 
77 
32 

323 
17 
18 

~ 
~ 

308 
215 

1,129 
~ 
J..lli 

1.677 

$4244 

The accompanying notes are an integral patt of these financial statements. 

3 

December 31, 
2007 

$ 33 
23 

160 
48 
20 
~ 
~ 

300 
~ 

1,231 

285 
83 
55 
30 

310 
22 
10 

~ 
~ 

308 
90 

1,016 
__ 2_1 

1,037 
1.435 

$ 3,126 
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Kentucky Utilities Company 

Statements of Cash Flows 
(Unaudited) 

(Millions of $) 

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

Depreciation and amortization ..................................................... .. 
Deferred income taxes - net .......................................................... . 
Investment tax credit -net ........................................................... .. 
Other .............................................................................................. . 

Changes in current assets and liabilities: 
Accounts receivable ............................................... """"'''''''''''''''' 
Material and snpplies .................................................................... . 
Accounts payable .............. """'" ...... """""" """ ... "."." .. """'"'''''' 
Prepayments and other current assets ............................................ . 
Other current liabilities .................................................................. . 

Pension funding ..................................................................... """'"'''''''' 
Fuel adjustment clause receivable, net .................................................. . 
Other ...................................................................................................... . 

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

CASH FLOWS FROM INVESTING ACTIVITIES: 
Constru cli on expenditures .................................................................... .. 
Asset transferred from affiliate (Note 8) ............................................... . 
Change in restricted cash ...................................................................... .. 

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

CASH FLOWS FROM FINANCING ACTIVITIES: 
Retirement of first mortgage bonds ....................................................... . 
Issuance of pollution control bonds ...................................................... . 
Additional paid-in capitaL .................................................................... . 
Long-term borrowings from affiliated company (Note 6) .................... . 
Sholt-term borrowings from affiliated company - net (Note 6) .......... .. 
Reacquired bonds ......... """""'"'''''' ...................................................... . 

Net cash provided by financing activities ................. " ................. .. 

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

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

CASH AND CASH EQUIVALENTS AT END OF PERIOD .................. . 

The accompanying notes are an integral part of these financial statements. 
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For the Nine Months Ended 
September 30, 

2008 

$ 117 

99 
(3) 

22 
2 

4 
(19) 
15 

4 
(2) 
4 

_0 
243 

(554) 
(10) 
~ 
.ill.il 

125 
175 
93 

-®l 
-.m 

2 

2007 

$ 130 

89 
(2) 
28 
2 

(1) 
15 

(22) 

9 
(3) 

(13) 
(22) 

_.lD 
209 

(512) 

J1l) 
(529) 

(107) 
81 
55 

278 
8 

(5) 
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Kentucky Utilities Company 
Notes to Financial Statements 

(Unaudited) 

The unaudited financial statements include the accounts of the Company. KU's common stock is 
wholly-owned by E.ON U.S., an indirect wholly-owned subsidiary ofE.ON. In the opinion of 
management, the unaudited interim financial statements include all adjustments, consisting only 
of normal recurring adjustments, necessary for a fair statement of financial position, results of 
operations, retained earnings and cash flows for the periods indicated. Certain information and 
footnote disclosures normally included in financial statements prepared in accordance with 
generally accepted accounting principles have been condensed or omitted. These unaudited 
financial statements and notes should be read in conjunction with the Company's financial 
statements and additional information for the year ended December 31, 2007, including the 
audited financial statements and notes therein. 

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

RECENT ACCOUNTING PRONOUNCEMENTS 

SFAS No. 161 

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

SFAS No. 160 

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

SFAS No. 159 

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

SFAS No. 157 

In September 2006, the FASB issued SF AS No. 157, Fair Value Measurements, which, except 
as described below, is effective for fiscal years beginning after November 15, 2007. This 
statement defines fair value, establishes a framework for measuring fair value in generally 
accepted accounting principles and expands disclosures about fair value measurements. SFAS 
No. 157 does not expand the application offair value accounting to new circumstances. In 
February 2008, the FASB issued FASB Staff Position 157-2, Effective Date ojF.ASB Statement 
No. 157, which delays the effective date of SF AS No. 157 for all nonfinancial assets and 
liabilities, except those that are recognized or disclosed at fair value in the financial statements 
on a recurring basis (at least annually), to fiscal years beginning after November 15,2008, and 
interim periods within those fiscal years. All other amendments related to SFAS No. 157 have 
been evaluated and have no impact on the Company's financial statements. SFAS No. 157 was 
adopted effective January 1,2008, except as it applies to those nonfinancial assets and liabilities, 
and had no impact on the statements of operations, financial position and cash flows, however, 
additional disclosures relating to its financial derivatives and AROs, as required, are now 
provided. 
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For a description of each line item of regulatory assets and liabilities, reference is made to KU's 
Annual RepOlt, Note 2 ofthe financial statements, for the year ended December 31,2007. 

The following regulatory assets and liabilities were included in KU's Balance Sheets: 

Kentucky Utilities Company 
(unaudited) 

(in millions) 
ARO 
Unamortized loss on bonds 
MISO exit 
FAC 
ECR 
Other 

Subtotal 

Pension and postretirement benefits 
Total regulatOly assets 

Accumulated cost of removal of utility plant 
Deferred income taxes - net 
Other 
Total regulatory liabilities 

September 30, 
2008 

$ 27 
12 
19 
14 
19 
5 

96 

----.lli 
$ 124 

$ 323 
17 
18 

$ 358 

December 31, 
2007 
$ 24 

10 
20 
17 
11 
4 

86 

28 
$ 114 

$ 310 
22 
10 

$ 342 

KU does not currently earn a rate ofretul'll on the FAC regulatory asset, which is a separate 
recovery mechanism with recovery within twelve months. No return is earned on the pension and 
postretirement benefits regulatory asset that represents the changes in funded status of the plans. 
KU is seeking recovery ofthis asset with the Kentucky Commission as part of the current base 
rate case and will seek recovery of this asset in future proceedings with the Virginia 
Commission. No return is currently earned on the ARO asset. This regulatory asset will be offset 
against the associated regulatory liability, ARO asset and ARO liability at the time the 
underlying asset is retired. The MISO exit amount represents the costs relating to the withdrawal 
from MISO membership. KU is seeking recovery ofthis asset with the Kentucky Commission as 
part of the current base rate case and will seek recovery of this asset in future proceedings with 
the Virginia Commission. KU currently earns a rate of return on the remaining regulatory assets. 
Other regulatory assets include the merger surcredit and deferred storm costs. Other regulatory 
liabilities include DSM and MISO costs currently included in base rates that will be netted 
against costs of withdrawing from the MISO in the next base rate case. 

MISO Exit. KU and the MISO have agreed upon overall calculation methods for the contractual 
exit fee to be paid by the Company following its withdrawal. In October 2006, KU paid $20 
million to the MISO pursuant to an invoice regarding the exit fee and made related FERC 
compliance filings. The Company's payment of this exit fee amount was with reservation of its 
rights to contest the amount, or components thereof, following a continuing review of its 
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calculation and supporting documentation. KU and the MISO resolved their dispute regarding 
the calculation ofthe exit fee and, in November 2007, filed an application with the FERC for 
approval of a recalculation agreement. In March 2008, the FERC approved the parties' 
recalculation of the exit fee, and the approved agreement provided KU with an immediate 
recovery of$I million and will provide an estimated $3 million over the next eight years for 
credits realized from other payments the MISO will receive, plus interest. Orders of the 
Kentucky Commission approving the Company's exit from the MISO have authorized the 
establishment of a regulatory asset for the exit fee, subject to adjustment for possible future 
MISO credits, and a regulatory liability for certain revenues associated with fonner MISO 
administrative charges, which continue to be collected via base rates. The treatment of the 
regulatory asset and liability will be determined in KU's base rate case, for which a hearing is 
scheduled for KU's Kentucky base rate case beginning on January 13,2009. The Company 
historically has received approval to recover and refund regulatory assets and liabilities. 

FAC. In August 2008, the Kentucky Commission initiated a routine examination ofKU's FAC 
for the six-month period November I, 2007 through April 30, 2008. A hearing was held on 
October 7, 2008. A second hearing has been scheduled for November 25, 2008, for the sole 
purpose of hearing public comments, if any, from several counties in which the newspapers 
failed to publish notice as requested in a timely manner. An order is expected in December of 
2008 or the first quatter of2009. 

In January 2008, the Kentucky Commission initiated a routine examination ofKU's FAC for the 
six-month period May 1,2007 through October 31, 2007. The Kentucky Commission issued an 
Order in June 2008, approving the charges and credits billed through the FAC during the review 
period. 

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

KU also employs an F AC mechanism for Virginia customers using an average fhel cost factor 
based primarily on projected fuel costs. The factor may be adjusted annually for over- 01' under
collections of fuel costs fi'Om the prior year. In February 2008, KU filed an application with the 
Virginia Commission seeking approval of a decrease in its fuel cost factor applicable during the 
billing period, April 2008 through March 2009. The Virginia Commission allowed the new rates 
to be in effect for the April 2008 customer billings. In April 2008, the Virginia Commission Staff 
recommended a change to the fuel factor KU filed in its application, to which KU has agreed. 
Following a public hearing and an Order in May 2008, the recommended change became 
effective in June 2008, resulting in a decrease of 0.482 cents/kWh from the factor in effect for 
the April 2007 through March 2008 period. 

ECR. In June 2008, the Kentucky Commission initiated two six-month reviews for periods ending 
October 31, 2007 and April 30, 2008, ofKU's environmental surcharge. The Kentucky 
Commission issued an Order in August 2008, approving the charges and credits billed through the 
ECR during the review period and the rate ofretul'll on capital. 

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

Other Regulatory Matters 

Hurricane Ike Wind Storm. In September 2008, high winds from the remnants of the 
Hurricane Ike wind storm passed through KU's service territory causing sigllificant outages and 
system damage. In October 2008, KU filed an application with the Kentucky Commission 
requesting approval to establish a regulatory asset, and defer for future recovery, $3 million of 
expenses related to the storm restoration. An order has been requested by the end of the year. 

Base Rate Case. In July 2008, KU filed an application with the Kentucky Commission 
requesting increases in base electric rates of2.0% or $22 mi1lion annually. A hearing is 
scheduled beginning on January 13, 2009. The requested rates have been suspended until 
February 5, 2009, at which time they may be put into effect, subject to refund, if the Kentucky 
Commission has not issued an order in the proceeding. In conjunction with the filing of the 
application for a change in base rates, based on previous orders by the Kentucky Commission 
approving settlement agreements among all interested parties, the VDT surcredit terminated in 
August 2008, and the merger sUl'credit will terminate upon the implementation of new base rates. 
The termination of the VDT surcredit and merger surcredit will result in a $16 million increase in 
revenues annually. 

FERC Wholesale Rate Case. In September 2008, KU filed an application with the FERC for 
increases in base electric rates applicable to wholesale power sales contracts or interchange 
agreements involving, collectively, twelve Kentucky municipalities. The application requests a 
shift from current, all-in stated unit charge rates to an unbundled and formula rate. The revised 
rates represent an increase of 6% to 7% of current charges and requests a change from the all-in 
stated applicable return on equity of 12%. The proceeding involves data requests or hearings 
before the FERC, as well as data requests and filings by intervenors. An order in the proceeding 
may occur in early 2009. 

CMRG and KCCS Contributions. In July 2008, KU and LG&E, along with Duke Energy 
Kentucky, Inc. and Kentucky Power Company, filed an application with the Kentucky 
Commission requesting approval to establish regulatory assets related to contributions to the 
CMRG for the development oftechnologies for reducing carbon dioxide emissions and the 
KCCS to study the feasibility of geologic storage of carbon dioxide. The filing companies 
proposed that these contributions be treated as regulatory assets to be deferred until recovery is 
provided in the next base rate case of each company, at which time the regulatory assets will be 
amortized over the life of each project: four years with respect to the KCCS and ten years with 
respect to the CMRG. KU and LG&E jointly agreed to provide less than $2 million over two 
years to the KCCS and up to $2 mi1lion over ten years to the CMRG. In October 2008, an Order 
approving the establishment of the requested regulatory assets was received and rate recovery 
will be considered in each company's next base rate case. 

TC2 CCN Application and Transmission Matters. A CCN application for construction of the 
new base-load, coal fired unit known as TC2, which will be jointly owned by KU and LG&E, 

9 



Attachment to Response to KU AG-1 Question No. 217 

Page740f175 

Arbough 

together with the lllinois Municipal Electric Agency and the Indiana Municipal Power Agency, 
was approved by the Kentucky Commission in November 2005. 

Initial CCN applications for two transmission lines associated with the TC2 unit were approved 
by the Kentucky Commission in September 2005 and May 2006. One of those CCNs, for a line 
running from Jefferson County into Hardin County, was brought up for review to the Franklin 
Circuit Court by a group oflandowners. In August 2006, KU, LG&E and the Kentucky 
Commission obtained dismissal of that action, on grounds that the landowners had failed to 
comply with the statutory procedures governing the action for review. That dismissal was 
appealed by the landowners to the Kentucky Court of Appeals, and in December 2007, that 
COUl1 reversed the lower court's dismissal and remanded the challenge ofthe CCN to the 
Franklin Circuit Com1 for further proceedings. KU and LG&E filed a motion for discretionary 
review with the Kentucky Supreme Com1 in May 2008, asking that Court to hear the matter and, 
ultimately, to reverse the Court of Appeals and uphold the Franklin Circuit Court's dismissal, 
which motion has been opposed by the counter-parties. 

The referenced transmission lines are also subject to routine regulatory filings and require the 
acquisition of easements. All rights of way for one transmission line have been acquired. In April 
2008, in proceedings involving the condemnation of an easement for a portion of the Jefferson 
County to Hardin County transmission line, a Meade County, Kentucky court issued a ruling 
upholding the objections of two property co-owners and dismissed the condemnation proceeding 
pending the completion ofthe CCN appeal described above. KU and LG&E have filed 
responsive pleadings, including a motion to vacate that decision by the trial court and a 
procedural request with the Court of Appeals seeking expedited review on a petition to direct the 
circuit court to proceed with the condemnation litigation. Additional condemnation proceedings 
involving other parcels of property to support this transmission line are also pending in 
neighboring Hardin County where three landowners have challenged KU's and LG&E's right to 
easements, on the same grounds cited by the Meade County comt and other put'p0l1ed bases, 
including asserted deficiencies in the air permit relating to the TC2 generation unit. In May, July 
and August 2008, the Hardin County Circuit Court issued rulings denying the propel1y owners' 
various motions, finding that KU and LG&E had established their condemnation rights and 
granting judgment in favor ofKU and LG&E. In August 2008, the property owners petitioned 
for intermediate relief to the Kentucky Comt of Appeals and received a stay preventing KU and 
LG&E access to the properties. KU and LG&E have made responsive pleadings at the Court of 
Appeals and continue to engage in settlement negotiations with the property owners. In a 
separate, further proceeding, cel1ain landowners have filed a lawsuit in federal court in 
Louisville, Kentucky against the U.S. Army, KU and LG&E alleging that the U.S. Army failed 
to comply with Section 106 of the National Historic Preservation Act in granting an easement 
across Fort Knox. KU and LG&E are working with the U.S. Army in defending against the 
claims. KU and LG&E are not currently able to predict the ultimate outcome and possible 
effects, if any, on the construction schedule relating to these real propel1y proceedings. 

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

VDT. In accordance with the Kentucky Commission's Order dated March 24, 2006, the VDT 
surcredit terminated in the first billing month after the filing for a change in base rates. As KU 
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filed its application with the Kentucky Commission for an increase in base rates in July 2008, the 
VDT surcredit terminated with the first billing cycle in August 2008. 

DSM. In July 2007, KU and LG&E filed an application with the Kentucky Commission 
requesting an ordet· approving enhanced versions ofthe existing DSM programs along with the 
addition of several new cost effective programs. The total annual budget for these programs is 
approximately $26 million, an increase over the previous annual costs of approximately $10 
million. In March 2008, the Kentucky Commission issued an Order approving the application, 
with minor modifications. KU and LG&E filed revised tariffs in April 2008, under authority of 
this Order, which were effective in May 2008. 

Mandatory Reliability Standards. As a result of the EPAct 2005, certain formerly voluntary 
reliability standards became mandatory in June 2007, and authority was delegated to various 
RROs by the NERC, which was authorized by the FERC to enforce compliance with such 
standards, including promulgating new standards. Failure to comply with mandatory reliability 
standards can subject a registered entity to sanctions, including potential fines of up to $1 million 
per day, as well as non-monetary penalties, depending upon the circumstances ofthe violation. 
KU is a member of the SERC, which acts as KU's RRO. During May 2008, the SERC and KU 
agreed in principle to a settlement involving penalties totaling less than $1 million concerning 
KU's February 2008 self-repOlt concerning possible violations of certain existing mitigation 
plans relating to reliability standards. The SERC and KU are currently involved in settlement 
negotiations concerning a June 2008 self-report by KU relating to three other standards. 
Additionally, KU has submitted to the SERC an October 2008 self report of a possible violation 
relating to one flUther standard, for which SERC proceedings are in the early stages and 
therefore tillable to be determined. Mandatory reliability standard settlements commonly include 
other non-penalty elements, including compliance steps and mitigation plans. Settlements in 
principle with the SERC proceed to the NERC and FERC review before becoming final. While 
KU believes itselfto be in compliance with the mandatory reliability standards, KU cannot 
predict the outcome of other analyses, including on-going SERC or other reviews described 
above. 

Depreciation Study. In December 2007, KU filed a depreciation study with the Kentucky 
Commission as required by a previous Order. An adjustment to the depreciation rates is 
dependent on an order being received fi'om the Kentucky Commission. In July 2008, KU filed a 
motion to consolidate the procedural schedule of the depreciation study with the application for a 
change in base rates. hl August 2008, the Kentucky Commission issued an Order consolidating 
the depreciation study with the base rate case proceeding. KU also filed the depreciation study 
with the Virginia Commission, but has not requested formal review and approval of the 
depreciation rates from the Virginia Commission. Such a review will take place either during 
KU's next base rate case in Virginia or when KU makes a formal application to the Virginia 
Commission for approval of the proposed rates. 

Brownfield Development Rider Tariff. In March 2008, KU received Kentucky Commission 
approval for a Brownfield Development Rider, which offers a discounted rate to electdc 
customers who meet celtain usage and location requirements, including taking new service at a 
brownfield site, as certified by the appropriate Kentucky state agency. The rider would permit 
special contracts with such customers which provide for a series of declining partial rate 
discounts over an initial five-year period of a longer service arrangement. The tariff is intended 
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to promote local economic redevelopment and efficient usage of utility resources by aiding 
potential reuse of vacant brownfield sites. 

Real-Time Pricing. In December 2006, the Kentucky Commission issued an Order indicating 
that the EPAct 2005 Section 1252, Smatt Metering and Section 1254, Interconnection standards 
should not be adopted. However, five Kentucky Commission jurisdictional utilities were 
required to file real-time pricing pilot programs for their large commercial and industrial 
customers. KU developed a real-time pricing pilot for large industrial and commercial customers 
and filed the details ofthe plan with the Kentucky Commission in April 2007. Tn Febl'Uary 2008, 
the Kentucky Commission issued an Order approving the real-time pricing pilot program 
proposed by KU, for implementation within approximately eight months, for its large 
commercial and itldustrial customers. The tariff was filed in October 2008, with an effective date 
of December 1,2008. 

Utility Competition in Virginia. The Commonwealth of Virginia passed the Virginia Electric 
Utility Restructuring Act in 1999. This act gave Virginia customers the ability to choose their 
electric supplier. Rates are capped at current levels through December 2010. Tn April 2007, 
Virginia passed legislation terminating this competitive market and commencing re-regulation of 
utility rates in Virginia. The new act will end the cap on rates at the end of2008, rather than 
through December 2010, and end customer choice for most COnSl\lllerS in the applicable regions 
of the state. Thereafter, a hybrid model of regulation is expected to apply in Virginia, whereby 
utility rates would be reviewed every two years and a utility's rate of retul'll on equity shall not 
be set lower than the average of the rates of return for other regional utilities, with certain caps, 
floors or adjustments. The legislation was effective in July 2007, and also includes a 10% 
nonbinding goal for renewable power generation by 2022, as well as incentives for new 
generation, including renewables. Under the legislation, KU retains an existing exemption from 
customer choice and other restl'Ucturing activities as applicable to KU's limited service territory 
in Virginia. However, subject to future developments, KU mayor may not undertake such a rate 
proceeding in the first six months of2009 based on calendar year 2008 financial data under the 
hybrid model of regulation, 01' make biennial rate filings with the Virginia Commission 
thereafter. 

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

Note 3 - Financial Instruments 

Energy Trading and Risk Management Activities (non-hedging derivatives). KU conducts 
energy trading and risk management activities to maximize the value of power sales from 
physical assets it owns. Energy trading activities are principally forward financial transactions to 
hedge price risk and are accounted for on a mark-to-market basis in accordance with SF AS No. 
133, as amended. 

No changes to valuation techniques for energy trading and risk management activities occurred 
during 2008 or 2007. Changes in market pricing, interest rate and volatility assumptions were 
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made during both years. All contracts outstanding at September 30, 2008 and 2007, had a 
maturity of less than one year. Energy trading and risk management contracts are valued using 
Level 2, prices actively quoted for proposed or executed transactions or quoted by brokers or 
obselvable inputs other than quoted prices. Collateral related to the energy trading and risk 
management contracts is categorized as restricted cash. 

Effective January 1,2008, KU adopted the required provisions of SF AS No. 157, excluding the 
exceptions related to nonfinancial assets, which will be adopted effective January 1,2009, 
consistent with FASB Staff Position 157-2. KU has classified the applicable financial assets that 
are accounted for at fair value into the three levels of the fair value hierarchy, as defined by 
SF AS No. 157. The following table sets forth by level within the fair value hierarchy KU's 
financial assets that were accounted for at fair value on a recurring basis as of September 30, 
2008. Liabilities accounted for at fair value total less than $1 million and use Level 2 
measurements. There are no Level 3 measurements for this period. 

Recurring Fair Value Measurements 
(in millions) 
Assets: 
Energy trading and risk management 

contracts 
Energy trading and risk management 

contracts cash collateral 
Total Assets 

Levell 

$ 

__ 1 
$ I 

\3 

Level 2 

$ $ 1 

I 
$ 1 $ 2 



Attachment to Response to KU AG-1 Question No. 217 

Page 78 of 175 

Arbough 

Note 4 - Pension and Other Postrctirement Benefit Plans 

The following tables provide the components of net periodic benefit cost for pension and other 
postretirement benefit plans. The tables include the costs associated with both KU employees 
and E.ON U.S. Services employees who are providing services to the utility. The E.ON U.S. 
Services costs that are allocated to KU are approximately 43% and 42% ofE.ON U.S. Services 
total cost for 2008 and 2007, respectively. 

Pension Benefits 

(in millions) 

Servi ce cost 
Interest cost 
Expected return on plan assets 
AmOltization of prior service costs 
Amortization of actuarial loss 
Benefit cost 

Three Months Ended 
September 30, 
2008 2007 

$ 3 $ 3 
10 10 

(12) (12) 
I I 

_- __ I 
$ 2L-3. 

Other Postretirement Bcnefits 

(in millions) 

Service cost 
Interest cost 
Expected return on plan assets 
Amortization of transition costs 
Benefit cost 

Three Months Ended 
September 30, 
2008 2007 

$ 1 $ 1 
I 2 

- --- --
.L2 $ 3 

Nine Months Ended 
September 30, 
2008 2007 

$ 9 
31 

(35) 
I 

_I 
$ 7 

$ 11 
30 

(37) 
I 

__ 3 
$ 8 

Nine Months Ended 
September 30, 
2008 2007 

$ I $ I 
4 4 
(I) (I) 

__ I _I 
~ $ 5 

During 2008, KU made contributions to other postretirement benefits plans of$2 million. KU 
anticipates making further voluntary contributions to the postretirement plan, but no additional 
contributions to the pension plan in 2008. 

Note 5 - Income Taxes 

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

KU adopted the provisions of FIN 48, Accountingfor Uncertainty in Income Taxes, an 
InteJpretation of SF AS No. 109, effective January I, 2007. At the date of adoption, KU had less 
than $1 million of unrecognized tax benefits, primarily related to federal income taxes. If 
recognized, the amount of unrecognized tax benefits would reduce the effective income tax rate. 
Possible amounts of uncertain tax positions for KU that may decrease within the next 12 months 
total less than $1 million, and are based on the expiration of the audit periods as defined in the 
statutes. 

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

In June 2006, KU and LG&E filed ajoint application with the U.S. Department of Energy 
("DOE") requesting certification to be eligible for investment tax credits applicable to the 
construction ofTC2. In November 2006, the DOE and the IRS announced that KU and LG&E 
were selected to receive the tax credit. A final IRS certification required to obtain the investment 
tax credit was received in August 2007. In September 2007, KU received an Order from the 
Kentucky Commission approving the accounting ofthe investment tax credit. KU's pOltion of 
the TC2 tax credit will be approximately $100 million over the construction period and will be 
amortized to income over the life ofthe related property beginning when the facility is placed in 
service. Based on eligible construction expenditures incurred, KU recorded investment tax 
credits of$9 million and $10 million during the three-month periods ended September 30, 2008 
and 2007, respectively, and $22 million and $30 million during the nine months ended 
September 30, 2008 and 2007, respectively, decreasing current federal income taxes. 

In March 2008, cettain environmental and preservation groups filed suit in federal comt in NOlth 
Carolina against the DOE and IRS claiming the investment tax credit program was in violation 
of certain environmental laws and demanded relief, including suspension 01' termination ofthe 
program. In August 2008, the plaintiffs submitted an amended complaint alleging additional 
claims for relief. In November 2008, the Court dismissed the suit. The dismissal is subject to 
appeal by the plaintiffs; however, it is unclear at this time if they will do so. KU is not currently a 
party to this proceeding and is not able to predict the ultimate outcome of this matter. 

Note 6 - Short-Term and Long-Term Debt 

KU's long-term debt includes $33 million classified as current liabilities because these bonds are 
subject to tender for purchase at the option of the holder and to mandatory tender for purchase 
upon the occurrence of cettain events. These bonds include Carroll County Series 2002 A and B, 
Muhlenberg County Series 2002 A and Mercer County Series 2002 A. These bonds mature in 
2032. KU does not expect to pay these amounts in 2008. The average annualized interest rate for 
these bonds during the nine months ended September 30, 2008, was 1.90%. 
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As of September 30, 2008, KU maintained a bilateral line of credit totaling $35 million which 
matures in June 2012. At that time, there was no balance outstanding under this facility. See 
Note 9 Subsequent Events. 

Pollution control series bonds are obligations of KU issued in connection with tax-exempt 
pollution control revenue bonds issued by various governmental entities, principally counties in 
Kentucky. A loan agreement obligates KU to make debt service payments to the county that 
equate to the debt service due from the county on the related pollution control revenue bonds. 
Until a series of financing transactions was completed during February 2007, the county's debt 
was also secured by an equal amount ofKU's first mortgage bonds that were pledged to the 
trustee for the pollution control revenue bonds that match the terms and conditions of the 
county's debt, but require no payment of principal and interest unless KU defaults on the loan 
agreement. Subsequent to February 2007, the loan agreement is an unsecured obligation ofKU. 
Proceeds fi'om bond issuances for envirorunental equipment (primarily related to the installation of 
FGDs) were held in trust pending expenditure for qualifYing assets. At September 30, 2008, KU 
had no bond proceeds in trust, and at December 31, 2007, KU had $11 million ofbond proceeds in 
trust, included in restricted cash in the balance sheets. 

Several of the KU pollution control bonds are insured by monoline bond insurers whose ratings 
have been under pressure due to exposures relating to insurance of sub-prime mortgages. At 
September 30, 2008, KU had an aggregate $333 million of outstanding pollution control 
indebtedness, of which $193 million is in the form of insured auction rate securities wherein 
interest rates are reset either weekly or every 35 days via an auction process. Beginning in late 
2007, the interest rates on these insured bonds began to increase due to investor concerns about 
the creditworthiness of the bond insurers. In 2008, interest rates have continued to increase, and 
the Company has experienced "failed auctions" when there are insufficient bids for the bonds. 
When there is a failed auction, the interest rate is set pursuant to a formula stipulated in the 
indenture, which can be as high as 15%. During the nine months ended September 30, 2008 and 
2007, the average rate on the auction rate bonds was 4.72% and 3.29%, respectively. The 
instruments governing these auction rate bonds permit KU to convert the bonds to other interest 
rate modes, such as various Sholi-term variable rates, long-term fixed rates or intermediate-term 
fixed rates that are reset infrequently. In the first nine months of2008, the ratings ofthe Carroll 
County 2004 Series A bonds were downgraded from Aaa to A2 by Moody's and from AAA to 
AA, and subsequently to A and then to BBB+, by S&P, and the Carroll County 2006 Series C 
bonds were downgraded from Aaa to A2 by Moody's and from AAA to A-, and subsequently to 
BBB+, by S&P due to downgrades of the bond insurer. The ratings of the following bonds were 
downgraded from Aaa to Aa3 by Moody's and from AAA to AA by S&P due to downgrades of 
the bond insurer: Mercer County 2000 Series A, Carroll County 2002 Series C, Carroll County 
2005 Series A and B, Carroll County 2006 Series A and B, Carroll County 2007 Series A and 
Trimble County 2007 Series A. 

In February 2008, KU issued a notice to bondholders of its intention to conveli the Carroll 
County 2007 Series A bonds and the Trimble County 2007 Series A bonds fi'om the auction rate 
mode to a fixed interest rate mode, as permitted under the loan documents. These conversions 
were completed in April 2008, and the new rates on the bonds are 5.75% and 6.00%, 
respectively. 

In March 2008, KU issued notices to bondholders of its intention to convert the Carroll County 
2006 Series C bonds and the Mercer County 2000 Series A bonds from the auction rate mode to 
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a weekly interest rate mode, as permitted under the loan documents. The Carroll County 
conversion was completed in April 2008, and the Mercer County conversion was completed in 
May 2008. In connection with these conversions, KU purchased the bonds from the remarketing 
agent. 

In June 2008, KU issued notices to bondholders of its intention to convert the Carroll County 
2004 Series A bonds fi'om the auction rate mode to a weekly interest rate mode, as permitted 
under the loan documents. The conversion was completed in July 2008. In connection with the 
conversion, KU purchased the bonds fi'om the remarketing agent. 

As of September 30, 2008, KU had repurchased bonds in the amount of$80 million. KU will 
hold some or all of such repurchased bonds until a later date, at which time KU may refinance, 
remarket or further convert such bonds. Uncertainty in markets relating to auction rate securities 
or steps KU has taken or may take to mitigate such uncertainty, such as additional conversion, 
subsequent restructurings or redemption and refinancing, could result in KU incurring increased 
interest expense, transaction expenses or other costs and fees or experiencing reduced liquidity 
relating to existing or future pollution control financing structures. 

KU participates in an intercompany money pool agreement wherein E.ON U.S. andlor LG&E 
make funds available to KU at market-based rates (based on highly rated commercial paper 
issues) of up to $400 million. Details of the balances are as follows: 

($ in millions) 
September 30, 2008 
December 31, 2007 

Total Money 
Pool Available 

$400 
$400 

Amount 
Outstanding 

$116 
$ 23 

Balance 
Available 

$284 
$377 

Average 
Interest Rate 

2.45% 
4.75% 

E.ON U.S. maintains a revolving credit facility totaling $489 million at September 30, 2008 and 
$150 million at December 31, 2007, to ensure funding availability for the money pool. The 
revolving facility as of September 30, 2008, is split into separate loans totaling $489 million. 
One facility, totaling $150 million, is with E.ON N011h America, Inc., while the remaining loans, 
totaling $339 million, are with Fidelia; both are affiliated companies. The facility as of 
December 31, 2007, is with E.ON North America, Inc. The balances are as follows: 

($ in millions) 
September 30, 2008 
December 31, 2007 

Total Available 
$489 
$150 

Amount 
Outstanding 

$469 
$ 62 

Balance 
Available 

$20 
$88 

Average 
Interest Rate 

3.94% 
4.97% 

There were no redemptions oflong-term debt yeat·-to-date through September 30, 2008. 

The issuances of long-term debt year-to-date through September 30, 2008, are summarized 
below: 

($ in millions) Principal Securedl 
Year Descri12tion Amount Rate Unsecured Maturity 
2008 Due to Fidelia $50 6.16% Unsecured 2018 
2008 Due to Fidelia $50 5.645% Unsecured 2018 
2008 Due to Fidelia $75 5.85% Unsecured 2023 
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Except as may be discussed in this quarterly report (including Note 2), material changes have not 
occurred in the current status of various commitments or contingent liabilities fi'om that 
discussed in KU's Annual Report for the year ended December 3 1,2007 (including in Notes 2 
and 9 to the financial statements of KU contained therein). See the above-referenced notes in 
KU's Annual Report regarding such commitments or contingencies. 

Owensboro Contract Litigation. In May 2004, the City of Owensboro, Kentucky and OMU 
commenced a suit now removed to the U.S. District Court for the Western District of Kentucky, 
against KU concerning a long-term power supply contract (the "OMU Agreement") with KU. 
The dispute involves interpretational differences regarding issues under the OMU Agreement, 
including various payments or charges between KU and OMU and rights concerning excess 
power, termination and emissions allowances. The complaint seeks in excess of$6 million in 
damages in connection with one of its claims for periods prior to 2004, plus damages in an 
unspecified amount for later-occurring periods on that claim and for other claims. OMU has 
additionally requested injunctive and other relief, including a declaration that KU is in material 
breach of the contract. KU has filed an answer in this proceeding denying the OMU claims and 
presenting counterclaims and amended such filing in January 2007, to include further 
counterclaims alleging additional damages. 

During 2005, the FERC declined KU's application to exercise exclusive jurisdiction on matters. 
Tn July 2005, the district court resolved a summaty judgment motion made by KU in OMU's 
favor, ruling that a contractual provision grants OMU the ability to terminate the contract 
without cause upon four years' prior notice. A motion to reconsider that ruling was later denied. 

In May 2006, OMU issued a notification of its intent to terminate the OMU agreement contract 
in May 20 I 0, without cause, absent any earlier relief which may be permitted by the proceeding, 
pursuant to the summary judgment in its favor. However, KU retains the right to appeal that 
summary judgment once the remaining claims in the lawsuit are adjudicated. The parties 
completed discovery and filed various dispositive motions before the court. 

In September and October 2008, the court granted rulings on a number of summary judgment 
petitions in KU's favor, including determinations that KU's interpretation of facilities charge 
fund payments was accurate; that KU is the proportionate owner of NO x allowances allocated to 
the OMU plant by the government; that OMU's claim for back-up power charges should be 
capped at a certain price and a denial of OMU' s petition to dismiss KU's counterclaim. The 
summary judgment rulings dismiss a substantial portion of OMU's material claims. Following 
the trial or other qualifying procedural occurrence, the various summary judgment motions 
would become appealable. The trial began on October 21, 2008 on the remaining matters before 
the comt, including KU's counterclaim that OMU has failed to'operate and maintain its plant in a 
good and workmanlike manner. The patties retain certain appeal rights and the Company is 
currently unable to determine the final outcome ofthis matter. 

Construction Program. KU had approximately $224 million of commitments in connection with 
its construction program at September 30, 2008. 

In June 2006, KU and LG&E entered into a construction contract regarding the TC2 project. The 
contract is generally in the form of a lump-sum, turnkey agreement for the design, engineering, 
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procurement, construction, commissioning, testing and delivery of the project, according to 
designated specifications, terms and conditions. The contract price and its components are 
subject to a number of potential adjustments which may serve to increase 01' decrease the 
ultimate constl'Uction price paid 01' payable to the contractor. The contract also contains standard 
representations, covenants, indemnities, termination and other provisions for arrangements of 
this type, including termination for convenience 01' for cause rights. 

Te2 Ail' Permit. The Sierra Cl\lb and other environmental groups filed a petition challenging 
the ail' permit issued for the TC2 baseload generating unit which was issued by the KDAQ in 
November 2005. The filing of the challenge did not stay the permit, so the Company was free to 
proceed with constl'Uction during the pendancy of the action. In June 2007, the state hearing 
officer assigned to the matter recommended upholding the ail' permit with minor revisions. In 
September 2007, the Secretary of the Kentucky Environmental and Public Protection Cabinet 
issued a final Order approving the hearing officer's recommendation and upholding the permit. 
In September 2007, KU administratively applied for a perin it revision to reflect minor design 
changes. In October 2007, the environmental groups submitted comments objecting to the draft 
permit revisions and, in part, attempting to reasseli general objections to the generating unit. In 
January 2008, the KDAQ issued a final permit revision. The environmental groups did not 
appeal the final Order upholding the permit 01' file a petition challenging the permit revision by 
the applicable deadlines. However, in October 2007, the environmental groups filed a lawsuit in 
federal court seeking an order for the EPA to grant or deny their pending petition for the EPA to 
"veto" the state air permit and in April 2008, they filed a petition seeking veto ofthe permit 
revision. In September 2008, the EPA issued an order denying nine of eleven claims alleged in 
one ofthe petitions, but finding deficiencies in two areas ofthe permit. The KDAQ has 90 days 
to respond to the EPA's order. Although the Company does not expect material changes in the 
permit as a result of the petitions, the EPA has yet to I'Ule on several additional claims. The 
Company is currently unable to determine the final outcome of this matter 01' the impact of an 
unfavorable determination upon the Company's financial condition 01' results of operations. 

Environmental Matters. KU's operations are subject to a number of environmental laws and 
regulations in each ofthe jurisdictions in which it operates, governing, among other things, ail' 
emissions, wastewater discharges, the use, handling and disposal of hazardous substances and 
wastes, soil and groundwater contamination and employee health and safety. 

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

Ambient Ail' Quality. The Clean Ail' Act requires the EPA to periodically review the available 
scientific data for six criteria pollutants and establish concentration levels in the ambient air 
sufficient to protect the public health and welfare with an extra margin for safety. These 
concentl'ationlevels are known as NAAQS. Each state must identify "nonattainment areas" 
within its boundaries that fail to comply with the NAAQS and develop a SIP to bring such 
nonattainment areas into compliance. If a state fails to develop an adequate plan, the EPA must 
develop and implement a plan. As the EPA increases the stringency of the NAAQS through its 
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periodic reviews, the attainment status of various areas may change, thereby triggering additional 
emission reduction obligations under revised SIPs aimed to achieve attainment. 

In 1997, the EPA established new NAAQS for ozone and fine particulates that required 
additional reductions in SO, and NOx emissions fi'om power plants. In 1998, the EPA issued its 
final "NOx SIP Call" rule requiring reductions in NOx emissions of approximately 85% from 
1990 levels in order to mitigate ozone transport from the midwestern U.S. to the northeastern 
U.S. To implement the new federal requirements, Kentucky amended its SIP in 2002 to require 
electric generating units to reduce their NOx emissions to 0.15 pounds weight per MMBtu on a 
company-wide basis. In 2005, the EPA issued the CAIR which required additional SO, emission 
reductions of70% and NOx emission reductions of65% fi'om 2003 levels. The CAIR provided 
for a two-phase cap and trade program, with initial reductions of NO x and SO, emissions due by 
2009 and 2010, respectively, and final reductions due by 2015. In 2006, Kentucky proposed to 
amend its SIP to adopt state requirements similar to those under the federal CAIR. Depending on 
the level of action determined necessary to bring local nonattainment areas into compliance with 
the new ozone and fine particulate standards, KU's power plants are potentially subject to 
additional reductions in SO, and NOx emissions. In March 2008, the EPA issued a revised 
NAAQS for ozone, which contains a more stringent standard than that contained in the previous 
regulation. At present, KU is unable to determine what, if any, additional requirements may be 
imposed to achieve compliance with the new ozone standard. 

In July 2008, a federal appeals court issued a ruling finding statutory and regulatory infirmities in 
the CAIR and potentially vacating it, and has conducted subsequent proceedings on the matter. 
During October 2008, the appellate court issued a ruling requesting briefs of the parties 
regarding whether vacating the CAIR is the applicable relief to be granted. KU, LG&E and 
industry parties are monitoring these further proceedings. Depending upon the course of such 
matters, the CAIR could be superseded by new or revised NOx or SO, regulations with different 
or more stringent requirements and SIPs which incorporate CAIR requirements could be subject 
to revision. KU is also reviewing aspects of its compliance plan relating to the CAIR, including 
scheduled or contracted pollution control construction programs. Finally, as discussed below, the 
current invalidation of the CAlR results in some uncertainty with respect to certain other EPA or 
state programs and proceedings and KU's and LG&E's compliance plans relating thereto, due to 
the interconnection of the CAIR and CAIR -associated steps with such associated programs. At 
present, KU is not able to predict the outcomes of the legal and regulatory proceedings related to 
the CAIR and whether such outcomes could have a material effect on the Company's financial or 
operational conditions. 

Hazardolls Ail' Pollutants. As provided in the 1990 amendments to the Clean Air Act, the EPA 
investigated hazardous air pollutant emissions from electric utilities and submitted a report to 
Congress identifying mercury emissions from coal-fired power plants as warranting fmiher 
study. In 2005, the EPA issued the CAMR establishing mercury standards for new power plants 
and requiring all states to issue new SIPs including mercury requirements for existing power 
plants. The EPA issued a model rule which provides for a two-phase cap and trade program with 
initial reductions due by 2010 and final reductions due by 2018. The CAMR provided for 
reductions of70% from 2003 levels. The EPA closely integrated the CAMR and CAIR programs 
to ensure that the 2010 mercury reduction targets would be achieved as a "co-benefit" of the 
controls installed for purposes of compliance with the CAIR. 
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In February 2008, a federal appellate court issued a decision vacating the CAMR. Ce11ain parties 
have filed a petition seeking review in the U. S. Supreme C01ll1. Depending on the final outcome 
of the pending appeal, the CAMR could be superseded by new mercury reduction rules with 
different or more stringent requirements. Kentucky has subsequently proposed to repeal the 
corresponding state mercury regulations. At present, KU is not able to predict the outcomes of 
the legal and regulatory proceedings related to the CAMR and whether such outcomes could 
have a material effect on the Companies' financial or operational conditions. 

Acid Rain Pragranl. The 1990 amendments to the Clean Air Act imposed a two-phased cap and 
trade program to reduce S02 emissions fi'om power plants that were thought to contribute to 
"acid rain" conditions in the n0l1heastern U.S. The 1990 amendments also contained 
requirements for power plants to reduce NOx emissions through the use of available combustion 
controls. 

Regional Haze. The Clean Ail' Act also includes visibility goals for certain federally designated 
areas, including national parks, and requires states to submit SIPs that will demonstrate 
reasonable progress toward preventing future impairment and remedying any existing 
impairment of visibility in those areas. In 2005, the EPA issued its CAVR detailing how the 
Clean Ail' Act's BART requirements will be applied to facilities, including power plants, built 
between 1962 and 1974 that emit ce11ain levels of visibility impairing pollutants. Under the final 
rule, as the CAIR provided for more visibility improvement than BART, states are allowed to 
substitute CAIR requirements in their regional haze SIPs in lieu of controls that would otherwise 
be required by BART. The final rule has been challenged in the courts. Additionally, because 
the regional haze SIPs incorporate certain CAIR requirements, the final outcome of the challenge 
to CAIR could potentially impact regional haze SIPs. See "Ambient Ail' Quality" above for a 
discussion of CAIR -related uncertainties. 

Installation of Pollution Controls. Many of the programs under the Clean Ail' Act utilize cap and 
trade mechanisms that require a company to hold sufficient emissions allowances to covel' its 
authorized emissions on a company-wide basis and do not require installation of pollution 
controls on every generating unit. Under cap and trade programs, companies are free to focus 
their pollution control efforts on plants where such controls are particularly efficient and utilize 
the resulting emission allowances for smaller plants where such controls are not cost effective. 
KU met its Phase I S02 requirements primarily through installation ofFGD equipment on Ghent 
Unit 1. KU's strategy for its Phase II S02 requirements, which commenced in 2000, includes the 
installation of additional FGD equipment, as well as using accumulated emission allowances and 
fuel switching to defer ce11ain additional capital expenditures. In order to achieve the NOx 
emission reductions and associated obligations, KU installed additional NOx controls, including 
SCR technology, during the 2000 to 2007 time period at a cost of $220 million. In 2001, the 
Kentucky Commission granted approval to recover the costs incurred by KU for these projects 
through the environmental surcharge mechanism. Such monthly recovery is subject to periodic 
review by the Kentucky Commission. 

In order to achieve mandated emissions reductions, KU expects to incur additional capital 
expenditures totaling approximately $520 million during the 2008 through 2010 time period for 
pollution controls, including FGD and SCR equipment, and additional operating and 
maintenance costs in operating such controls. In 2005, the Kentucky Commission granted 
approval to recover the costs incurred by KU for these projects through the ECR mechanism. 
Such monthly recovery is subject to periodic review by the Kentucky Commission. KU believes 
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its costs in reducing S02, NOx and mercury emissions to be comparable to those of similarly 
situated utilities with like generation assets. KU's compliance plans are subject to many factors 
including developments in the emission allowance and fuels markets, future legislative and 
regulatory enactments, legal proceedings and advances in clean air technology. KU will continue 
to monitor these developments to ensure that its environmental obligations are met in the most 
efficient and cost-effective manner. See "Ambient Air Quality" above for a discussion ofCAlR
related uncertainties. 

Potential GHG Controls. In 2005, the Kyoto Protocol for reducing GHG emissions took effect, 
obligating 37 industrialized countries to undertake substantial reductions in GHG emissions. The 
U.S. has not ratified the Kyoto Protocol and there are currently no mandatory GHG emission 
reduction requirements at the federal level. Legislation mandating GHG reductions has been 
introduced in the Congress, but no federal legislation has been enacted to date. In the absence of 
a program at the federal level, various states have adopted their own GHG emission reduction 
programs. Such programs have been adopted in various states including II nOl1heastern U.S. 
states and the District of Columbia under the Regional GHG Initiative program and California. 
Substantial effOl1s to pass federal GHG legislation are ongoing. In April 2007, the U.S. Supreme 
Court ruled that the EPA has the authority to regulate GHG under the Clean Ail' Act. KU is 
monitoring ongoing efforts to enact GHG reduction requirements at the state and federal level 
and is assessing potential impacts of such programs and strategies to mitigate those impacts. KU 
is also monitoring relevant regulatory proceedings involving the EPA's advanced notice of 
proposed rulemaking for regulation ofGHGs under the existing authority of the Clean Air Act 
and proposed rules governing carbon sequestration. KU is unable to predict whether mandatory 
GHG reduction requirements will ultimately be enacted. As a Company with significant coal
fired generating assets, KU could be substantially impacted by programs requiring mandatory 
reductions in GHG emissions, although the precise impact on the operations ofKU, including the 
reduction targets and deadlines that would be applicable, cannot be determined prior to the 
enactment of such programs. 

Brown New Source Review Litigation. In April 2006, the EPA issued an NOV alleging that KU 
had violated certain provisions ofthe Clean Air Act's new source review rules relating to work 
performed in 1997, on a boiler and turbine at KU's E.W. Brown generating station. In December 
2006, the EPA issued a second NOV alleging the Company had exceeded heat input values in 
violation of the ail' permit for the unit. In March 2007, the U.S. Department of Justice filed a 
complaint in federal court in Kentucky alleging the same violations specified in the prior NOVs. 
The complaint seeks civil penalties, including potential per-day fines, remedial measures and 
injunctive relief In April 2007, KU filed an answer in the civil suit denying the allegations. In 
July 2007, the COl1l1 entered a schedule providing for a July 2009 date for trial. The pat1ies are 
currently proceeding with discovery while concurrently engaged in active settlement 
negotiations. A $3 million accrual has been recorded based on the current status ofthose 
discussions, however, KU cannot determine the overall outcome or potential effects ofthese 
matters, including whether substantial fines, penalties or remedial measures may result, which 
could be in excess of the amount reserved. Also of uncel1ain potential effect, if any, is the 
invalidation of the CAlR on the progress or content of settlement discussions. See "Ambient Air 
Quality" above for a discussion ofCAlR-related uncertainties. 

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

Ghent Opacity NOV. In September 2007, the EPA issued an NOV alleging that KU had violated 
certain provisions of the Clean Air Act's operating rules relating to opacity dnring June and July 
of2007 at Units 1 and 3 ofKU's Ghent generating station. The patties have met on this matter 
and KU has received no further communications fi'om the EPA. KU is not able to estimate the 
outcome or potential effects of these matters, including whether substantial fines, penalties or 
remedial measures may result. 

General Environmental Proceedings. From time to time, KU appears before the EPA, various 
state or local regulatory agencies and state and federal courts regarding matters involving 
compliance with applicable environmental laws and regulations. Such matters include liability 
under the Comprehensive Environmental Response, Compensation and Liability Act for cleanup 
at various off-site waste sites and claims regarding GHG emissions from KU's generating 
stations. Based on analysis to date, the resolution of these matters is not expected to have a 
material impact on the operations of KU. 

Note 8 - Related Party Transactions 

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

Electric Purchases 

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

(in millions) 
Electric operating revenues from LG&E 
Purchased power from LG&E 

Interest Charges 

Three Months Ended 
September 30, 

. 2008 2007 
$15 $ 7 
21 18 

Nine Months Ended 
September 30, 
2008 2007 
$44 $33 

73 71 

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

(in millions) 
Interest on money pool loans 
hlterest on Fidelia loans 

Other Intercompany Billings 

Three Months Ended 
September 30, 

2008 2007 
$ I $ 2 

14 9 

Nine Months Ended 
September 30, 
2008 2007 
$ I $ 5 

40 24 

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

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

Intercompany billings to and fi'om KU were as follows: 

(in millions) 
E.ON U.S. Services billings to KU 
KU billings to LG&E 
LG&E billings to KU 
KU billings to E.ON U.S. Services 

Three Months Ended 
September 30, 

2008 2007 
$62 $42 
21 II 

2 
22 

Nine Months Ended 
September 30, 

2008 2007 
$173 $389 

58 33 
5 35 
2 24 

In June 2008, LG&E transferred assets related to Trimble County Unit 2 with a net book value of 
$10 million to KU. 

In March, June and September 2008, KU received capital contributions from its common 
shareholder, E.ON U.S., in the amounts of$25 million; $50 million and $50 million, 
respectively. 
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On October 17, 2008, KU closed on a new $78 million bilateral line of credit which has a 364 
day maturity. 

On October 17, 2008, KU issued Carroll County 2008 Series A tax exempt bonds in the amount 
of $78 million. The new bonds mature on February I, 2032, and bear interest at a variable rate. 
The new bonds refinance four existing Series F bonds (Carroll County 2005 Series A and C -
$13 million each and the Carroll County 2006 Series A and C - $17 million each), and includes 
$18 million of new funding. The proceeds from the new funding will be held in escrow pending 
incurrence of qualifying expenditures. 

On October 27,2008, KU filed an application with the Kentucky Commission requesting 
approval to establish a regulatory asset, and defer for future recovery, $3 million of expenses 
related to the Hurricane Ike wind storm restoration. An order has been requested by the end of 
the year. 

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

On November 5, 2008, the ratings ofthe Mercer County 2000 Series A bonds, Carroll County 
2002 Series C bonds, Carroll County 2006 Series B bonds, Carroll County 2007 Series A bonds 
and Trimble County 2007 Series A bonds were downgraded from Aa3 to A2 by Moody's, due to 
downgrades of the bond insurer. 

25 



Attachment to Response to KU AG-1 Question No. 217 
Page 90 of 175 

Arbough 

Management's Discnssion and Analysis of Financial Condition and Results of 
Operations 

General 

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

Some of the following discussion may contain forward-looking statements that are subject to cettain 
risks, uncettainties and assumptions. Such forward-looking statements are intended to be identified 
in this document by the words "anticipate," "expect," "estimate," "objective," "possible," "potential" 
and similar expressions. Actual results may vary materially. Factors that could cause actual results 
to differ materially include: general economic conditions; business and competitive conditions in 
the energy industry; changes in federal or state legislation; unusual weather; actions by state or 
federal regulatory agencies; and other factors described fi'om time to time in the Company's repOlts, 
including the Annual RepOlt for the year ended December 31, 2007. 

Executive Summary 

Business 

KU, incorporated in Kentucky in 1912 and in Virginia in 1991, is a regulated public utility 
engaged in the generation, transmission, distribution and sale of electric energy in Kentucky, 
Virginia and Tennessee. As of September 30, 2008, KU provided electricity to approximately 
507,000 customers in 77 counties in central, southeastern and western Kentucky, approximately 
30,000 customers in 5 counties in southwestern Virginia and 5 customers in Tennessee. KU's 
service area covers approximately 6,600 square miles. KU's coal-fired electric generating 
stations produce most ofKU's electricity. The remainder is generated by a hydroelectric power 
plant and natural gas and oil fueled combustion turbines. In Virginia, KU operates under the 
name Old Dominion Power Company. KU also sells wholesale electric energy to 12 
municipalities. 

KU is a wholly-owned subsidiary ofE.ON U.S., an indirect wholly-owned subsidiary ofE.ON, a 
German cOlporation, making KU an indirect wholly-owned subsidiary ofE.ON. KU's affiliate, 
LG&E, is a regulated public utility engaged in the generation, transmission, distribution and sale 
of electric energy and the distribution of natural gas in Kentucky. 

In July 2008, KU filed an application with the Kentucky Commission requesting increases in 
base electric rates of approximately 2.0% or $22 million annually. In conjunction with the filing 
of the application for a change in base rates, based on previous Orders by the Kentucky 
Commission approving settlement agreements among all interested patties, the VDT surcredit 
terminated in August 2008, and the merger surcredit will terminate upon the implementation of 
new base rates. The termination of the VDT surcredit and merger surcredit will result in a $16 
million increase in revenues annually. A hearing for the Kentucky base rate case is scheduled 
beginning on January 13, 2009. The requested rates have been suspended until February 5, 2009, 
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at which time they may be put into effect, subject to refund, if the Kentucky Commission has not 
issued an order in the proceeding. 

In September 2008, high winds limn the remnants ofthe Hurricane Ike wind storm passed 
through KU's service territory causing significant outages and system damage. In October 2008, 
KU filed an application with the Kentucky Commission requesting approval to establish a 
regulatory asset, and defer for future recovery, $3 million of expenses related to the storm 
restoration. An order has been requested by the end of the year. 

Environmental Matters 

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

Results of Operations 

The electric utility business is affected by seasonal temperatures. As a result, operating revenues 
(and associated operating expenses) are not generated evenly throughout the year. 

Net Income 

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

Net income for the three months ended September 30, 2008, decreased $7 million compared to 
the same period in 2007. The decrease was primarily the result of increased operating expense 
($34 million), increased interest expense ($4 million) and increased income taxes ($1 million), 
partially offset by increased electric revenues ($26 million) and other income ($6 million). 

Revenues 

Revenues increased $26 million in the three months ended September 30, 2008, primarily due to: 
• Increased fuel costs billed to customers through the FAC ($23 million) due to increased 

fuel prices 
• Increased wholesale sales ($12 million) due to increased intercompany volumes, 

increased wholesale market pricing and increased volume due to decreased native load 
• Increased ECR surcharge ($8 million) due to increased recoverable capital spending 
• Increased demand charges ($5 million) due to higher peak load 
• Decreased sales volumes to native load ($24 million) due in part to a 19% decrease in 

cooling degree days and outages related to damage fi'om the Hurricane Ike wind storm 

Expenses 

Fuel for electric generation comprises a large component oftotal operating expenses. Increases 
or decreases in the cost of fuel are reflected in retail rates through the F AC, subject to the 
approval of the Kentucky Commission, the Virginia Commission and the FERC. 
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Fuel for electric generation increased $9 million in the three months ended September 30, 2008, 
primarily due to: 

• Increased commodity and transpoltation costs for coal and natural gas ($14 million) 
• Decreased generation ($5 million) due to decreased native load 

Power purchased expense increased $15 million in the three months ended September 30, 2008, 
primarily due to: 

• Increased pricing and volumes on purchases for native load ($9 million) due to increased 
coal and gas costs and unit outages 

• Increased intercompany volumes purchased ($4 million) due to lower native load 
requirements for LG&E as a result of milder weather, lower industrial sales and power 
outages from the Hurricane Ike wind storm, resulting in the purchase of excess power 
fi'om LG&E 

• Increased demand payments ($1 million) due to a new capacity contract 

Other operation and maintenance expense increased $5 million in the three months ended 
September 30, 2008, due to increased maintenance expense ($3 million) and increased other 
operation expense ($2 million). 

Maintenance expense increased $3 million in the three months ended September 30, 2008, 
primarily due to: 

• Increased electric maintenance ($1 million) due to higher cost of outside contractors and 
materials 

• Increased distdbution maintenance ($1 million) due to the Hurricane Ike wind storm 
• Increased cost for other indirect maintenance ($1 million) due to increased software 

maintenance lease cost 

Other operation expense increased $2 million in the three months ended September 30, 2008, 
primarily due to increased outside services due to increased legal expenses as a result of ongoing 
litigation, mainly with OMU. 

Interest expense, including interest expense to affiliated companies, increased $4 million in the 
three months ended September 30, 2008, primarily due to increased interest expense to affiliated 
companies due to increased borrowing. 

Effective Rate 
Statutory federal income tax rate 
State income taxes net of federal benefit 
Reduction of income tax reserve 
Amortization of investment tax credits 
Dividends received deduction related 

to EEl Investment 
Other differences 
Effective income tax rate 

Three Months 
Ended 

September 30. 2008 

28 

35.0% 
2.8 
(0.8) 
(0.2) 

(3.9) 
.JU.) 
30.6% 

Three Months 
Ended 

September 30, 2007 

35.0% 
3.1 

(0.7) 
(0.1) 

(2.5) 
.m,n 
26.5% 
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The effective income tax rate increased for the three months ended September 30, 200S, 
compared to the three months ended September 30, 2007 due primarily to the tax benefits 
resulting fi'om income tax estimates recorded in 2006 being adjusted to the actual income tax 
return filed, which is included in the other differences, in the three months ended September 30, 
2007. This was partially offset by decreased state income taxes net of federal benefit due to an 
increase in state coal credits and an increase in tax benefits associated with increased dividends 
received from EEl. 

Net Income 

Nine Months Ended September 30, 200S Compared to 
Nine Months Ended September 30, 2007 

Net income for the nine months ended September 30, 200S, decreased $13 million compared to 
the same period in 2007. The decrease was primarily the result of increased operating expense 
($95 million) and increased interest expense ($11 million), partially offset by increased electric 
revenues ($76 million), lower income taxes ($9 million) and higher other income ($S million). 

Revenues 

Revenues in the nine months ended September 30, 200S, increased $76 million primarily due to: 
• Increased fuel costs billed to customers through the F AC ($S5 million) due to increased 

fuel prices 
• Increased wholesale sales ($19 million) due to increased wholesale market pricing and 

increased volume due to decreased native load 
• Decreased sales volumes delivered to native load ($2S million) due in patt to a 24% 

decrease in cooling degree days 

Expenses 

Fuel for electric generation comprises a large component of total operating expenses. Increases 
or decreases in the cost of fuel are reflected in retail rates through the FAC, subject to the 
approval ofthe Kentucky Commission, the Virginia Commission and the FERC. 

Fuel for electric generation increased $26 million in the nine months ended September 30, 2008, 
primarily due to: 

• Increased commodity and transportation costs for coal and natural gas ($21 million) 
• Increased generation ($5 million) due to increased wholesale sales 

Power purchased expense increased $35 million in the nine months ended September 30, 200S, 
primarily due to: 

• Increased pricing and volumes on purchases for native load ($2S million) due to 
increased coal and gas costs and unit outages 

• Increased intercompany costs ($4 million) due to higher fuel costs 
• Increased demand payments ($2 million) due to a capacity contract 
• Increased wholesale p\lrchase cost ($1 million) due to increased volumes and prices 
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Other operation and maintenance expense increased $24 million in the nine months ended 
September 30,2008, due to increased maintenance expense ($13 million) and increased other 
operation expense ($11 million). 

Maintenance expense increased $13 million in the nine months ended September 30,2008, 
primarily due to: 

• Increased electric and boiler maintenance expense ($5 million) due to higher cost of 
outside contractors and materials 

• Increased overhead conductor and devices maintenance expense ($4 million) due to the 
Hurricane Ike wind storm and other storm restoration earlier in the year 

• Increased steam maintenance expense ($2 million) due to high energy piping inspections 
and repairs 

• Increased cost for other indirect maintenance ($2 million) due to increased software 
maintenance lease cost 

Other operation expense increased $11 million in the nine months ended September 30,2008, 
primarily due to: 

• Increased generation expense due to increased unit outages and increased transmission 
expense to cover native load demand ($4 million) 

• Increased outside services ($3 million) due to increased legal expenses as a result of 
ongoing litigation, mainly with OMU 

• Increased expense for uncollectible accounts ($2 million) 
• Increased cost of consumables ($1 million) primarily due to increased contract pricing 
• . Increased distribution expense ($1 million) due to the Hurricane Ike wind storm and other 

storm restoration earlier in the yea!' 

Interest expense, including interest expense to affiliated companies, increased $11 million in the 
nine months ended September 30, 2008, primarily due to increased interest expense to affiliated 
companies due to increased borrowing. 

Effective Rate 
Statutory federal income tax rate 
State income taxes net of federal benefit 
Reduction of income tax reserve 
Amortization of investment tax credits 
Dividends received deduction related 

to EEl investment 
Other differences 
Effective income tax rate 

Nine Months 
Ended 

September 30, 2008 

35.0% 
2.8 
(0.3) 
(0.1) 

(4.3) . 

1Ul 
30.4% 

Nine Months 
Ended 

September 30, 2007 

35.0% 
3.3 
(0.3) 
(0.2) 

(2.7) 
Qd) 
31.6% 

The effective income tax rate decreased for the nine months ended September 30, 2008, 
compared to the nine months ended September 30, 2007. State income taxes net of federal 
benefit decreased due to an increase in state coal credits. Also contributing to the lower effective 
rate were the tax benefits associated with increased dividends received from EEl. 
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Liquidity and Capital Resources 

KU uses net cash generated from its operations, external financing (including financing from 
affiliates) andlor infusions of capital from its parent mainly to fund construction of plant and 
equipment. KU currently has a working capital deficiency of$97 million, primarily due to shOlt
term debt fi'om affiliates associated with the repurchase of certain of its tax-exempt bonds 
totaling $80 million. These bonds are being held until they can be refinanced or restructured. 
See Notes 6 and 9 of Notes to Financial Statements. KU believes that its sources offunds will be 
sufficient to meet the needs of its business in the foreseeable future. 

KU and LG&E sponsor pension and postretirement benefit plans for their employees. The 
performance of the capital markets affects the values of the assets that are held in trust to satisfy 
future obligations under the defined benefit pension plans. The market value of the combined 
investments within the plans declined by approximately 18% during the nine months ended 
September 30, 2008 due to the recent volatility in the capital markets. The benefit plan assets and 
obligations ofKU and LG&E are remeasured annually using a December 31 measurement date. 
KU and LG&E expect that investment losses will result in an increase to the plans' unfunded 
status upon actuarial revaluation of the plans. Changes in the value of plan assets will not impact 
the income statement for 2008; however, reduced benefit plan assets will result in increased 
benefit costs in future years and may increase the amount, and accelerate the timing of, required 
future funding contributions. Such increases could be material to KU and LG&E beginning in 
2009, however, the amount of such contributions cannot be determined at this time. 

Operating Activities 

Cash provided by operations was $243 million and $209 million for the nine months ended 
September 30, 2008 and 2007, respectively. 

The 2008 increase of$34 million was primarily the result of increases in cash due to changes in: 
• Accounts payable ($37 million) 
• FAC receivable, net ($26 million) 
• Pension funding ($11 million) due to higher pension funding in 2007 
• Other current liabilities ($7 million) 
• Accounts receivable ($5 million) 
• Other ($1 million) 

These increases were partially offset by cash provided by changes in: 
• Materials and supplies ($34 million) 
• Earnings, net of non-cash items ($10 million) 
• Prepayments and other current assets ($9 million) 

Investing Activities 

The primary use of funds for investing activities continues to be for capital expenditures. Capital 
expenditures were $554 million and $512 million in the nine months ended September 30, 2008 
and 2007, respectively. Net cash used for investing activities increased $25 million in the nine 
months ended September 30, 2008, compared to 2007, primarily due to increased capital 
expenditures of$42 million and an asset transferred from LG&E of$10 million. The increase in 
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restricted cash of $27 million represents the escrowed proceeds of the pollution control bonds 
issued, which were disbursed as qualifying costs were incurred. 

Financing Activities 

Net cash inflows fi'om financing activities were $313 million and $315 million in the nine 
months ended September 30, 2008 and 2007, respectively. Net cash provided by financing 
activities decreased $2 million in the nine months ended September 30, 2008 compared to 2007, 
due to decreased long-term borrowings fi'om an affiliated company of$103 million, the issuance 
of pollution control bonds of$8lmillion in 2007 and the reacquisition of bonds in the amount of 
$80 million, pmtially offset by the retirement of first mortgage bonds of $1 07 million in 2007, 
increased short-term borrowings from an affiliated company of $85 million and increased 
infusions from E.ON U.S. of$70 million. 

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

Future Capital Requirements 

KU's construction program is designed to ensure that there will be adequate capacity and 
reliability to meet the electric needs of its service area and to comply with environmental 
regulations. These needs are continually being reassessed and appropriate revisions are made, 
when necessary, in construction schedules. KU expects its capital expenditures for the three year 
period ending December 31, 2010, to total approximately $1,465 million, consisting primarily of 
construction estimates for installation of FGDs on Ghent and Brown units totaling approximately 
$425 million, construction ofTC2 totaling approximately $360 million, the Brown ash pond 
totaling approximately $40 million, a customer care system totaling approximately $25 million, 
on-going construction related to generation assets totaling approximately $360 million and 
distribution assets totaling approximately $230 million and other projects including information 
technology of approximately $25 million. 

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

KU has a variety of funding alternatives available to meet its capital requirements. KU 
participates in an intercompany money pool agreement wherein E.ON U.S. andlor LG&E make 
funds of up to $400 million available to KU at market-based rates. Fidelia also provides long
term intercompany funding to KU. See Note 6 of Notes to Financial Statements. 

Regulatory approvals are required for KU to incur additional debt. The Virginia Commission and 
the FERC authorize the issuance of short -term debt while the Kentucky Commission, the 
Virginia Commission and the Tennessee Regulatory Authority authorize the issuance of long
term debt. In November 2007, KU received a two-year authorization fi'om the FERC to borrow 
up to $400 million in short-term fimds. KU also has authorization from the Virginia Commission 
that expires at the end of2009 allowing short-term borrowing of up to $400 million. 
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KU's debt ratings as of September 30, 2008, were: 

Issuer rating 
Corporate credit rating 

Moody's S&P 

A2 
BBB+ 

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

Controls and Procedures 

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

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

The Company has assessed the effectiveness of its internal control over financial reporting as of 
December 31, 2007. In making this assessment, the Company used the criteria set fOlth by the 
Committee of Sponsoring Organizations ofthe Treadway Commission in Internal Control
Integrated Framework. The Company has concluded that, as of December 31, 2007, the 
Company's internal control over financial repOlting was effective based on those criteria. There 
has been no change in the Company's internal control over financial reporting that occurred 
during the nine months ended September 30, 2008, that has materially affected, or is reasonably 
likely to materially affect, the Company's internal control over financial reporting. 

KU is not subject to the internal control and other requirements of the Sarbanes-Oxley Act of 
2002 and associated rules (the "Act") and consequently is not required to evaluate the 
effectiveness of the Company's internal control over financial reporting pursuant to Section 404 
of the Act. However, as discussed above, management has evaluated the effectiveness of internal 
control over financial reporting as of December 31, 2007. Management's assessment was not 
subject to audit by the Company's independent accounting firm. 
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Legal Proceedings 

For a description of the significant legal proceedings involving KU, reference is made to the 
information under the following captions of KU's Financial Statements and Additional 
Information for the year ended December 31, 2007 (the "Annual Report"): Business, Risk 
Factors, Legal Proceedings, Management's Discussion and Analysis, Financial Statements and 
Notes to Financial Statements. Reference is also made to the matters described in Notes 2 and 7 
of this quarterly report. Except as described in this quarterly report, to date, the proceedings 
reported in KU's Annual Report have not materially changed. 

Other 

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

KU, incorporated in Kentucky in 1912 and in Virginia in 1991, is a regulated public utility engaged in the 
generation, transmission, distribution and sale of electric energy in Kentucky, Virginia and Tennessee. KU 
provides electricity to approximately 506,000 customers in 77 counties in central, southeastern and western 
Kentucky, to approximately 30,000 customers in 5 counties in southwestern Virginia and 5 customers in 
Tennessee. KU's service area covers approximately 6,600 square miles. KU's coal-fired electric generating 
stations produce most ofKU's electricity. The remainder is generated by a hydroelectric power plant and 
natural gas and oil fueled CTs. In Virginia, KU operates under the name Old Dominion Power Company. KU 
also sells wholesale electric energy to 12 municipalities. 

KU is a wholly-owned subsidiary ofE.ON U.S., formerly known as LG&E Energy LLC. E.ON U.S. is an 
indirect wholly-owned subsidiary ofE.ON, a German corporation, making KU an indirect wholly-owned 
subsidimy ofE.ON. KU's affiliate, LG&E, is a regulated public utility engaged in the generation, transmission, 
distribution and sale of electric energy and the distribution and sale of natural gas in Kentucky. 

OPERATIONS 

The sources of operating revenues and volumes of sales for the years ended December 31, 2007 and 2006, were 
as follows: 

2007 2006 
Revenues Volumes Revenues Volumes 
(millions) (OOOMwh) (millions) (OOOMwh) 

Residential $ 430 6,847 $ 380 6,313 
Industrial & Commercial 597 11,047 547 10,776 
Municipals 90 2,058 85 [,978 
Other Retail 98 1,69[ 89 1,608 
Wholesale ~ 1,582 ~ 2.473 
Total $1,213 ;u,m llllQ 23,148 

KU set a new record peak load of 4,344 Mw on August 9, 2007, when the temperature reached 98 degrees 
Fahrenheit in Lexington. 
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KU's power generating system includes coal-fired units operated at its four steam generating stations. Natural 
gas and oil fueled CTs supplement the system during peak or emergency periods. As of December 31, 2007, 
KU owned and operated the following generating stations while maintaining a 12%-14% reserve margin: 

Steam Stations: 
Tyrone - Woodford County, KY 
Green River - Muhlenberg County, KY 
E.W. Brown - Mercer County, KY 
Ghent - Carroll County, KY 

Total Steam Stations 

Dix Dam Hydroelectric Station - Mercer County, KY 

CT Generators (Peaking capability): 
E.W. Brown - Mercer County, KY· 
Haefling - Fayette County, KY 
Paddy's Run - Jefferson County, KY • 
Trimble County - Trimble County, KY * 

Total CT Generators 
Total Capability Rating 

Summer Capability 
Rating CMw) 

71 
163 
697 

1,932 
2,863 

24 

757 
36 
74 

632 
1,499 

~ 

* Some of these units are jointly owned with LG&E. See Note 10 of Notes to 
Financial Statements for information regarding jointly owned units. 

At December 31, 2007, KU's transmission system included III substations (39 of which are shared with the 
distribution system) with a total capacity of approximately 17,223 MY A and approximately 4,030 miles of 
lines. The distribution system included 481 substations (39 of which are shared with the transmission system) 
with a total capacity of approximately 6,653 MVA, 14,082 miles of overhead lines and 2,046 miles of 
underground conduit. 

KU has a purchase power agreement with OMU, owns 20% of EEl's common stock and owns 2.5% ofOVEC's 
common stock. Additional information regarding these relationships is provided in Notes I and 9 of Notes to 
Financial Statements. 

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

RATES AND REGULATIONS 

E.ON, KU's ultimate parent, is a registered holding company under PUHCA 2005. E.ON, its utility 
subsidiaries, including KU, and certain of its non-utility subsidiaries are subject to extensive regulation by the 
FERC with respect to numerous matters, including: electric utility facilities and operations, wholesale sales of 
power and related transactions, accounting practices, issuances and sales of securities, acquisitions and sales of 
utility properties, payments of dividends out of capital and surplus, financial matters and inter-system sales of 
non-power goods and services. KU believes that it has adequate authority (including financing authority) under 
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existing FERC orders and regulations to conduct its business and will seek additional authorization when 
necessary. 

In February 2007, KU completed a series of financial transactions that allowed it to cease periodic repOiting 
under the Securities Exchange Act of 1934. See Note 7 of Notes to Financial Statements. 

KU is slJbject to the jurisdiction ofthe Kentucky Commission, the Virginia Commission, the Tennessee 
Regulatory Authority and the FERC in virtually all matters related to electric utility regulation, and as such, its 
accounting is subject to SF AS No. 71, Accountlilgfor the Effects of Certain Types of Regulation. Given its 
competitive position in the marketplace and the status of regulation in Kentucky and Virginia, KU has no plans 
or intentions to discontinue its application of SF AS No.7!. 

For a further discussion of regulatory matters, see Notes 2 and 9 of Notes to Financial Statements. 

COAL SUPPLY 

Coal-fired generating units provided approximately 96% ofKU's net Kwh generation for 2007. The remaining 
net generation for 2007 was provided by natural gas and oil fueled CT peaking lJnits and a hydroelectric plant. 
Coal is expected to be the predominant flJelused by KU in the foreseeable future, with natural gas and oil being 
used for peaking capacity and flame stabilization in coal-fired boilers or in emergencies. KU has no nuclear 
generating units and has no plans to build any in the foreseeable future. 

KU maintains its fuel inventory at levels estimated to be necessalY to avoid operational disruptions at its coal
fired generating units. Reliability of coal deliveries can be affected from time to time by a number of factors 
including fluctuations in demand, coal mine prodlJction issues and other supplier or transporter operating 
difficulties. 

KU has entered into coal supply agreements with various suppliers for coal deliveries for 2008 and beyond and 
normally augments its coal supply agreements with spot market purchases. KU has a coal inventory policy 
which it believes provides adequate protection under most contingencies. 

KU expects to continue purchasing most of its coal, which has sulfur content in the 0.7% - 3.5% range, from 
western and eastern Kentucky, West Virginia, southern Indiana, southern Illinois and Ohio for the foreseeable 
future. With the installation ofFGDs (S02 removal systems), KU expects its use of higher sulfur coal to 
increase. Coal is delivered to KU generating stations by a mix of transportation modes, including barge, truck 
and rail. 

ENVIRONMENTAL MATTERS 

Protection of the environment is a major priority for KU. Federal, state and local regulatory agencies have 
issued KU permits for various activities subject to ail' quality, water quality and waste management laws and 
regulations. See Note 9 of Notes to Financial Statements for additional information. 

COMPETITION 

At this time, neither the Kentucky General Assembly nor the Kentucky Commission has adopted or approved a 
plan or timetable for retail electric industry competition in Kentucky. The nature or timing of the ultimate 
legislative or regulatory actions regarding industry restructuring and their impact on KU, which may be 
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significant, cannot currently be predicted. Some states that have already deregulated have begun discussions 
that could lead to re-regulation. See Note 2 of Notes to Financial Statements for additional information. 

EMPLOYEES AND LABOR RELATIONS 

KU had 951 full-time regular employees at December 31, 2007, 152 of which were operating, maintenance and 
construction employees represented by the IBEW Local 21 00 and the United Steelworkers of America ("USW A") 
Local 9447-01. Effective August I, 2006, KU and its employees represented by the IBEW Local 2100 entered 
into a new three-year collective bargaining agreement. The new agreement provides for negotiated increases or 
changes to wages, benefits or other provisions and for annual wage re-openers. A wage re-opener was 
negotiated and agreed to in July 2007. KU and employees represented by the USWA Local 9447-01 entered 
into a three-year collective bargaining agreement in August 2005, with provisions for annual wage re-openers. 
Wage re-openers were negotiated in July 2006 and July 2007. 
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OFFICERS OF THE COMPANY 

At December 31,2007: ** 

Name Age 

Victor A. Staffieri 52 

John R. McCall 64 

S. Bradford Rives 49 

Martyn Gallus * 43 

Chris Hermann 60 

Paula H. Pottinger 50 

Paul W. Thompson 50 

Wendy C. Welsh 53 

Michael S. Beer 49 

Lonnie E. Bellar 43 

Kent W. Blake 41 

D. Ralph Bowling 50 

Laura G. Douglas 58 

R. W. Chip Keeling 51 

John P. Malloy 46 

Dorothy E. O'Brien 54 

George R. Siemens 58 

P. Greg Thomas 51 

Jo1m N. Voyles, Jr. 53 

Daniel K. Arbough 46 

Valerie L. Scott 51 
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Effective Date of Election 
to 

Position Present Position 

Chairman ofthe Board, President and Chief May 2001 
Executive Officer 

Executive Vice President, General Counsel, July 1994 
Corporate Secretary and Chief Compliance Officer 

Chief Financial Officer September 2003 

Senior Vice President - Energy Marketing December 2000 

Senior Vice President - Energy Delivery February 2003 

Senior Vice President - Human Resources January 2006 

Senior Vice President - Energy Services June 2000 

Senior Vice President - Information Technology December 2000 

Vice President - Federal Regulation and Policy September 2004 

Vice President - State Regulation and Rates August 2007 

Vice President - Corporate Planning and August 2007 
Development 

Vice President - Power Operations - WKE August 2002 

Vice President - Corporate Responsibility and November 2007 
Community Affairs 

Vice President - Communications March 2002 

Vice President - Energy Delivery - Retail Business April 2007 

Vice President and Deputy General Counsel - Legal October 2007 
and Environmental Affairs 

Vice President - External Affairs January 2001 

Vice President - Energy Delivery - Distribution April 2007 
Operations 

Vice President - Regulated Generation June 2003 

Treasurer December 2000 

Controller January 2005 

Officers generally serve in the same capacities at KU and its affiliates, E.ON U.S. and LG&E. 
* Mr. Gallus is serving in a position with an international E.ON affiliate, effective Januaty 2008. 
** David Sinclair, age 46, was promoted to Vice President - Energy Marketing in Janumy 2008. 
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Risk Factors 

KU is subject to a number of risks, including without limitation, those listed below and elsewhere in this 
document. Such risks could affect actual results and cause results to differ materially from those expressed in 
any forward-looking statements made by KU. 

The rates that KU charges customers, as well as other aspects of the business, are subject to significant 
and complex governmental regulation. Federal and state entities regulate many aspects of utility operations, 
including financial and capital structure matters; siting and construction of facilities; rates, terms and conditions 
of service and operations; mandatory reliability and safety standards; accounting and cost allocation 
methodologies; tax matters; acquisition and disposal of utility assets and securities and other matters. Such 
regulations may subject KU to higher operating costs or increased capital expenditures and failure to comply 
could result in sanctions or possible penalties. In any rate-setting proceedings, federal or state agencies, 
intervenors and other permitted pm1ies may challenge KU's rate request and ultimately reduce, alter or limit the 
rates KU seeks. 

Changes in transmission and wholesale power market structures, as well as KU's exit from the MISO, 
could increase costs or reduce revenues. The resulting changes to transmission and wholesale power market 
structures and prices are not estimable and may result in unforeseen effects on energy purchases and sales, 
transmission and related costs or revenues. 

Transmission and interstate market activities ofKU, as well as other aspects of the business, are subject 
to significant FERC regulation. KU's business is subject to extensive regulation under the FERC covering 
matters including rates charged to transmission users and wholesale customers; interstate power market 
structure; construction and operation of transmission facilities; mandatory reliability standards; standards of 
conduct and affiliate restrictions and other matters. Existing FERC regulation, changes thereto or issuances of 
new rules or situations of non-compliance, can affect the earnings, operations or other activities ofKU. 

KU undertakes significant capital projects aJl(1 is subject to unforeseen costs, delays or failures in such 
projects, as well as risk offulll'ecovery of such costs. The completion ofthese facilities without delays or 
cost overruns is subject to risks in many areas, including approval and licensing; permitting; construction 
problems or delays; increases in commodity prices or labor rates; contractor performance; weather and 
geological issues and political, labor and regulatory developments. 

KU's costs of compliance with environmental laws are significant and are subject to continuing changes. 
Extensive federal, state and local environmental regulations are applicable to KU's air emissions, water 
discharges and the management of hazardous and solid waste, among other areas; and the costs of compliance 
or alleged non-compliance cannot be predicted with certainty. Costs may take the form ofinCl'eased capital or 
operating and maintenance expenses; monetary fines, penalties or forfeitures or other restrictions. 

KU's operating results are affected by weather conditions, including storms and seasonal temperature 
variations, as well as by significant man-made or accidental disturbances, including terrorism or natural 
disasters. These weather or man-made factors can significantly affect KU's finances or operations by changing 
demand levels; causing outages; damaging infi'astructure or requiring significant repair costs; affecting capital 
markets or impacting future growth. 

KU is subject to risl<s regarding potential developments concerning global climate change matters. Such 
developments could include potential federal or state legislation or industry initiatives limiting GHG emissions; 
establishing costs or charges on GHG emissions or on fuels relating to such emissions; requiring GHG 
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remediation or sequestration; establishing renewable portfolio standards or generation fleet-diversification 
requirements to address GRG emissions; promoting energy efficiency and conservation or other measures. 
KU's generation fleet is predominantly coal-fired and may be highly impacted by developments in this area. 

KU's business is concentrated in the Midwest United States, specifically Kentucky. Local and regional 
economic conditions, such as population growth, industrial growth or expansion and economic development, as 
well as the operational or financial performance of major industries or customers, can affect the demand for 
energy. 

KU is subject to operational risl<s relating to its generating plants, transmission facilities and distribution 
equipment. Operation of power plants, transmission and distribution facilities subjects KU to many risks, 
including the breakdown or failure of equipment; accidents; labor disputes; delivery/transportation problems; 
disruptions of fuel supply and performance below expected levels. 

KU could be negatively affected by rising interest rates, downgrades to company 01' bond insurer credit 
I·atings that could impact the Company's bond credit ratings or other negative developments in its ability 
to access capital markets. In the ordinary course of business, KU is reliant upon adequate long-term and short
term financing means to fund its significant capital expenditures, debt interest or maturities and operating needs. 
Increases in interest rates could result in increased costs to KU. 

KU is subject to commodity pricc risl{, credit risk, countcrparty risk and other risks associated with the 
energy business. General market or pricing developments or failures by counterparties to perform their 
obligations relating to energy, fuels, other commodities, goods, services or payments could result in potential 
increased costs io KU. 

KU is subject to risks associated with defined benefit rctirement plans, health care plans, wages and other 
employee-relatcd matters. Risks include adverse developments in legislation or regulation, future costs or 
funding levels, returns on investments, interest rates and actuarial matters, as well as, changing wage levels, 
whether related to collective bargaining agreements or employment market conditions, ability to attract and 
retain key personnel and changing costs of providing health care benefits. 
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Legal Proceedings 

For a discussion of current rates and regulatory matters, including base rate increase proceedings, merger 
surcredit proceedings, VDT proceedings, TC2 proceedings, Kentucky Commission, FERC and MISO 
proceedings and other rates or regulatory matters affecting KU, see Notes 2 and 9 of Notes to Financial 
Statements. 

Environmental 

For a discussion of environmental matters including additional reductions in S02, NOx and other emissions 
mandated by recent or potential regulations; items regarding notices of violations and other emissions 
proceedings; global warming or climate change matters and other environmental items affecting KU, see Note 9 
of Notes to Financial Statements. 

Litigation 

For a discussion of litigation matters, see Note 9 of Notes to Financial Statements. 

Other 

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

Years Ended December 31 
(in millions) 

2007 2006 2005 2004 2003 

Operating revenues $1.273 1UlQ $1.207 $ 995 $ 892 

Net operating income $ 268 L23.5. $ 202 $ 228 $ 162 

Net income $ 167 $ 152 $ 112 $ 134 L-2l 

Total assets $3.796 $3.148 $2.756 $2.610 $2.505 

Long-term obligations 
(including amounts 
due within one year) $1.264 $ 843 $ 746 $ 726 $ 688 

Management's Discussion and Analysis and Notes to Financial Statements should be read in 
conjunction with the above information. 
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Management's Discussion and Analysis 

The following discllssion and analysis by management focllses on those factors that had a material effect on KU's 
financial results of operations and financial condition during 2007 and 2006 and should be read in connection with 
the financial statements and notes thereto. 

Forward Looking Statements 

Some of the following discussion may contain forward-looking statements that are subject to risks, uncertainties 
and assumptions. Such forward-looking statements are intended to be identified in this document by the words 
"anticipate," "expect," "estimate," "objective," "possible," "potential" and similar expressions. Actual results 
may materially vary. Factors that could cause actual results to materially differ include: general economic 
conditions; business and competitive conditions in the energy industry; changes in federal or state legislation; 
unusual weather; actions by state or federal regulatory agencies; actions by credit rating agencies and other 
factors described fi'om time to time in KU's repOlts, including as noted in the Risk Factors section of this report. 

RESULTS OF OPERATIONS 

The electric utility business is affected by seasonal temperatures. As a result, operating revenues (and associated 
operating expenses) are not generated evenly throughout the year. 

Net Income 

Net income in 2007 increased $15 million compared to 2006. The increase was primarily the result of increased 
retail sales volumes, increased ECR surcharge and decreased purchased power expense. Partially offsetting 
these items were decreased wholesale sales, higher interest expense, decreased MISO related revenue and 
decreased equity in earnings of EEL 

Revenues 

Revenues in 2007 increased $63 million primarily due to: 
• Increased fuel costs ($57 million) billed to customers through the FAC due to increased fuel prices 

and sales volumes delivered 
• Increased sales volumes delivered ($30 million) resulting from a 2% increase in heating degree days 

and a 46% increase in cooling degree days 
• Increased ECR surcharge ($25 million) due to increased recoverable capital spending 
• Increased transmission service revenues ($4 million) 

These increases were partially offset by: 
• Lower wholesale sales ($37 million) due to decreased volumes and lower wholesale market pricing 
• Lower MISO related revenue ($16 million) resulting from the exit from the MISO 

Expenses 

Fuel for electric generation comprises a large component oftotal operating expenses. Increases or decreases in 
the cost offuel are reflected in retail rates through the FAC, subject to the approval of the Kentucky 
Commission, the Virginia Commission and the FERC. 
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Fuel for electric generation increased $37 million in 2007 primarily due to: 
• Increased cost of fuel burned ($20 million) due to higher coal prices 
• Increased generation ($17 million) due to higher demand 

Power purchased expense decreased $14 million in 2007 primarily due to: 
• Decreased volumes purchased ($19 million) due to increased internal generation 
• Increased cost per Mwh of purchases ($5 million) due to higher fuel prices 

Other operation and maintenance expenses increased $1 million in 2007 primarily due to increased maintenance 
expenses ($12 million), partially offset by decreased other operation expenses ($11 million). 

Other maintenance expenses increased $12 million in 2007 primadly due to: 
• Increased boiler maintenance expense ($7 million) 
• Increased electric plant maintenance ($5 million) 
• Increased vegetation management expense ($1 million) 
• Decreased overhead conductor and devices maintenance ($1 million) 

Other operation expenses decreased $11 million in 2007 primarily due to: 
• Decreased MISO Day I and Day 2 expenses ($16 million) due to the exit fi'om the MISO 

effective September I, 2006, and refunds fi'om the MISO for certain charges 
• Decreased VDT workforce reduction expense ($3 million) due to completion ofVDT 

amortization in March 2006 
• Increased MISO Day I expense ($3 million) due to credit received from the MISO for financial 

transmission rights in 2006 
• Increased outside services expense ($3 million) 
• Increased wholesale expense ($1 million) due to a recorded credit in April 2006 for a FERC 

ordered refund from the MISO for charges assessed in excess of the rates in the MISO 
transmission tariff 

• Increased research and development expenses ($1 million) 

Equity earnings in EEl decreased $3 million in 2007 primarily due to decreased other electdc earnings at EEl, 
resulting from decreased emission allowance sales in 2007 and increased purchased power expense. 

Other income - net increased $5 million in 2007 primarily due to increased other income ($7 million) relating to 
increased allowance for fimds used during construction, gain on disposal of property and increased interest 
income from bond proceeds on deposit with a trustee, partially offset by increased other expenses ($2 million) 
relating to penalties. 

Interest expense increased $17 million in 2007, primarily due to increased interest expense to affiliated 
companies resulting from increased affiliate borrowings to fund increased capital additions. 

CRITICAL ACCOUNTING POLICIES/ESTIMATES 

Preparation of financial statements and related disclosures in compliance with generally accepted accounting 
principles requires the application of appropriate technical accounting rules and guidance, as well as the use of 
estimates. The application ofthese policies necessarily involves judgments regarding future events, including legal 
and regulatory challenges and anticipated recovery of costs. These judgments could materially impact the financial 
statements and disclosures based on varying assumptions, which may be appropriate to use. In addition, the 
financial and operating environment also may have a significant effect, not only on the operation of the business, 
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but on the results reported t1u'ough the application of accounting measures used in preparing the financial 
statements and related disclosures, even if the nature of the accounting policies applied has not changed. Specific 
risks for these critical accounting policies are described in the Notes to Financial Statements. Each of these has a 
higher likelihood of resulting in materially different repOlted amounts under different conditions or using different 
assumptions. Events rarely develop exactly as forecasted and the best estimates routinely require adjustment. 

Critical accounting policies and estimates including unbilled revenue, allowance for doubtful accounts, regulatOlY 
mechanisms, pension and postretirement benefits and income taxes are detailed in Notes 1,2, 3, 5, 6 and 9 of Notes 
to Financial Statements. 

Recent Accounting Pronouncements. Recent accounting pronouncements affecting KU are detailed in Note I 
of Notes to Financial Statements. 

U LIQUIDITY AND CAPITAL RESOURCES 

KU uses net cash generated from its operations and external financing (including financing from affiliates) to 
fund construction of plant and equipment and the payment of dividends. KU believes that such sources of funds 
will be sufficient to meet the needs ofits business in the foreseeable future. 

As of December 31, 2007, KU is in a negative working capital position in part because of the classification of 
certain variable-rate pollution control bonds totaling $33 million that are subject to tender for purchase at the 
option of the holder as current portion oflong-term debt. Credit facilities totaling $35 million are in place to 
fund such tenders, if necessmy. KU has never needed to access these facilities. KU expects to cover any 
working capital deficiencies with cash flow from operations, money pool borrowings and borrowings fi'om 
Fidelia. 

Operating Activities 

Cash provided by operations was $302 million and $223 million in 2007 and 2006, respectively. 

The 2007 increase of$79 million was primarily the result of increases in cash due to changes in: 
• Earnings, net of non-cash items ($55 million) . 
• Material and supplies ($33 million) due to lower coal inventories on hand at December 31,2007 
• MISO exit fee ($20 million) due to the MISO exit being completed effective September I, 2006 
• Accrued income taxes ($15 million) due to income tax accrued during 2007 being greater than estimated 

payments 
• ECR recovelY ($11 million) 
• Prepayments and other current assets ($9 million) 
• Other current liabilities ($8 million) 
• Other liabilities ($7 million) 
• Other regulatory assets ($4 million) 
• FAC recovelY ($3 million) 

These increases were partially offset by cash used for changes in: 
• Pension and postretirement fimding ($36 million) 
• Accounts payable ($26 million) 
• Property and other taxes payable ($14 million) 
• Accounts receivable ($10 million) 
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The primary use offunds for investing activities continues to be for capital expenditures. Net cash used for 
investing activities increased $382 million in 2007 compared to 2006 primarily due to increased capital 
expenditures of$395 million, offset by decreased restricted cash of$13 million. Restricted cash represents the 
escrowed proceeds ofthe Pollution Control Bonds issued, which are disbursed as qualifYing costs are incurred. 

Financing Activities 

Net cash inflows from financing activities were $422 million and $124 million in 2007 and 2006, respectively. 
See Note 7 of Notes to Financial Statements for information of redemptions, maturities and issuances oflong
term debt. 

~ Future Capital Requirements 

KU expects its capital expenditures for the three-year period ending December 31, 2010, to total approximately 
$1,465 million, consisting primarily of construction estimates for installation ofFGDs on Ghent and Brown 
units totaling approximately $425 million, construction ofTC2 totaling approximately $360 million, the Brown 
ash pond totaling approximately $40 million, a customer care system totaling approximately $25 million and 
on-going construction related to generation and distribution assets. See Note 9 of Notes to Financial Statements 
for additional information. 

KU's constmction program is designed to ensure that there will be adequate capacity and reliability to meet the 
electric needs ofits service area and to comply with environmental regulations. These needs are continually 
being reassessed and appropriate revisions are made, when necessary, in construction schedules. Future capital 
requirements may be affected in varying degrees by factors such as electric energy demand load growth, 
changes in construction expenditure levels, rate actions by regulatory agencies, new legislation, market entry of 
competing electric power generators, changes in commodity prices and labor rates, changes in environmental 
regulations and other regulatory requirements. See Contractual Obligations further below and Note 9 of Notes 
to Financial Statements for current commitments. KU anticipates funding future capital requirements through 
operating cash flow, debt and/or infusions of capital fi'OIIi its parent. 

Regulatory approvals are required for KU to incur additional debt. The Virginia Commission and the FERC 
authorize the issuance of shOli-term debt while the Kentucky Commission, the Virginia Commission and the 
Tennessee Regulatory Authority authorize the issuance of long-term debt. In November 2007, KU received a 
two-year authorization fi'om the FERC to borrow up to $400 million in short-term funds. KU also has 
authorization fi'om the Virginia Commission that expires at the end of2009 allowing shOli-tenn bOlTowing of 
up to $400 million. 

KU's debt ratings as of December 31, 2007, were: 

Pollution control revenue bonds 
Issuer rating 
Corporate credit rating 

Moody's 
A2 
A2 

S&P 
BBB+ 

BBB+ 

These ratings reflect the views of Moody's and S&P. A security rating is not a recommendation to buy, sell or 
hold securities and is subject to revision or withdrawal at any time by the rating agency. See Note 7 of Notes to 
Financial Statements for a discussion of recent downgrade actions related to the pollution control revenue 
bonds. 
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The following is provided to summarize contractual cash obligations for periods after December 31, 2007. KU 
anticipates cash from operations and external financing will be sufficient to fund future obligations. Future 
interest obligations cannot be quantified because most ofKU's debt is variable rate. See Statements of 
Capitalization. 

(in millions) Payments Due by Period 
Contractual Cash Obligations 2008 2009 2010 2011 2012 Thereafter Total 

Short-term debt (a) $ 23 $ $ - $ $ - $ $ 23 
Long-term debt 33 50 1,181 (b) 1,264 
Operating leases (c) 6 5 3 2 2 4 22 
Unconditional power 

purchase obligations (d) 23 25 16 8 9 143 224 
Coal and gas purchase 
obligations (e) 329 146 93 57 57 682 
Retirement obligations (I) 23 24 23 23 23 124 240 
Other obligations (g) 307 .--l'l _6 - -- -- ~ 
Total contractual 

cash obligations $711 $279 S114 S2ll $141 ~ ~ 

(a) Represents borrowings from affiliated company due within one year. 
(b) Includes long-term debt of$33 million classified as current liabilities because these bonds are subject to tender for 

purchase at the option ofthe holder and to mandatory tender for purchase upon the occurrence of certain events. These 
bonds mature in 2032. KU does not expect to pay these amounts in 2008. 

(c) Represents future operating lease payments. 
(d) Represents future minimum payments under OMU and OVEC power purchase agreements through 2010 and 2026, 

respectively. 
(e) Represents contracts to purchase coal and natural gas. 
(f) Represents currently projected cash flows for pension, postretirement and other post-employment benefit plans as 

calculated by the actuary. 
(g) Represents construction commitments, including commitments for Te2 and the FGDs. 

CONTROLS AND PROCEDURES 

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

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

The Company has assessed the effectiveness of its internal control over financial reporting as of December 31, 
2007. In making this assessment, the Company used the criteria set forth by the Committee of Sponsoring 

14 



Attachment to Response to KU AG-1 Question No. 217 
Page 116 of 175 

Arbongh 

Organizations of the Treadway Commission in Intel'llal Control- Integrated Framework ("COSO"). The 
Company has concluded that, as of December 31, 2007, the Company's internal control over financial reporting 
was effective based on those criteria. 

KU is no longer subject to the internal control and other requirements of the Sat'banes-Oxley Act of2002 and 
associated rules (the "Act") and consequently has not issued Management's Report on Internal Controls over 
Financial Reporting pursuant to Section 404 ofthe Act. 
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OPERATING REVENUES: 

Kentucky Utilities Company 
Statements ofIncome 

(Millions of$) 

Years Ended December 31 
2007 2006 

Total operating revenues (Note 11) .................................................. . $1.273 ~ 

OPERATING EXPENSES: 
Fuel for electric generation ............................................................... . 461 424 
Power purchased (Notes 9 and 11) .................................................. .. 168 182 
Other operation and maintenance expenses ...................................... . 255 254 
Depreciation and amortization (Note 1) .......................................... .. ----.l.il ~ 

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

Net operating inconle ............................................................................. . 

Equity earnings in EEl (Note 1) ............................................................ .. 
Other incolue ~ net ................................................................................ . 
Interest expense (Notes 7 and 8) ............................................................ . 
Interest expense to affiliated companies (Note 11) ................................ . 

Income before incolne taxes ................................................................. . 

Federal and state income taxes (Note 6) ................................................ . 

Net incolne ............................................................................................. . 

The accompanying notes are an integral part ofthese financial statements. 

Statements of Retained Earnings 
(Millions of$) 

Balance Janua!)' 1 ................................................................................. .. 
Add net income ..................................................................................... .. 
Balance December 31 ........................................................................... .. 

The accompanying notes are an integral part ofthese financial statements. 
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Kentucky Utilities Company 
Statements of Comprehensive Income 

(Millions of$) 

Net incolue .................................................................................................................... . 

Additional minimum pension liability adjustment, net of tax expense 
of$O and $13 for 2007 and 2006, respectively (Note 5) ......................................... . 

Other comprehensive income, net oftax (Note 12) ..................................................... .. 

COlnprehensive incolne ............. " ......................................................................... " ..... ". 

The accompanying notes are an integral part ofthese financial statements. 
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ASSETS: 
Current assets: 

Kentucky Utilities Company 
Balance Sheets 

(Millions of$) 

Cash and cash equivalents (Note 1) ................................................................... . 
Restricted cash (Note 1) .................................................................................... . 
Accounts receivable -less reserve of $2 in 2007 and 2006 (Note 1) ............... .. 
Accounts receivable from affiliated companies (Note 11) ................................ . 
Materials and supplies (Note 1): 

Fuel (predominantly coal) ........................................................................... . 
Other materials and supplies ........................................................................ . 

PrepaYluents and other current assets ................................................................ . 
Total current assets ................................................................................................. . 

Other property and investments (Note 1) ............................................................... .. 

Utility plant, at original cost (Note I) ..................................................................... . 

Less: reserve for depreciation .......................... "" ............................................. . 
Total utility plant, net ....................................................................................... .. 

Construction ,york in progress ........................................................................... . 
Total utility plant and construction work in progress ............................................. . 

Deferred debits and other assets: 
Regulatory assets (Note 2): 

Pension and postretirement benefits (Notes 1 and 2) .................................. .. 
Other ........................................................................................................... .. 

Cash surrender value of key manUre insurance ............................................... .. 
Other assets ....................................................................................................... . 

Total deferred debits and other assets ..................................................................... . 

Total Assets ............................................................................................................ . 

The accompanying notes are an integral part ofthese financial statements. 
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LIABILITIES AND EQUITY: 
Current liabilities: 

Kentucky Utilities Company 
Balance Sheets (continued) 

(Millions of$) 

Ctnrent pOltion of long-term debt (Note 7) ............................................................. . 
Notes payable to affiliated companies (Notes 8 and I I) ......................................... . 
Accounts payable .................................................................................................... . 
Accounts payable to affiliated companies (Note I I) ............................................... . 
Custoiller deposits ................................................................................................... . 
Other current liabilities ............................................................................................ . 

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

Long-term debt: 
Long-term bonds (Note 7) ....................................................................................... . 
Long-term notes to affiliated company (Note 7) ..................................................... . 

Total long-term debt ..................................................................................................... . 

Deferred credits and other liabilities: 
Accumulated deferred income taxes (Note 6) ......................................................... . 
Accumulated provision for pensions and related benefits (Note 5) ......................... . 
Investment tax credit (Note 6) ................................................................................ . 
Asset retirenlellt obligations .... " .......................................................... " .................. . 
Regulatory liabilities (Note 2): 

Accumulated cost of removal of utility plan!... ............ : ..................................... . 
Deferred income taxes ...................................................................................... . 

Other regulatory liabilities ....................................................................................... . 
Other liabilities ....................................................................................................... . 

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

Commitments and contingencies (Note 9) 

COMMON EQUITY: 
Common stock) without par value -

Authorized 80,000,000 shares, outstanding 37,817,878 shares ........................ . 
Additional paid-in-capital (Note II) ...................................................................... . 

Retained earnings ................................................................................................... . 
Undistributed subsidiary earnings .......................................................................... . 
Total retained earnings .......................................................................................... .. 
Total COm1110n equity ............................................................................................. .. 

Total Liabilities and Equity ......................................................................................... . 

The accompanying notes are an integral part ofthese financial statements. 
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Kentucky Utilities Company 
Statements of Cash Flows 

(Millions of $) 

CASH FLOWS FROM OPERATING ACTIVITIES: 
Net inCOll1e ....................................................................................... . 

Items 110t requiring cash currently: 
Depreciation and amortization .................................................... . 
Deferred incollle taxes-net " ........................................................ . 
Investlnent tax credit-net. ............................................................ . 
Provision for pension and postretirement plans ......................... . 
Other ........................................................................................... . 

Change in certain current assets and liabilities: 
Accounts receivable .................................................................... . 
Materials and supplies ................................................................. . 
Accounts payable ........................................................................ . 
Accnled incolue taxes ................................................................. . 
Property and other taxes payable ................................................ . 
Prepayments and other current assets ........................................ .. 
Other current liabilities ............................................................... . 

Pension and postretirement funding ................................................. . 
MISO exit ree ................................................................................... . 
Environmental cost recovery mechanism refundable ....................... . 
Other. ................................................................................................ . 

Net cash provided by operating activities ................................... . 
CASH FLOWS FROM INVESTING ACTIVITIES: 

Construction expenditures ................................................................ . 
Change in restricted cash .................................................................. . 

Net cash used for investing activities .......................................... . 
CASH FLOWS FROM FINANCING ACTIVITIES: 

LongMterm borrowings from affiliated company .............................. . 
Short-term borrowings from affiliated company .............................. . 
Repayment of short-term borrowings from affiliated company ....... . 
Retirement of first mortgage bonds .................................................. . 
Issuance ofpollution control bonds .................................................. . 
Additional paid-in capital ................................................................. . 

Net cash provided by financing activities ................................... . 
Change in cash and cash equivalents .................................................... .. 
Cash and cash equivalents at beginning of year ..................................... . 
Cash and cash equivalents at end of year ............................................... . 

Supplemental disclosures ofeash flow information: 
Cash paid during the year for: 

Incolne taxes .............................................................................. .. 
Interest on borro\ved Inoney ....................................................... . 
Interest to affiliated companies on borrowed money .................. . 

The accompanying notes are an integral part ofthese financial statements. 
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LONG-TERM DEBT (Note 7): 
First mortgage bonds: 

Kentucky Utilities Company 
Statements of Capitalization 

(Millions of $) 

P due May 15,2007,7.92% (Note 3) ................................................................ . 
Pollution control series: 

10, due November 1, 2024, variable % ............................................................ .. 
Mercer Co. 2000 Series A, due May 1, 2023, variable % ................................. . 
Carroll Co. 2002 Series A, due February 1,2032, variable % .......................... . 
Carroll Co. 2002 Series B, due February 1,2032, variable % .......................... . 
Muhlenberg Co. 2002 Series A, due February 1,2032, variable % .................. . 
Mercer Co. 2002 Series A, due February 1, 2032, variable % .......................... . 
Carroll Co. 2002 Series C, due October 1, 2032, variable % ............................ . 
Carroll Co. 2004 Series A, due October 1,2034, variable % ........................... . 
Carroll Co. 2005 Series A, due June 1,2035, variable % ................................. . 
Carroll Co. 2005 Series B, due June 1, 2035, variable % ................................. . 
Carroll Co. 2006 Series A, due June 1,2036, variable % ................................. . 
Carroll Co. 2006 Series C, due June 1, 2036, variable % ................................. . 
Carroll Co. 2007 Series A, due February 1,2026, variable % .......................... . 
CaI'roll Co. 2006 Series B, due October 1,2034, variable % ............................ . 
Trimble Co. 2007 Series A, due March 1, 2037, variable % ............................ . 

Notes payable to Fidelia: 
Due November 24, 2010, 4.24%, ullsecured ..................................................... . 
Due January 16,2012,4.39%, unsecured .................. " ..................................... . 
Due April 30, 2013, 4.55%, unsecured ............................................................. . 
Due August 15, 2013, 5.31 %, unsecured ................................................... " ..... . 
Due July 8, 2015, 4.735%, unsecured ............................................................... . 
Due December 21,2015,5.36%, unsecured ..................................................... . 
Due October 25,2016, 5.675% unsecured ........................................................ . 
Due June 23, 2036, 6.33%, unsecured .......................................... " .................. . 
Due December 19,2014,5.45% unsecured ...................................................... . 
Due June 20, 2017, 5.98% unsecured .............................................................. .. 
Due October 25,2019, 5.71% unsecured .......................................................... . 
Due February 7, 2022, 5.69% unsecured .......................................................... . 
Due September 14, 2028, 5.96% unsecured ..................................................... . 
Due March 30, 2037, 5.86% unsecured ............................................................ . 

Total long-term debt outstanding ........................................................................... . 

Less current portion oflong-tenn debt ................................................................... . 

Long-term debt ....................................................................................................... . 

COMMON EQUITY: 
Common stock, without par value -

Authorized 80,000,000 shares, outstanding 37,817,878 shares ........................ . 
Additional paid-in-capital (Note 11) ...................................................................... . 

Retained earnings .................................................................................................. .. 
Undistributed subsidialY earnings .......................................................................... . 
Total retained earnings .......................................................................................... .. 
Total conlmon equity ............................................................................................. .. 

Total capitalization ...................................................................................................... . 

The accompanying notes are an integral part of these financial statements. 
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Kentucky Utilities Company 

Notes to Financial Statements 

Note 1 - Summary of Significant Acconnting Policies 

KU, incorporated in Kentucky in 1912 and in Virginia in 1991, is a regulated public utility engaged in the 
generation, transmission, distribution and sale of electric energy in Kentucky, Virginia and Tennessee. KU 
provides electricity to approximately 506,000 customers in 77 counties in central, southeastern and western 
Kentucky, to approximately 30,000 customers in 5 counties in southwestern Virginia and 5 customers in 
Tennessee. KU's coal-fired electric generating stations produce most ofKU's electricity. The remainder is 
generated by a hydroelectric power plant and natural gas and oil fueled CTs. In Virginia, KU operates under the 
name Old Dominion Power Company. KU also sells wholesale electric energy to 12 municipalities. 

KU is a wholly-owned subsidiary ofE.ON U.S., formerly known as LG&E Energy LLC. E.ON U.S. is an 
indirect wholly-owned subsidiary ofE.ON, a German corporation, making KU an indirect wholly-owned 
subsidiary ofE.ON. KU's affiliate, LG&E, is a regulated public utility engaged in the generation, transmission, 
distribution and sale of electric energy and the distribution and sale of natural gas in Kentucky. 

Certain reclassification entries have been made to the previous years' financial statements to conform to the 
2007 presentation with no impact on net assets, liabilities and capitalization or previously reported net income 
and cash flows. 

Regulatory Accounting. KU is subject to SFAS No. 71, under which regulatory assets are created based on 
expected recovery fi'om customers in future rates to defer costs that would otherwise be charged to expense. 
Likewise, regulatory liabilities are created based on expected return to customers in future rates to defer credits 
that would otherwise be reflected as income, or, in the case of costs of removal, are created to match long-term 
future obligations arising fi'om the current use of assets. The accounting for regulatory assets and liabilities is 
based on specific ratemaking decisions or precedent for each item as prescribed by the FERC, the Kentucky 
Commission or the Virginia Commission. See Note 2, Rates and Regulatory Matters, for additional detail 
regarding regulatory assets and liabilities. 

Cash and Cash Equivalents. KU considers all highly liquid investments with an original maturity of three months 
or less to be cash equivalents. 

Restricted Cash. Proceeds fi'om bond issuances for environmental equipment (primarily related to the installation 
ofFGDs) are held in trust pending expenditure for qualifYing assets. 

Allowance for Doubtful Accounts. The allowance for doubtfhl accounts is based on the ratio of the amounts 
charged-off during the last twelve months to the retail revenues billed over the same period multiplied by the retail 
revenues billed over the last four months. Accounts with no payment activity are charged-off after four months, 
although collection effOits continue thereafter. 

Materials and Supplies. Fuel and other materials and supplies inventories are accounted for using the average-cost 
method. Emission allowances are included in other materials and supplies and are not currently traded by KU. At 
December 31, 2007 and 2006, the emission allowances inventory was less than $1 million and approximately $2 
million, respectively. 
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Other Property and Investments. Other property and investments on the balance sheets consists ofKU's 
investment in EEl, economic development loans provided to various communities in KU's service territory, KU's 
investment in OVEC, funds related to KU's long-term purchased power contract with OMU and non-utility plant. 

Although KU holds investment interests in OVEC and EET, it is not the primary beneficiary, therefore, neither 
are consolidated into KU's financial statements. KU and II other electric utilities are participating owners of 
OVEC, located in Piketon, Ohio. OVEC owns and operates two power plants that burn coal to generate 
electricity, Kyger Creek Station in Ohio and Clifty Creek Station in Indiana. Pursuant to current contractual 
arrangements, KU's share of OVEC's output is 2.5%, approximately 55 Mw of generation capacity. 

As of December 31, 2007 and 2006, KU's investment in OVEC totaled less than $1 million and is accounted for 
under the cost method of accounting. KU's maximum exposure to loss as a result of its involvement with 
OVEC is limited to the value ofits investment. In the event of the inability ofOVEC to fulfill its power 
provision requirements, KU anticipates substituting such power supply with either owned generation or market 
purchases and believes it would generally recover associated incremental costs through regulatory rate 
mechanisms. See Note 9, Commitments and Contingencies, for further discussion of developments regarding 
KU's ownership interests and power purchase rights. 

KU owns 20% of the common stock of EEl, which owns and operates a 1,162-Mw generating station in 
southern Illinois. Prior to 2006, KU was entitled to take 20% of the available capacity of the station under a 
pricing formula comparable to the cost of other power generated by KU. This contract governing the purchases 
fi'om EEl terminated on December 31, 2005. Since December 31, 2005, EEl has sold power under general 
market-based pricing and terms. KU has not contracted with EET for power under the new arrangements, but 
maintains its 20% ownership in the common stock of EEl. Replacement power for the EET capacity has been 
largely provided by KU generation. 

KU's investment in EET is accounted for under the equity method of accounting and, as of Decem bel' 31,2007 
and 2006, totaled $23 million and $18 million, respectively. KU's direct exposure to loss as a result of its 
involvement with EET is generally limited to the value of its investment. 

Utility Plant. KU's utility plant is stated at original cost, which includes payroll-related costs such as taxes, fi'inge 
benefits and administrative and general costs. Construction work in progress has been included in the rate base for 
determining retail customer rates in Kentucky. KU has not recorded a significant allowance for funds used during 
construction. 

The cost of plant retired or disposed of in the normal course of business is deducted from plant accounts and such 
cost is charged to the reserve for depreciation. When complete operating units are disposed of, appropriate 
adjustments are made to the reserve for depreciation and gains and losses, if any, are recognized. 

Depreciation and Amortization. Depreciation is provided on the straight-line method over the estimated 
service lives of depreciable plant. The amounts provided were approximately 3.2% in 2007 and 3.1 % in 2006 of 
average depreciable plant. Of the amount provided for depreciation at December 31, 2007 and 2006, 
approximately 0.5% was related to the retirement, removal and disposal costs oflong lived assets. 

Unamortized Debt Expense. Debt expense is capitalized in deferred debits and amOliized using the straight line 
method, which approximates the effective interest method, over the lives of the related bond issues. 

Income Taxes. Income taxes are accounted for under SFAS No. 109, Accounting/or Income Taxes and FIN 48, 
Accounting/or Uncertainty in Income Taxes, an Interpretation o/SFAS No. 109. In accordance with these 
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statements, deferred tax assets and liabilities are recognized for the future tax consequences attributable to 
differences between the financial statement carrying amounts of existing assets and liabilities and their 
respective tax bases, as measured by enacted tax rates that are expected to be in effect in the periods when the 
deferred tax assets and liabilities are expected to be settled or realized. Significant judgment is required in 
determining the provision for income taxes, and there are transactions for which the ultimate tax outcome is 
uncertain. FIN 48 prescribes a recognition threshold and measurement attribute for the financial statement 
recognition and measurement of a tax position taken or expected to be taken in a tax return .. Unceltain tax 
positions are analyzed periodically and adjustments are made when events occur to warrant a change. See Note 
6, Income Taxes. 

Deferred Income Taxes. Deferred income taxes are recognized at currently enacted tax rates for all material 
temporary differences between the financial repOlting and income tax bases of assets and liabilities. 

Investmcnt Tax Credits. The EPAct 2005 added Section 48A to the Internal Revenue Code, which provides for 
an investment tax credit to promote the commercialization of advanced coal technologies that will generate 
electricity in an environmentally responsible manner. KU and LG&E received an investment tax credit related 
to TC2, for more details see Note 6, Income Taxes. Investment tax credits prior to 2006 resulted fi'om provisions 
of the tax law that permitted a reduction ofKU's tax liability based on credits for construction expenditures. 
Deferred investment tax credits are being amOltized to income over the estimated lives ofthe related propelty that 
gave rise to the credits. 

Revenue Recognition. Revenues are recorded based on service rendered to customers through month-end. KU 
accrues an estimate for unbilled revenues fi'om each meter reading date to the end ofthe accounting period based 
on allocating the daily system net deliveries between billed volumes and unbilled volumes. The allocation is based 
on a daily ratio of the number of meter reading cycles remaining in the month to the total number of meter reading 
cycles in each month. Each day's ratio is then mUltiplied by each day's system net deliveries to determine an 
estimated billed and unbilled volume for each day of the accounting period. The unbilled revenue estimates 
included in accounts receivable were $59 million and $42 million at December 31, 2007 and 2006, respectively. 

Fuel Costs. The cost offilel for generation is charged to expense as used. 

Management's Use of Estimates. The preparation of financial statements in conformity with generally accepted 
accounting principles requires management to make estimates and assumptions that affect the repolted assets and 
liabilities and disclosure of contingent items at the date of the financial statements and the repOlted amounts of 
revenues and expenses during the reporting period. Accrued liabilities, including legal and environmental, are 
recorded when they are probable and estimable. Actual results could differ fi'om those estimates. 

Recent Accounting Pronouncemcnts. The following are recent accounting pronouncements affecting KU: 

SFASNo.160 

In December 2007, the F ASB issued SFAS No. 160, Noncontrolling Interests in Consolidated Financial 
Statements, which is effective for fiscal years, and interim periods within those fiscal years, beginning on or 
after December 15,2008. The objective of this statement is to improve the relevance, comparability and 
transparency of financial information in a reporting entity's consolidated financial statements. The Company 
expects the adoption of SF AS No. 160 to have no impact on its statements of operations, financial position and 
cash flows. 
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In February 2007, the FASB issued SFAS No. 159, The Fail' Value Optionfor Financial Assets and Financial 
Liabilities - Including an Amendment of FASB Statement No. 115. SF AS No. 159 permits entities to choose to 
measure many financial instruments and certain other assets and liabilities at fair value on an instrument-by
instrument basis (the fair value option). Unrealized gains and losses on items for which the fair valne option has 
been elected are to be recognized in earnings at each subsequent reporting date. SFAS No. 159 is effective for 
fiscal years beginning after November 15, 2007. SFAS No. 159 was adopted effective January I, 2008 and had 
no impact on the statements of operations, financial position and cash flows. 

SFASNo.157 

In September 2006, the FASB issued SFAS No. 157, Fail' Vallie Measurements, which, except as described 
below, is effective for fiscal years beginning after November 15, 2007. This statement defines fair value, 
establishes a framework for measuring fair value in generally accepted accounting principles and expands 
disclosures about fair value measurements. SFAS No. 157 does not expand the application off air value 
accounting to new circumstances. In February 2008, the FASB issued FASB Staff Position 157-2, Effective 
Date ofFASB Statement No. 157, which delays the effective date of SF AS No. 157 for all nonfinancial assets 
and liabilities, except those that are recognized or disclosed at fair value in the financial statements on a 
recurring basis (at least annually), to fiscal years beginning after November 15,2008 and interim periods within 
those fiscal years. SFAS No. 157 was adopted effective January 1,2008, except as it applies to those 
nonfinancial assets and liabilities, and had no impact on the statements of operations, financial position and cash 
flows, however, the Company will provide additional disclosures relating to its financial derivatives, AROs and 
pension assets as required in 2008. 

FIN 48 

In July 2006, the FASB issued FIN 48 which clarifies the accounting for the uncertainty of income tax positions 
recognized in an enterprise's financial statements in accordance with SFAS No. 109. This interpretation 
prescribes a recognition threshold and measurement attribute for the financial statement recognition and 
measurement of a tax position taken or expected to be taken in a tax return. 

The evaluation of a tax position in accordance with FIN 48 is a two-step process. The first step is recognition 
based on the determination of whether it is "more likely than not" that a tax position will be sustained upon 
examination. The second step is to measure a tax position that meets the "more likely than not" threshold. The 
tax position is measured as the amount of potential benefit that exceeds 50% likelihood of being realized. 

FIN 48 is effective for fiscal years beginning after December 15,2006, and was adopted effective January I, 
2007. The impact of FIN 48 on the statements of operations, financial position and cash flows was not material. 

Note 2 - Rates and Regulatory Matters 

KU is subject to the jurisdiction ofthe Kentucky Commission, the Virginia Commission, the Tennessee 
Regulatory Authority and the FERC in virtually all matters related to electric utility regulation, and as such, its 
accounting is subject to SFAS No. 71. Given its competitive position in the marketplace and the status of 
regulation in Kentucky and Virginia, KU has no plans or intentions to discontinue its application of SF AS No. 
71. 
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In December 2003, KU filed an application with the Kentucky Commission requesting an adjustment in KU's 
rates. The revenue increase requested was $58 million. In June 2004, the Kentucky Commission issued an 
Order approving an increase in KU's base rates of approximately $46 million (7%). The rate increase took 
effect on July 1, 2004. 

Final proceedings took place during the first qUaI1er of2006 concerning the sole remaining open issue relating 
to state income tax rates used in calculating the granted rate increase. On March 31, 2006, the Kentucky 
Commission issued an Order resolving this issue in KU's favor consistent with the original rate increase order. 

Regulatory Assets and Liabilities 

The following regulatory assets and liabilities were included in the balance sheets as of December 31: 

(in millions) 2007 2006 
ARO $ 24 $ 22 
MISO exit 20 20 
FAC 17 16 
Unamortized loss on bonds 10 10 
ECR 11 10 
Other __ 4 __ 5 

Subtotal 86 83 

Pension and postretirement benefits --.-11!. ~ 
Total regulatory assets $ 114 $ 147 

Accumulated cost of removal of utility plant $ 310 $ 297 
Deferred income taxes - net 22 27 
Other ----....lQ __ 6 

Total regulatory liabilities $ 342 $ 330 

KU does not currently earn a rate of return on the F AC regulatory asset, which is a separate recovery 
mechanism with recovery within twelve months. No return is earned on the pension and postretirement benefits 
regulatory asset which represents the changes in funded status of the plans. The Company will seek recovery of 
this asset in future proceedings with the Kentucky and Virginia Commissions. No return is currently earned on 
the ARO asset. This regulatory asset will be offset against the associated regulatory liability, ARO asset and 
ARO liability at the time the underlying asset is retired. The MISO exit amount represents the costs relating to 
the withdrawal from MISO membership. KU will seek recovery of this asset in future proceedings with the 
Kentucky and Virginia Commissions. KU currently earns a rate of return on the remaining regulatory assets. 
Other regulatory assets include VDT costs, the merger surcredit and deferred storm costs. Other regulatory 
liabilities include DSM and MISO costs included in base rates that will be netted against costs of withdrawing 
from the MISO in the next rate case. 
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ARO. A summary ofKU's net ARO assets, regulatory assets, liabilities and cost of removal established under 
FIN 47, Accollnting/or Conditional Asset Retirement Obligations, an intel1Jretation o/SFAS No. 143, and 
SF AS No. 143, Accollnting/or Asset Retirement Obligations, follows: 

ARONet ARO Regulatory Regulatory Accumulated Cost of Removal 
(in millions) Assets Liabilities Assets Liabilities Cost of Removal DeQreciatiQn 
As of December 31, 2005 $6 $(27) $20 $ (2) $2 $ I 
ARO accretion (I) 1 
ARO depreciation -11) _I 
As of December 31, 2006 5 (28) 22 (2) 2 
ARO accretion ____ (2) ~ --
As of December 31, 2007 12 mID $24 .till U II 

Pursuant to regulatory treatment prescribed under SF AS No. 71, an offsetting regulatory credit was recorded in 
depreciation and amortization in the income statement of$2 million in 2007 and 2006 for the ARO accretion 
and depreciation expense. KU AROs are primarily related to the final retirement of assets associated with 
generating units. For assets associated with AROs, the removal cost accrued through depreciation under 
regulatory accounting is established as a regulatory liability pursuant to regulatory treatment prescribed under 
SFAS No. 71. There were no FIN 47 net asset additions during 2007 or 2006. For the years ended December 31, 
2007 and 2006, KU recorded less than $1 million of depreciation expense related to the cost of removal of ARO 
related assets. An offsetting regulatory liability was established pursuant to regulatory treatment prescribed 
under SFAS No. 71. 

KU transmission and distribution lines largely operate under perpetual property easement agreements which do 
not generally require restoration upon removal of the property. Therefore, under SFAS No .. 143, no material 
asset retirement obligations are recorded for transmission and distribution assets. 

MISO Exit. Following receipt of applicable FERC, Kentucky Commission and other regulatory orders, KU 
withdrew from the MISO effective September 1,2006. Specific proceedings regarding the costs and benefits of 
the MISO and exit matters had been underway since July 2003. Since the exit fi'om the MISO, KU has been 
operating under a FERC-approved open access-transmission tariff. KU now contracts with the Tennessee 
Valley Authority to act as its transmission Reliability Coordinator and Southwest Power Pool, Inc. to function 
as Independent Transmission Organization, pursuant to FERC requirements. 

KU and the MISO have agreed upon overall calculation methods for the contractual exit fee to be paid by the 
Company following its withdrawal. In October 2006, KU paid approximately $20 million to the MISO pursuant 
to an invoice regarding the exit fee and made related FERC compliance filings. The Company's payment of this 
exit fee amount was with reservation of its rights to contest the amount, or components thereof, following a 
continuing review of its calculation and supporting documentation. In December 2006, KU provided notice to 
the MISO of its disagreement with the calculation ofthe exit fee. KU and the MISO have resolved their dispute 
regarding the calculation of the exit fee and, in November 2007, filed an application with the FERC for 
approval of a recalculation agreement. In March 2008, the FERC approved the parties' recalculation ofthe exit 
fee, and the approved agreement provides KU with an immediate recovery of$1 million and will provide an 
estimated $3 million over the next eight years for credits realized from other payments the MISO will receive, 
plus interest. Orders ofthe Kentucky Commission approving the Company's exit from the MISO have 
authorized the establishment of a regulatory asset for the exit fee, subject to adjustment for possible future 
MISO credits, and a regulatory liability for certain revenues associated with former MISO administrative 
charges, which may continue to be collected via base rates. The treatment ofthe regulatory asset and liability 
will be determined in KU's next rate case, however, the Company historically has received approval to recover 
and refund regulatory assets and liabilities. 
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FAC. KU's retail rates contain an FAC, whereby increases and decreases in the cost of fuel for generation are 
reflected in the rates charged to retail customers. The FAC allows the Company to adjust customers' accounts 
for the difference between the fuel cost component of base rates and the actual fuel cost, including 
transportation costs. Refunds to customers occur ifthe actual costs are below the embedded cost component. 
Additional charges to customers occur if the actual costs exceed the embedded cost component. The amount of 
the regulatory asset or liability is the amount that has been under- or over-recovered due to timing or 
adjustments to the mechanism. 

The Kentucky Commission requires public hearings at six-month intervals to examine past fuel adjustments, 
and at two-year intervals to review past operations of the fuel clause and transfer of the then current fuel 
adjustment charge or credit to the base charges. 

In January 2008, the Kentucky Commission initiated a routine examination ofKU's FAC for the six-month 
period May 1,2007 through October 31, 2007. Data discovery is ongoing and a public hearing is scheduled in 
March 2008. 

In August 2007, the Kentucky Commission initiated a routine examination ofKU's FAC for the six-month 
period of November 1,2006 through April 30, 2007. Data discovery has concluded and a public hearing was 
held in October 2007. The Kentucky Commission issued an Order in January 2008, approving the charges and 
credits billed through the FAC during the review period. 

In December 2006, the Kentucky Commission initiated its periodic two-year review ofKU's past operations of 
the fuel clause and transfer of fuel costs from the FAC to base rates for November 1,2004 through October 31, 
2006. In March 2007, the KlUC challenged KU's recovery of approximately $5 million in aggregate fuel costs 
KU incurred during a period prior to its exit from the MISO and requested the Kentucky Commission disallow 
this amount. A public hearing was held in May 2007. In October 2007, the Kentucky Commission issued its 
Order approving the calculation and application ofKU's FAC charges and fuel procurement practices and 
indicated that KU was in compliance with the provisions of Administrative Regulation 807 KAR 5:5056. The 
Kentucky Commission further approved KU's recommendation for the transfer of fuel cost from the FAC to 
base rates. In November 2007, the KIUC filed a petition for rehearing, claiming the Kentucky Commission 
misinterpreted the KIUC's arguments in the proceeding. In the same month, the Kentucky Commission issued 
an Order denying the KlUC's request for rehearing. An appeal was not filed by the KIUC. 

In July 2006, the Kentucky Commission initiated a six-month review of the FAC for KU for the period of 
November 1,2005 through April 30, 2006. The Kentucky Commission issued an Order in November 2006, 
approving the charges and credits billed through the FAC during the review period. 

In January 2003, the Kentucky Commission reviewed KU's FAC for the six-month period ended October 31, 
2001. The Kentucky Commission ordered KU to reduce its fuel costs for purposes of calculating its FAC by 
less than $1 million. At issue was the purchase of approximately 102,000 tons of coal fi'Om Western Kentucky 
Energy Corp., a non-regulated affiliate, for use at KU's Ghent facility. The Kentucky Commission further 
ordered that an independent audit be conducted to examine operational and management aspects of both KU's 
and LG&E's fuel procurement functions. The final repmi's recommendations, issued in February 2004, related 
to documentation and process improvements. Management Audit Action Plans were agreed upon by KU and the 
Kentucky Commission Staffin the second quatter of2004, and resulted in Audit Progress Reports being filed 
by KU with the Kentucky Commission. In February 2007, the Kentucky Commission staff indicated that KU 
fully complied with all audit recommendations and that no fmiher l'Cpmis are required. 
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KU also employs an FAC mechanism for Virginia customers that uses an average fuel cost factor based 
primarily on projected fuel costs. The fuel cost factor may be adjusted annually for over or under collections of 
fuel costs fi'om the previous year. In February 2007, KU filed an application with the Virginia Commission 
seeking approval of an increase of approximately $4 million in its fuel cost factor to reflect higher fhel costs 
incurred and under-collected during 2006, and anticipated higher fuel costs to be incurred in 2007. The Virginia 
Commission approved KU's request in April 2007. In February 2008, KU filed an application with the Virginia 
Commission seeking approval ofa decrease of 0.599 cents/KWh in its fuel cost factor applicable during the 
billing period April 2008 through March 2009. The decrease was requested because KU has fully recovered its 
under-recovered fuel expenses fi'om the prior periods. 

Unamortized Loss on Bonds. The costs of early extinguishment of debt, including call premiums, legal and 
other expenses, and any unamortized balance of debt expense are amoltized using the straight line method, 
which approximates the effective interest method, over the life of either replacement debt (in the case of 
refinancing) or the original life ofthe extinguished debt. 

ECR. Kentucky law permits KU to recover the costs of complying with the Federal Clean Air Act, including a 
return of operating expenses, and a return of and on capital invested, through the ECR mechanism. The amount 
of the regulatory asset or liability is the amount that has been under- or over-recovered due to timing or 
adjustments to the mechanism. 

In September 2007, the Kentucky Commission initiated six-month and two-year reviews for periods ending 
October 31, 2006 and April 30, 2007, respectively, ofKU's environmental surcharge. Data discovery concluded 
in December 2007, and all parties to the case submitted requests with the Kentucky Commission to waive rights 
to a hearing on this matter. The case is submitted for decision and an order is anticipated in the second quarter 
of2008. 

In June 2006, KU filed an application for a CCN to construct an SCR at the Ghent station and to amend its ECR 
plan with the Kentucky Commission seeking approval to recover investments in environmental upgrades at the 
Company's generating facilities. The estimated capital cost ofthe upgrades for the years 2008 through 2010 is 
approximately $125 million, of which approximately $115 million is for the Air Quality Control System at TC2. 
A final Order was issued by the Kentucky Commission in December 2006, approving all expenditures and 
investments as submitted. In October 2007, KU met with the Kentucky Commission and other interested parties 
to discuss the status of the Ghent Unit 2 SCR construction. KU informed the Kentucky Commission that 
construction of the Ghent Unit 2 SCR was not going to commence before the CCN expired in December 2007, 
due to a change in the economics for the project. The CCN expired in December 2007, and KU has delayed 
construction ofthe Ghent Unit 2 SCR. 

In April 2006, the Kentucky Commission initiated six-month and two-year reviews ofKU's environmental 
surcharge for six-month periods ending July 2003, January 2004, January 2005, July 2005 and January 2006 
and for the two-year period ending July 2004. A final Order was received in January 2007, approving the 
charges and credits billed through the ECR during the review period as well as approving billing adjustments, a 
roll-in to base rates, revisions to the monthly surcharge filing and the rate of return on capital. 

VDT. In December 2001, the Kentucky Commission issued an Order approving a settlement agreement 
allowing KU to set up a regulatory asset of$54 million for workforce reduction costs and begin amortizing it 
over a five-year period starting in April 2001. Some employees rescinded their participation in the voluntary 
enhanced severance program which, along with the non-recurring charge of $7 million for FERC and Virginia 
jurisdictions, thereby decreased the charge to the regulatory asset from $64 million to $54 million. The Order 
reduced revenues by approximately $11 million through a surcredit on bills to ratepayers over the same five-
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year period, reflecting a sharing (40% to the ratepayers and 60% to KU) of savings as stipulated by KU, net of 
amortization costs of the workforce reduction. The five-year VDT amortization period expired in March 2006. 

As part of the settlement agreement in the rate case, in September 2005, KU filed with the Kentucky 
Commission a plan for the future ratemaking treatment ofthe VDT surcredit and costs. In February 2006, the 
AG, KIUC and KU reached a settlement agreement on the future ratemaking treatment of the VDT surcredits 
and costs and subsequently submitted a joint motion to the Kentucky Commission to approve the unanimous 
settlement agreement. Under the terms of the settlement agreement, the VDT surcredit will continue at the 
current level until such time as KU files for a change in base rates. The Kentucky Commission issued an Order 
in March 2006, approving the settlement agreement. 

Merger Surcredit. As part of the LG&E Energy merger with KU Energy Corporation in 1998, KU estimated 
non-fuel savings over a ten-year period following the merger. Costs to achieve these savings were deferred and 
amortized over a five-year period pursuant to regulatory orders. In approving the merger, the Kentucky 
Commission adopted KU's proposal to reduce its retail customers' bills based on one-half ofthe estimated 
merger-related savings, net of deferred and amOltized amounts, over a five-year period. The surcredit 
mechanism provides that 50% of the net non-fuel cost savings estimated to be achieved fi'om the merger be 
provided to ratepayers through a monthly bill credit, and 50% be retained by KU over a five-year period. In that 
same order, the Kentucky Commission required KU, after the end of the five-year period, to present a plan for 
sharing with ratepayers the then-projected non-fuel savings associated with the merger. KU submitted this filing 
in January 2003, proposing to continue to share with ratepayers, on a 50%/50% basis, the estimated fifth-year 
gross level of non-fuel savings associated with the merger. In October 2003, the Kentucky Commission issued 
an Order approving a settlement agreement reached with the parties in the case. According to the Order, KU's 
merger surcredit would remain in place for another five-year term beginning July 1, 2003, the merger savings 
would continue to be shared 50% with ratepayers and 50% with shareholders and KU would file a plan for the 
merger surcredit six months before its expiration. 

In December 2007, KU submitted to the Kentucky Commission its plan to allow the merger surcredit to 
terminate as scheduled on June 30, 2008. The Kentucky Commission has not issued a procedural schedule for 
this proceeding. 

Deferred Storm Costs. Based on an Order from the Kentucky Commission in June 2004, KU reclassified fi'om 
maintenance expense to a regulatory asset, $4 million related to costs not reimbursed from the 2003 ice storm. 
These costs will be amortized through June 2009. KU earns a return of these amOltized costs, which are 
included in KU'sjurisdictional operating expenses. 

Pension and Postretirement Benefits. KU adopted SFAS No. 158, Employers' Accounting/or Defined Benefit 
Pension and Other Postretirement Plans, in 2006. This statement requires employers to recognize the over
funded or under-funded status of a defined benefit pension and postretirement plan as an asset or liability in the 
balance sheet and to recognize through comprehensive income the changes in the funded status in the year in 
which the changes occur. Under SFAS No. 71, KU can defer recoverable costs that would otherwise be charged 
to expense or equity by non-regulated entities. Current rate recovery in Kentucky and Virginia is based on 
SFAS No. 87, Employers' Accounting/or Pensions, and SF AS No. 106, Employers' Accounting/or 
Postretirement Benefits Other than Pensions, both of which were amended by SFAS No. 158. Regulators have 
been clear and consistent with their historical treatment of such rate recovery, therefore, KU has recorded a 
regulatory asset representing the probable recovery of the portion of the change in funded status of the pension 
and postretirement plans that is expected to be recovered. The regulatory asset will be adjusted annually as prior 
service cost and actuarial gaills and losses are recognized in net periodic benefit cost. 
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Accumulated Cost of Removal of Utility Plant. As of December 31, 2007 and 2006, KU has segregated the 
cost of removal, previously embedded in accumulated depreciation, of$310 million and $297 million, 
respectively, in accordance with FERC Order No. 631. This cost of removal component is for assets that do not 
have a legal ARO under SFAS No. 143. For reporting purposes in the balance sheets, KU has presented this 
cost of removal as a regulatory liability pursuant to SFAS No. 71. 

Deferred Income Taxes - Net. Deferred income taxes represent the future income tax effects of recognizing 
the regulatory assets and liabilities in the income statement. Deferred income taxes are recognized at currently 
enacted tax rates for all material temporary differences between the financial reporting and income tax bases of 
assets and liabilities. 

DSM. KU's rates contain a DSM provision. The provision includes a rate mechanism that provides for 
concurrent recovery of DSM costs and provides an incentive for implementing DSM programs. The provision 
allows KU to recover revenues from lost sales associated with the DSM programs based on program plan 
engineering estimates and post-implementation evaluations. 

In July 2007, KU and LG&E filed an application with the Kentucky Commission requesting an order approving 
enhanced versions of the existing DSM programs along with the addition of several new cost effective 
programs. The total annual budget for these programs is approximately $26 million, an increase over the 
existing annual budget of approximately $10 million. Data discovery concluded in November 2007, and the 
Community Action Council ("CAC") for Lexington-Fayette, Bourbon, Harrison and Nicholas counties and the 
Kentucky Association for Community Action ("KACA"), filed a motion for hearing. In January 2008, the CAC 
and KACA filed a motion with the Kentucky Commission to withdraw the request because the parties reached a 
settlement. The Kentucky Commission is allowing the current tariffs to remain in effect until a final order is 
issued. 

Other Regulatory Matters 

Utility Competition in Virginia. The Commonwealth of Virginia passed the Virginia Electric Utility 
Restructuring Act in 1999. This act gave Virginia customers the ability to choose their electric supplier. Rates 
are capped at current levels through December 2010. The Virginia Commission will continue to require each 
Virginia utility to make annual filings of either a base rate change or an Annual Informational Filing consisting 
ofa set of standard financial schedules. The Virginia Commission Staff will issue a Staff Report regarding the 
individual utility's financial performance during the historic 12-month period. The Staff Report can lead to an 
adjustment in rates, but through December 20 I 0, rates are subject to the capped rate period and essentially 
"fi·ozen". In April 2007, Virginia passed legislation terminating this competitive market and commencing re
regulation of utility rates in Virginia. The new act will end the cap on rates at the end of2008, rather than 
through December 20 I 0, and end customer choice for most consumers in the applicable regions of the state. 
Thereafter, a hybrid model of regulation is expected to apply in Virginia, whereby utility rates would be 
reviewed every two years and a utility's rate ofretul'll on equity shall not be set lower than the average of the 
rates of retul'll for other regional utilities, with certain caps, floors or adjustments. The legislation was effective 
in July 2007, and also includes a 10% nonbinding goal for renewable power generation by 2022, as well as 
incentives for new generation, including renewables. Under the legislation, KU retains an existing exemption 
fi'om customer choice and other restructuring activities as applicable to KU's limited service territory in 
Virginia. However, subject to filture developments, KU mayor may not undertake such a rate proceeding in the 
first six months of2009 based on calendar year 2008 financial data under the hybrid model of regulation, or 
make biennial rate filings with the Virginia Commission thereafter. 
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Regional Reliability Council. KU has changed its regional reliability council membership from the Reliab~:;?ough 
First Corporation to the SERC Reliability Corporation ("SERC"), effective January I, 2007. Regional reliability 
councils are industry consortiums that promote, coordinate and ensure the reliability of the bulk electric supply 
systems in North America. 

TC2 CCN Application. A CCN application for construction of the new, base-load, coal fired unit TC2, which 
will be jointly owned by KU and LG&E, was approved by the Kentucky Commission in November 2005, and 
initial CCN applications for three transmission lines were approved in September 2005 and May 2006. In 
August 2006, KU obtained dismissal of a judicial review of such CCN approvals by certain property owners. In 
December 2007, the Kentucky Court of Appeals reversed and remanded the lower Court's dismissal. Both 
parties have filed for reconsideration of elements of the appellate comt's ruling. The transmission lines are also 
subject to routine regulatory filings and the right-of-way acquisition process. See Note 9, Commitments and 
Contingencies, for further discussion regarding the TC2 air permit. 

Ghent FGD Inquiry. In October 2006, the Kentucky Commission commenced an inquiry into elements of 
KU's planned construction of one of its three new FGDs at the Ghent generating station. The proceeding 
requested, and KU provided, additional information regarding configuration details, expenditures and the 
proposed construction sequence applicable to future construction phases of the Ghent FGD project. In January 
2007, the Kentucky Commission issued an Order completing its inquiry in the matter and confirming its 
approval ofKU's construction plan. The Order also provided general guidance for jurisdictional utilities 
regarding applicable information and data requirements for future CCN applications and subsequent 
proceedings. 

Market-Based Rate Authority. In July 2006, the FERC issued an Order in KU's market-based rate proceeding 
accepting KU's further proposal to address certain market power issues the FERC had claimed would arise 
upon an exit from the MISO. In particular, KU received permission to sell power at market-based rates at the 
interface of control areas in which it may be deemed to have market power, subject to a restriction that such 
power not be collusively re-sold back into such control areas. However, restrictions exist on sales by KU of 
power at market-based rates in the KUILG&E and Big Rivers Electric Corporation control areas. In June 2007, 
the FERC issued Order No. 697 implementing certain reforms to market-based rate regulations, including 
restrictions similar to those previously in place for KU's power sales at control area interfaces. As a condition 
ofreceiving and retaining market-based rate authority, KU must comply with applicable affiliate restrictions set 
forth in FERC's regulation. 

FERC Audit Results. In July 2006, the FERC issued a final report under a routine audit that its Office of 
Enforcement (formerly its Office of Market Oversight and Investigations) had conducted regarding the 
compliance ofE.ON U.S. and its subsidiaries, including KU, under the FERC's standards of conduct and codes 
of conduct requirements, as well as other areas. The final report contained certain findings calling for 
improvements in E.ON U.S. and its subsidiaries' structures, policies and procedures relating to transmission, 
generation dispatch, energy marketing and other practices. E.ON U.S. and its subsidiaries have agreed to celtain 
corrective actions and have submitted procedures related to such corrective actions to the FERC. The corrective 
actions are in the nature of organizational and operational improvements as described above and are not 
expected to have a material adverse impact on the Company's results of operations or financial condition. 

Mandatory Reliability Standards. As a result of EPAct 2005, certain formerly voluntary reliability standards 
became mandatory in June 2007, and authority was delegated to variolls regional reliability organizations 
("RRO") by the Electric Reliability Organization, which was authorized by the FERC to enforce compliance 
with such standards, including promUlgating new standards. Failure to comply with mandatory reliability 
standards can subject a registered entity to sanctions, including potential fines of up to $1 million per day as 
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well as non-monetary penalties, depending upon the circumstances of the violation. KU is a member of the 
SERC, which acts as KU's RRO. The SERC is currently assessing KU's compliance with celtain existing 
mitigation plans resulting from a prior RRO's audit of various reliability standards. While KU believes itselfto 
be in substantial compliance with the mandatory reliability standards generally, KU cannot predict the outcome 
of the current SERC proceeding or of other analysis which may be conducted regarding compliance with 
particular reliability standards. 

IRP. Integrated resource planning regulations in Kentucky require major utilities to make triennialiRP filings 
with the Kentucky Commission. In April 2005, KU and LG&E filed their 2005 joint IRP with the Kentucky 
Commission. The IRP provides historical and projected demand, resource and financial data, and other 
operating performance and system information. The AG and the KIUC were granted intervention in the IRP 
proceeding. The Kentucky Commission issued its staffrepolt with no substantive issues noted and closed the 
case by Order in Febl'Uary 2006. KU and LG&E will submit the next joint triennial filing in April 2008. 

PUHCA 2005. E.ON, KU's ultimate parent, is a registered holding company under PUHCA 2005. E.ON, its 
utility subsidiaries, including KU, and certain of its non-utility subsidiaries, are subject to extensive regulation 
by the FERC with respect to numerous matters, including: electric utility facilities and operations, wholesale 
sales of power and related transactions, accounting practices, issuances and sales of securities, acquisitions and 
sales of utility properties, payments of dividends out of capital and surplus, financial matters and inter-system 
sales of non-power goods and services. KU believes that it has adequate authority (including financing 
authority) under existing FERC orders and regulations to conduct its business and will seek additional 
authorization when necessary. 

EPAct 2005. The EPAct 2005 was enacted in August 2005. Among other matters, this comprehensive 
legislation contains provisions mandating improved electric reliability standards and performance; granting 
enhanced civil penalty authority to the FERC; providing economic and other incentives relating to transmission, 
pollution control and renewable generation assets; increasing funding for clean coal generation incentives; 
repealing the Public Utility Holding Company Act of 1935; enacting PUHCA 2005 and expanding FERC 
jurisdiction over public utility holding companies and related matters via the Federal Power Act and PUHCA 
2005. 

In Febl'Uary 2006, the Kentucky Commission initiated an administrative proceeding to consider the 
requirements of the EPAct 2005, Subtitle E Section 1252, Smart Metering, which concerns time-based metering 
and demand response, and Section 1254, Interconnections. EPAct 2005 requires each state regulatory authority 
to conduct a formal investigation and issue a decision on whether or not it is appropriate to implement certain 
Section 1252, Smart Metering standards within eighteen months after the enactment ofEPAct 2005 and to 
commence consideration of Section 1254, Interconnection standards within one year after the enactment of 
EPAct 2005. Following a public hearing with all Kentucky jurisdictional electric utilities, in December 2006, 
the Kentucky Commission issued an Order in this proceeding indicating that the EPAct 2005 Section 1252, 
Smmt Metering and Section 1254, Interconnection standards should not be adopted. However, all five Kentucky 
Commission jurisdictional utilities are required to file real-time pricing pilot programs for their large 
commercial and industrial customers. KU developed a real-time pricing pilot for large industrial and 
commercial customers and filed the details ofthe plan with the Kentucky Commission in April 2007. Data 
discovery concluded in July 2007, and no parties to the case requested a hearing. In Febl'Uary 2008, the 
Kentucky Commission issued an Order approving the real-time pricing pilot program proposed by KU for 
implementation within approximately eight months. KU willnotity the Kentucky Commission 10 days prior to 
the actual implementation date and will file annual repOlts on the program within 90 days of each plan year-end 
for the 3-year pilot period. 
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Green Energy Riders. In February 2007, KU and LG&E filed a Joint Application and Testimony for Proposed 
Green Energy Riders. The AG and KIUC were granted full intervention. In May 2007, a Kentucky Commission 
Order was issued authorizing KU to establish Small and Large Green Energy Riders, allowing customers to 
contribute funds to be used for the purchase of renewable energy credits. 

Home Energy Assistance Program. In July 2007, KU filed an application with the Kentucky Commission for 
the establishment of a new Home Energy Assistance program. During September 2007, the Kentucky 
Commission approved KU's new five-year program as filed, effective in October 2007. The program terminates 
in September 2012, and is funded through a $0.10 per month meter charge. 

Depreciation Study. In December 2007, KU filed a depreciation study with the Kentucky Commission 
requesting a change in the depreciation rates as required by a previous Order. An adjustment to the depreciation 
rates is dependent on an order being received by the Kentucky Commission, the timing of which cannot 
currently be determined. 

Note 3 - Financial Instruments 

The cost and estimated fair values ofKU's non-trading financial instruments as of December 31 follow: 

2007 2006 
Carrying Fair Carrying Fair 

(in millions) Value Value Value Value 
Long-term debt (including 
current portion of$33 million) $333 $333 $360 $360 

Long-term debt fi'om affiliate $931 $996 $483 $487 

All of the above valuations reflect prices quoted by exchanges except for the loans fi'om affiliate which are fair 
valued using accepted valuation models. The fair values of cash and cash equivalents, accounts receivable, cash. 
surrender value of key man life insurance, accounts payable and notes payable are substantially the same as their 
carrying values. 

Interest Rate Swaps (hedging derivatives). KU has used over-the-counter interest rate swaps to hedge 
exposure to market fluctuations in celtain of its debt instruments. Pursuant to Company policy, use of these 
financial instruments has been intended to mitigate risk, earnings and cash flow volatility and was not 
speculative in nature. Management had designated all of the interest rate swaps as hedge instruments. Financial 
instruments designated as fair value hedges and the underlying hedged items are periodically marked to market 
with the resulting net gains and losses recorded directly into net income. Upon termination of any fair value 
hedge, the resulting gain or loss is recorded into net income. 

KU had no outstanding interest rate swap agreements at December 31, 2007. KU was patty to an interest rate 
swap agreement with a notional amount of$53 million as of December 31, 2006. The interest rate swap was 
terminated in Februaty 2007, when the underlying debt was defeased. Under this swap agreement, KU paid 
variable rates based on the London Interbank Offer Rate averaging 7.44% and received fixed rates averaging 
7.92% at December 31, 2006. The swap agreement in effect at December 3 1,2006 had been designated as a fair 
value hedge. The fair value designation was assigned because the underlying fixed rate debt had a finn future 
commitment. For 2007 and 2006, the effect of marking these financial instruments and the underlying debt to 
market resulted in pre-tax gains of less than $ I million recorded in interest expense. 
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Interest rate swaps hedge interest rate risk on the underlying debt under SFAS No. 133, Accolll1tingjor 
Derivative Instruments and Hedging Activities, as amended, in addition to swaps being marked to market, the 
item being hedged must also be marked to market. Consequently, at December 31, 2006, KU's debt reflects a 
mark-to-market adjustment ofless than $1 million. 

Energy Risk Management Activities (non-hedging derivatives). KU conducts energy trading and risk 
management activities to maximize the value of power sales from physical assets it owns. Energy trading 
activities are principally forward financial transactions to hedge price risk and are accounted for on a mark-to
market basis in accordance with SFAS No. 133, as amended. 

The table below summarizes KU's energy trading and risk management activities: 

(in millions) 
Fair value of contracts at beginning of period, net asset 

Unrealized gains and losses recognized at contract 
inception during the period 

Realized gains and losses recognized during the period 
Changes in fair values attributable to changes in valuation 

techniques and assumptions 
Other unrealized gains and losses and changes in fair values 

Fair value of contracts at end of period, net asset 

2007 
$ I 

(I) 

.$.0 

2006 
$ I 

I 

(2) 
_I 
$.1 

No changes to valuation techniques for energy trading and risk management activities occurred during 2007 or 
2006. Changes in market pricing, interest rate and volatility assumptions were made during both years. All 
contracts outstanding at December 31, 2007 and 2006, have a maturity of less than one year and are valued 
using prices actively quoted for proposed or executed transactions or quoted by brokers. 

KU maintains policies intended to minimize credit risk and revalues credit exposures daily to monitor 
compliance with those policies. At December 31, 2007, 100% of the trading and risk management commitments 
were with counterparties rated BBB-lBaa3 equivalent or better. 

KU hedges the price volatility ofits forecasted electric wholesale sales with the sales of market-traded electric 
forward contracts for periods of less than one year. Hedge accounting treatment has not been elected for these 
transactions, and therefore gains and losses are shown in the statements of income in other income -net. No 
material pre-tax gains and losses resulted in 2007. Pre-tax gains of$lmillion resulted in 2006. 

Note 4 - Concentrations of Credit and Other Risk 

Credit risk represents the accounting loss that would be recognized at the repOiting date if counterpatties failed 
to perform as contracted. Concentrations of credit risk (whether on- or off-balance sheet) relate to groups of 
customers or counterparties that have similar economic or industry characteristics that would cause their ability 
to meet contractual obligations to be similarly affected by changes in economic or other conditions. 

KU's customer receivables and revenues arise fi'om deliveries of electricity to approximately 506,000 customers 
in over 600 communities and adjacent suburban and rural areas in 77 counties in central, southeastern and 
western Kentucky, to approximately 30,000 customers in five counties in southwestern Virginia and 5 
customers in Tennessee. For the years ended December 31, 2007 and 2006, 100% of total revenue was derived 
fi'om electric operations. 
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Effective August 1,2006, KU and its employees represented by the IBEW Local 2100 entered into a new three-
year coliective bargaining agreement. The new agreement provides for negotiated increases or changes to 
wages, benefits or other provisions and for annual wage re-openers. A wage re-opener was negotiated in July 
2007. KU and its employees represented by the USWA Local 9447-01 entered into a three-year collective 
bargaining agreement effective August 2005, with authorized annual wage re-openers. The employees 
represented by these two bargaining units comprise approximately 16% ofKU's workforce at December 31, 
2007. Wage re-openers were negotiated in July 2006, and July 2007. 

Note 5 - Pension and Other Postretirement Benefit Plans 

KU has both funded and unfunded non-contributory defined benefit pension plans and other postretirement 
benefit plans that together cover substantially all of its employees. The healthcare plans are contributory with 
participants' contributions adjusted annually. KU uses December 3 I as the measurement date for its plans. 

Obligations and Funded Status. The following tables provide a reconciliation ofthe changes in the plans' 
benefit obligations and fair value of assets over the two-year period ending December 31, 2007, and a statement 
of the funded status as of December 31 for KU's sponsored defined benefit plans: 

Other Postretirement 
(in millions) Pension Benefits Benefits 

2007 2006 2007 2006 
Change in benefit obligation 

Benefit obligation at beginning of year $ 303 $ 318 $ 88 $ 95 
Service cost 6 6 2 2 
Interest cost 17 17 5 5 
Benefits paid, net of retiree contributions (19) (19) (5) (5) 
Actuarial gain and other {23l {19l {14l {9l 

Benefit obligation at end of year $ 284 $ 303 $ 76 $ 88 

Change in plan assets 
Fair value of plan assets at beginning of year $ 253 $ 247 $ 12 $ 9 

Actual return on plan assets 17 26 1 
Employer contributions 13 6 7 
Benefits paid, net of retiree contributions (19) (19) (5) (5) 
Administrative expenses and other {Il 

Fair value of plan assets at end of year $ 264 $ 253 $ 13 $ 12 

Funded status at end of year $ {2Ol $ {5Ol $ {63l $ U6l 
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Amounts Recognized in Statement of Financial Position. The following tables provide the amounts 
recognized in the balance sheets and information for plans with benefit obligations in excess of plan assets as of 
December 31: 

(in millions) Pension Benefits 
2007 2006 

Regulatory assets $ 37 $ 59 
Accrued benefit liability (non-current) (20) (50) 

Other Postretirement 
Benefits 

2007 2006 
$ (9) $ 5 

(63) (76) 

Additional year-end information for plans with accumulated benefit obligations in excess of plan assets: 

(in millions) 

Benefit obligation 
Accumulated benefit obligation 
Fair value of plan assets 

Pension Benefits 
2007 2006 

$ 284 $ 303 
243 258 
264 253 

Other Postretirement 
Benefits 

2007 2006 
$ 76 $ 88 

13 12 

Components of Net Periodic Benefit Cost. The following table provides the components of net periodic 
benefit cost for the plans: 

(in millions) 

Service cost 
Interest cost 
Expected return on plan assets 
Amortization of prior service costs 
Amortization of actuarial loss 
Amortization oftransitional obligation 
Benefit cost at end of year 

$ 

$ 

Pension Benefits 
2007 2006 

6 $ 6 
17 17 

(21) (20) 
I I 
2 4 

5 $ 8 

Other Postretirement 
Benefits 

2007 2006 
$ 2 $ 2 

5 5 
(I) (I) 

I 

I 
$ 6 $ 8 

The assumptions used in the measurement ofKU's pension benefit obligation are shown in the following table: 

Weighted-average assumptions as of December 31: 
Discount rate 
Rate of compensation increase 

6.66% 
5.25% 

5.96% 
5.25% 

The discount rate is based on the November Mercer Pension Discount Yield Curve, adjusted by the basis point 
change in the Moody's Corporate Aa Bond Rate in December. 
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The assumptions used in the measurement ofKU's net periodic benefit cost are shown in the following table: 

Discount rate 
Expected long-term return on plan assets 
Rate of compensation increase 

5.90% 
8.25% 
5.25% 

5.50% 
8.25% 
5.25% 

To develop the expected long-term rate of return on assets assumption, KU considered the current level of 
expected returns on risk free investments (primarily government bonds), the historical level ofthe risk premium 
associated with the other asset classes in which the pOltfolio is invested and the expectations for future returns 
of each asset class. The expected return for each asset class was then weighted based on the target asset 
allocation to develop the expected long-term rate of return on assets assumption for the portfolio. 

The following describes the effects on pension benefits by changing the major actuarial assumptions discussed 
above: 

• A I % change in the assumed discount rate could have an approximate $30 million positive or 
negative impact to the 2007 accumulated benefit obligation and an approximate $40 million positive 
or negative impact to the 2007 projected benefit obligation. 

• A 25 basis point change in the expected rate of rehlrn on assets would have an approximate $1 
million positive or negative impact on 2007 pension expense. 

Assumed Healthcare Cost Trend Rates. For measurement purposes, a 9% annual increase in the per capita 
cost of covered health care benefits was assumed for 2007. The rate was assumed to decrease gradually to 5% by 
20 [5 and remain at that level thereafter. 

Assumed health care cost trend rates have a significant effect on the amounts reported for the hea[thcare plans. A 
[% change in assumed hea[thcare cost trend rates would have resulted in an increase or decrease of [ess than $1 
million on the 2007 total of service and interest costs components and an increase or decrease of $4 million in 
year-end 2007 postretirement benefit obligations. 

Expected Future Benefit Payments and Medicare Subsidy Receipts. The following list provides the amount 
of expected future benefit payments, which reflect expected future service and the estimated gross amount of 
Medicare subsidy receipts: 

Other Medicare 
Pension Postretirement Subsidy 

(in millions) Plans Benefits Receillts 
2008 $ 18 $ 6 $ (1) 
2009 18 7 (1) 
2010 17 7 (1) 
2011 17 7 (1) 
20[2 [7 7 (1) 
2013-17 90 37 (3) 
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Plan Assets. The following table shows KU's weighted-average asset allocation by asset category at December 
31 : 

Pension Plans 
Equity securities 
Debt securities 
Other 
Totals 

Target Range 
45%-75% 
30%-50% 
0%-10% 

2007 
57% 
43% 

0% 
100% 

2006 
61% 
39% 

0% 
100% 

The investment policy ofthe pension plans was developed in cOl\junction with financial consultants, investment 
advisors and legal counsel. The goal ofthe investment policy is to preserve the capital of the fund and maximize 
investment earnings. The return objective is to exceed the benchmark return for the policy index comprised of 
the following: Russell 3000 Index, MSCI-EAFE Index, Lehman Aggregate and Lehman U.S. Long 
Government/Credit Bond Index in propOltions equal to the targeted asset allocation. 

Evaluation ofperfonnance focuses on a long-term investment time horizon of at least three to five years or a 
complete market cycle. The assets of the pension plans are broadly diversified within different asset classes 
(equities, fixed income securities and cash equivalents). 

To minimize the risk oflarge losses in a single asset class, no more than 5% of the portfolio will be invested in 
the seclll'ities of anyone issuer with the exclusion ofthe U.S. government and its agencies. The equity portion 
of the fund is diversified among the market's various subsections to diversifY risk, maximize returns and avoid 
undue exposure to any single economic sector, industry group or individual security. The equity subsectors 
include, but are not limited to, growth, value, small capitalization and international. 

In addition, the overall fixed income pOltfolio may have an average weighted duration, or interest rate 
sensitivity which is within +/- 20% ofthe duration of the overall fixed income benchmark. Foreign bonds in the 
aggregate shall not exceed 10% of the total fund. The portfolio may include a limited investment of up to 20% 
in below investment grade securities provided that the overall average portfolio quality remains "AA" or better. 
The below investment grade securities include, but are not limited to, medium-term notes, corporate debt, non
dollar and emerging market debt and asset backed securities. The cash investments should be in securities that 
either are ofshart maturities (not to exceed 180 days) or readily marketable with modest risk. 

Derivative securities are permitted only to improve the portfolio's risk/return profile, to modifY the portfolio's 
duration or to reduce transaction costs and must be used in conjunction with underlying physical assets in the 
portfolio. Derivative securities that involve speculation, leverage, interest rate anticipation, or any undue risk 
whatsoever are not deemed appropriate investments. 

The investment objective for the postretirement benefit plan is to provide current income consistent with 
stability of principal and liquidity while maintaining a stable net asset value of $1.00 per share. The 
postretirement funds are invested in a prime cash money market fund that invests primarily in a portfolio of 
short-term, high-quality fixed income securities issued by banks, corporations and the U.S. government. 

Contributions. KU made a discretionary contribution to the pension plan of$13 million in January 2007. After 
this payment, KU's pension plan assets are in excess of the December 31,2007 accumulated benefit obligation. 

In addition, KU made contributions to other postretirement benefit plans of$6 million and $7 million in 2007 
and 2006, respectively. In 2008, KU anticipates making voluntary contributions to fund the Voluntary 
Employee Beneficiary Association trusts to match the annual postretirement expense and funding the 401(h) 
plan up to the maximum amount allowed by law. 
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Pension Legislation. The Pension Protection Act of2006 was enacted in August 2006. The new rules are 
generally effective for plan years beginning after 2008. Among other matters, this comprehensive legislation 
contains provisions applicable to defined benefit plans which generally (i) mandate 100% funding of current 
liabilities within seven years; (ii) increase tax-deduction levels regarding contributions; (iii) revise certain 
actuarial assumptions, such as mortality tables and discount rates; and (iv) raise federal insurance premiums and 
other fees for under-funded and distressed plans. The legislation also contains similar provisions relating to 
defined-contribution plans and qualified and non-qualified executive pension plans and other matters. 

Thrift Savings Plans. KU has a tln'ift savings plan under section 401(k) of the Internal Revenue Code. Under the 
plan, eligible employees may defer and contribute to the plan a portion of current compensation in order to provide 
future retirement benefits. KU makes contributions to the plan by matching a portion ofthe employee contributions. 
The costs of this matching were $2 million for 2007 and 2006. 

Note 6 - Income Taxes 

A United States consolidated income tax return is filed by E.ON U.S.'s direct parent, E.ON US Investments 
Corp., for each tax period. Each subsidiary ofthe consolidated tax group, including KU, will calculate its 
separate income tax for the tax period. The reSUlting separate-return tax cost 01' benefit will be paid to or 
received from the parent company or its designee. KU also files income tax returns in various state jurisdictions. 
With few exceptions, KU is no longer subject to U.S. federal income tax examinations for years before 2004. 
Statutes of limitations related to 2004 and later returns are still open. Tax years 2005, 2006 and 2007 are under 
audit by the IRS with the 2007 return being examined under an IRS pilot program named "Compliance 
Assurance Process". This program accelerates the IRS's review to the actual calendar year applicable to the 
retul'll and ends 90 days after the retul'll is filed. 

KU adopted the provisions of FIN 48 effective January 1,2007. At the date of adoption, KU had less than $1 
million of unrecognized tax benefits, primarily related to federal income taxes. Ifrecognized, the less than $1 
million of unrecognized tax benefits would reduce the effective income tax rate. Additions and reductions of 
unceltain tax positions during 2007 were less than $1 million. 

Possible amounts of unceltain tax positions for KU that may decrease within the next 12 months total less than 
$1 million and are based on the expiration of statutes during 2008. 

KU, upon adoption of FIN 48, adopted a new financial statement classification for interest and penalties. Prior 
to the adoption of FIN 48, KU recorded interest and penalties for income taxes on the income statements in 
income tax expense and in the taxes accrued balance sheet account, net oftax. Upon adoption of FIN 48, 
interest is recorded as interest expense and penalties are recorded as operating expenses on the income 
statement and accrued expenses in the balance sheets, on a pre-tax basis. Interest ofless than $1 million was 
accrued for 2007 and 2006 based on IRS and Kentucky Department of Revenue large corporate interest rates for 
underpayment of taxes. No penalties were accrued by KU upon adoption of FIN 48 or through December 31, 
2007. 

40 



Attacliment to Response to KU AG-l Question No. 217 
Page 142 of175 

Components of income tax expense are shown in the table below: 

(in millions) 2007 2006 
Current - federal $ 28 $ 51 

- state 13 11 
Deferred - federal- net (5) 

- state- net (1) I 
Investment tax credit - deferred 43 12 
Amortization of investment tax credit _____ (1) --1l) 
Total income tax expense $.Il .sill. 

Current federal income tax expense decreased and investment tax credit - deferred increased primarily 
due to the recording of investment tax credits of$43 million and $12 million at December 31, 2007 and 
2006, respectively, as discussed below. 

In June 2006, KU and LG&E filed a joint application with the U.S. Department of Energy ("DOE") 
requesting certification to be eligible for investment tax credits applicable to the construction ofTC2. 
The EPAct 2005 added Section 48A to the Internal Revenue Code, which provides for an investment tax 
credit to promote the commercialization of advanced coal technologies that will generate electricity in 
an environmentally responsible manner. KU's and LG&E's application requested up to the maximum 
amount of "advanced coal project" credit allowed per taxpayer, or $125 million, based on an estimate of 
15% of projected qualifYing TC2 expenditures. In November 2006, the DOE and the IRS announced 
that KU and LG&E were selected to receive the tax credit. A final IRS certification required to obtain 
the investment tax credit was received in August 2007. KU's portion ofthe TC2 tax credit will be 
approximately $100 million over the construction period and will be amortized to income over the life of 
the related property beginning when the facility is placed in service. Based on eligible construction 
expenditures incurred, KU recorded investment tax credits of$43 million and $12 million in 2007 and 
2006, respectively, decreasing current federal income taxes. 

Al'bougli 

In September 2007, KU received Order 2007-00 I 78 from the Kentucky Commission approving the accounting 
ofthe investment tax credit. In March 2008, certain groups filed suit in federal court in North Carolina against 
the DOE and IRS claiming the investment tax credit program was violative of certain environmental laws and 
demanded relief, including suspension or termination of the program. KU is not able to predict the ultimate 
outcome of this proceeding. 
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(in millions) 2007 2006 
Deferred tax liabilities: 
Depreciation and other plant-related items $292 $291 
Regulatory assets and other ---.1Q --».. 
Total deferred tax liabilities 332 328 

Deferred tax assets: 
Income taxes due to customers 9 10 
Pensions and related benefits 17 11 
Liabilities and other ~ ~ 
Total deferred tax assets ~ ~ 

Net deferred income tax liability $283 $284 

Balance sheet classification 
Current assets $ (2) $ (5) 
Non-current liabilities 285 289 

Net deferred income tax liability $283 $284 

A reconciliation of differences between the statutory U.S. federal income tax rate and KU's effective income 
tax rate follows: 

Statutory federal income tax rate 
State income taxes, net of federal benefit 
Reduction of income tax accruals 
Qualified production deduction 
EEl dividend 
Amortization of investment tax credit 
Other differences 
Effective income tax rate 

35.0% 
304 

(004) 
(1.2) 
(2.9) 
(004) 
ill) 
31.6% 

35.0% 
3.9 

(0.5) 
(004) 
(304) 
(0.5) 
ill) 
32.7% 

The EEl dividend for 2007 and 2006 reflects tax benefits associated with the receipt of dividends from KU's 
investment in EEL Subsequent to an EEl management decision regarding changes in the distribution of EEl's 
previous earnings, KU elected to provide deferred taxes for all book and tax temporary differences in this 
investment. 

Other differences primarily relate to excess deferred taxes which reflect the benefits of deferred taxes reversing 
at tax rates that differ from statutory rates and various other permanent differences. 

H. R. 4520, known as the "American Jobs Creation Act of2004", allows electric utilities to take a deduction for 
qualified production activities income starting in 2005. 

Kentucky House Bill 272, also known as "Kentucky's Tax Modernization Plan", was signed into law in March 
2005. This bill contains a number of changes in Kentucky's tax system, including the reduction of the Corporate 
income tax rate from 8.25% to 7% effective January 1,2005, and a further reduction to 6% effective January 1, 
2007. As a result ofthe income tax rate changes, KU's deferred tax reserve amount will exceed its actual 
deferred tax liability attributable to existing temporary differences, since the new statutory rates are lower than 
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rates when the deferred tax liability originated. In December 2006, KU received approval from the Kentucky 
Commission to establish and amortize a regulatory liability of $11 million for these net excess deferred income 
tax balances. KU will amOitize these depreciation-related excess deferred income tax balances under the 
average rate assumption method which matches the amortization of the excess deferred income taxes with the 
life of the timing differences to which they relate. Excess deferred income tax balances related to non-
depreciation timing differences were expensed in 2006 due to their immaterial amount. There were no 
additional adjustments in 2007. 

KU expects to have adequate levels of taxable income to realize its recorded deferred tax assets. 

Note 7 - Long-Term Debt 

As of December 31, 2007 and 2006, long-term debt and the current portion of long-term debt consist primarily 
~ of pollution control bonds and long-term loans from affiliated companies as summarized below. 

(in millions) 
Outstanding at December 31,2007: 

Noncurrent portion 
Current portion 

Outstanding at December 31, 2006: 
Noncurrent portion 
Current portion 

Stated 
Interest Rates 

Variable - 6.33% 
Variable 

Variable - 6.33% 
Variable -7.92% 

Maturities 

2010-2037 
2032 

2010-2036 
2007-2032 

Principal 
Amounts 

$1,231 
$ 33 

$ 702 
$ 141 

Pollution control series bonds are obligations ofKU issued in connection with tax-exempt pollution control 
revenue bonds issued by various governmental entities, principally counties in Kentucky. A loan agreement 
obligates KU to make debt service payments to the county that equate to the debt service due from the county 
on the related pollution control revenue bonds. Until a series of financing transactions was completed during 
February 2007, the county's debt was also secured by an equal amount ofKU's first mortgage bonds that were 
pledged to the trustee for the pollution control revenue bonds that match the terms and conditions of the 
county's debt, but require no payment of principal and interest unless KU defaults on the loan agreement. 
Proceeds fi'Oln bond issuances for environmental equipment (primarily related to the installation ofFGDs) are held 
in trust pending expenditure for qualifYing assets. At December 31, 2007, and 2006, KU had $11 million and $23 
million, respectively, of bond proceeds in trust, included in restricted cash in the balance sheets. 

Several of the KU pollution control bonds are insured by monoline bond insurers whose ratings have been 
under pressure due to exposures relating to insurance of sub-prime mortgages. At December 31, 2007, KU had 
an aggregate $333 million of outstanding pollution control indebtedness, of which $300 million is in the form of 
insured auction rate securities wherein interest rates are reset either weekly or every 35 days via an auction 
process. Beginning in late 2007, the interest rates on these insured bonds began to increase due to investor 
concerns about the creditworthiness of the bond insurers. In 2008, interest rates have continued to increase, and 
the Company has experienced "failed auctions" when there are insufficient bids for the bonds. When there is a 
failed auction, the interest rate is set pursuant to a formula stipulated in the indenture which can be as high as 
15%. During 2007, the average rate on the auction rate bonds was 3.96%, whereas the average rate in January 
and February of2008 was 4.72%. The instruments governing these auction rate bonds permit KU to convert the 
bonds to other interest rate modes, such as various shOit-term variable rates, long-term fixed rates or 
intermediate-term fixed rates that are reset infrequently. In the first quarter of2008, the ratings of the Carroll 
County 2004 Series A bonds were downgraded fi'om AAA to AA and subsequently to A by S&P and from Aaa 
to A2 by Moody's, and the Carroll County 2006 Series C bonds were downgraded from Aaa to A2 by Moody's 
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and from AAA to A- by S&P due to downgrades of the bond insurer. In February 2008, KU issued a notice to 
bondholders ofits intention to convert the Carroll County 2007 Series A bonds and the Trimble County 2007 
Series A bonds from the auction rate mode to a fixed interest rate mode, as permitted under the loan documents. 
In March 2008, KU will issue notices to bondholders of its intention to convert the Carroll County 2006 Series 
C bonds and the Mercer County 2000 Series A bonds from the auction mode to a weekly interest rate mode, as 
permitted under the loan documents. KU expects to purchase such bonds and hold some or all such bonds until 
a later date, including potential further conversion, remarketings or refinancings. Uncertainty in markets relating 
to auction rate securities or steps KU has taken or may take to mitigate such uncertainty, such as additional 
conversions, subsequent restructurings or redemptions and refinancings, could result in KU incurring increased 
interest expense, transaction expenses or other costs and fees or experiencing reduced liquidity relating to 
existing or future pollution control financing structures. See Note 13, Subsequent Events. 

All ofKU's first mortgage bonds were released and terminated in February 2007. Only the tax-exempt pollution 
control revenue bonds issued by the counties remain. Under the provisions for certain of KU's variable-rate 
pollution control bonds, the bonds are subject to tender for purchase at the option of the holder and to 
mandatory tender for purchase upon the occurrence of certain events, causing the bonds to be classified as 
current portion of long-term debt in the balance sheets. The average annualized interest rate for these bonds 
during 2007 and 2006 was 3.72% and 3.56%, respectively. 

At December 31, 2006, KU had an interest rate swap used to hedge KU's underlying debt obligations. The swap 
hedged specific debt issuances and, consistent with management's designation, was accorded hedge accounting 
treatment. The swap effectively converted the fixed rate obligation on KU's first mortgage bond Series P to 
variable-rate. At December 31, 2006, the remaining swap had a notional value of $53 million. The swap was 
terminated in February 2007, when the underlying bond was defeased. See Note 3, Financial Instruments. 

Redemptions and maturities of long-term debt for 2007 and 2006 are summarized below: 

($ in millions) Principal Secured/ 
Year Description Amount Rate Unsecured Maturib' 
2007 Pollution control bonds $ 54 Variable Secured 2024 
2007 First mortgage bonds $ 54 7.92% Secured 2007 
2006 First mOltgage bonds $ 36 5.99% Secured 2006 
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($ in millions) Principal Securedl 
Year Description Amount Rate Unsecured Maturity 
2007 Pollution control bonds $ 54 Variable Unsecured 2034 
2007 Pollution control bonds $ 18 Variable Unsecured 2026 
2007 Pollution control bonds $ 9 Variable Unsecured 2037 
2007 Due to Fidelia $ 53 5.69% Unsecured 2022 
2007 Due to Fidelia $ 75 5.86% Unsecured 2037 
2007 Due to Fidelia $ 50 5.98% Unsecured 2017 
2007 Due to Fidelia $100 5.96% Unsecured 2028 
2007 Due to Fidelia $ 70 5.71% Unsecured 2019 
2007 Due to Fidelia $100 5.45% Unsecured 2014 
2006 Pollution control bonds $ 17 Variable Unsecured 2036 
2006 Pollution control bonds $ 17 Variable Unsecured 2036 
2006 Due to Fidelia $ 50 5.675% Unsecured 2016 
2006 Due to Fidelia $ 50 6.33% Unsecured 2036 

In February 2007, KU completed a series of financial transactions impacting its periodic reporting requirements. 
The $54 million Pollution Control Series 10 bond was refinanced and replaced with a new unsecured tax
exempt bond of the same amount maturing in 2034. The $53 million Series P bond was defeased and replaced 
with an intercompany loan totaling $53 million from Fidelia. In conjunction with the defeasance, the Company 
terminated the related interest rate swap. Fidelia also agreed to eliminate the second lien on its two secured 
loans. Pursuant to the terms ofthe remaining tax-exempt bonds, the first mortgage bonds were cancelled and the 
underlying lien on substantially all ofKU's assets was released following the completion of these steps. KU no 
longer has any secured debt and is no longer subject to periodic reporting under the Securities Exchange Act of 
1934. 

Long-term debt maturities for KU are shown in the following table: 

(in millions) 
2008 - 2009 $ 
2010 33 
2011 
2012 50 
Thereafter -..1.ill (a) 
Total $1,264 

(a) Includes long-term debt of$33 million classified as current liabilities because these bonds are subject to 
tender for purchase at the option of the holder and to mandatory tender for purchase upon the occurrence of 
certain events. These bonds mature in 2032. KU does not expect to pay these amounts in 2008. 
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KU participates in an intercompany money pool agreement wherein E.ON U.S. andlor LG&E make funds 
available to KU at market-based rates (based on an index of highly rated commercial paper issues) up to $400 
million. 

($ in millions) 
December 31, 2007 
December 31, 2006 

Total Money 
Pool Available 

$400 
$400 

Amount 
Outstanding 

$23 
$97 

Balance 
Available 

$377 
$303 

Average 
Interest Rate 

4.75% 
5.25% 

As of December 31, 2007 and 2006, E.ON U.S. maintained a revolving credit facility totaling $150 million and 
$200 million, respectively, with an affiliated company, E.ON North America, Inc., to ensure funding 
availability for the money pool. The balance is as follows: 

($ in millions) 
December 31, 2007 
December 31, 2006 

Total 
Available 

$150 
$200 

Amount 
Outstanding 

$ 62 
$102 

Balance 
Available 

$88 
$98 

Average 
Interest Rate 

4.97% 
5.49% 

During June 2007, KU entered into a short-term bilateral line of credit totaling $35 million. During the third 
quarter of2007, KU extended the maturity date on this facility to June 2012. There was no outstanding balance 
under this facility at December 31, 2007. 

The covenants under this revolving line of credit include: 
• The debtltotal capitalization ratio must be less than 70% 
• E.ON must own at least 66.667% of voting stock ofKU directly or indirectly 
• The corporate credit rating of the Company must be at or above BBB- and Baa3 as determined by 

S&P and Moody's 
• A limitation on disposing of assets aggregating more than 15% oftotal assets as of December 31, 

2006 

Note 9 - Commitments and Contingencies 

Operating Leases. KU leases office space, office equipment and vehicles and accounts for these leases as 
operating leases. In addition, KU reimburses LG&E for a portion of the lease expense paid by LG&E for KU' s 
usage of office space leased by LG&E. Total lease expense was $6 million for 2007 and 2006. The fuhll'e 
minimum annual lease payments for operating leases for years subsequent to December 31, 2007, are shown in the 
following table: 

(in millions) 
2008 $ 6 
2009 5 
2010 3 
2011 2 
2012 2 
Thereafter .....:!. 
Total $22 
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Owensboro Contract Litigation. In May 2004, the City of Owensboro, Kentucky and OMU commenced a suit 
now removed to the U.S. District Court for the Western District of Kentucky, against KU concerning a long-
term power supply contract (the "OMU Agreement") with KU. The dispute involves interpretational differences 
regarding issues under the OMU Agreement, including various payments or charges between KU and OMU and 
rights concerning excess power, termination and emissions allowances. The complaint seeks in excess of$6 
million in damages in connection with one of its claims for periods prior to 2004, plus damages in an 
unspecified amount for later-occurring periods on that claim and for other claims. OMU has additionally 
requested injunctive and other relief, including a declaration that KU is in material breach of the contract. KU 
has filed an answer in that cOUli denying the OMU claims and presenting counterclaims and amended such 
filing in January 2007, to include further counterclaims alleging additional damages. During 2005, the FERC 
declined KU's application to exercise exclusive jurisdiction on matters. In July 2005, the district court resolved 
a summary judgment motion made by KU in OMU's favor, ruling that a contractual provision grants OMU the 
ability to terminate the contract without cause upon four years' prior notice, for which ruling KU retains certain 
rights to appeal. A motion to reconsider that ruling is presently pending before the Court. The parties are 
continuing various discovery proceedings, as well as settlement negotiations. A trial date has been set for 
October 2008. In May 2006, OMU issued a notification of its intent to terminate the OMU agreement contract 
in May 2010, without cause, absent any earlier relief which may be permitted by the proceeding. The Company 
is currently unable to determine the final outcome of this matter. 

Sale and Leaseback Transaction. KU is a participant in a sale and leaseback transaction involving its 62% 
interest in two jointly owned CTs at KU's E.W. Brown generating station (Units 6 and 7). Commencing in 
December 1999, KU and LG&E entered into a tax-efficient, 18-year lease ofthe CTs. KU and LG&E have 
provided funds to fully defease the lease, and have executed an irrevocable notice to exercise an early purchase 
option contained in the lease after 15.5 years. The financial statement treatment of this transaction is no 
different than ifKU had retained its ownership. The leasing transaction was entered into following receipt of 
required state and federal regulatory approvals. 

In case of default under the lease, KU is obligated to pay to the lessor its share of certain fees or amounts. 
Primary events of default include loss or destruction of the CTs, failure to insure or maintain the CTs and 
unwinding of the transaction due to governmental actions. No events of default currently exist with respect to 
the lease. Upon any termination of the lease, whether by default or expiration of its term, title to the CTs reverts 
jointly to KU and LG&E. 

At December 31, 2007, the maximum aggregate amount of default fees or amounts was $10 million, of which 
KU would be responsible for 62% (approximately $6 million). KU has made arrangements with E.ON U.S., via 
guarantee and regulatory commitment, for E.ON U.S. to pay KU's full portion of any default fees or amounts. 

Letter of Credit. KU has provided a letter of credit totaling less than $1 million to support certain obligations 
related to workers' compensation. 

Purchased Power. KU has purchased power arrangements with OMU and OVEC. Under the OMU agreement, 
which could last through January 1,2020, KU purchases all of the output of an approximately 400-Mw coal
fired generating station not required by OMU. The amount of purchased power available to KU during 2008-
2010, which is expected to be approximately 6% ofKU's total Kwh native load energy requirements, is 
dependent upon a number of factors including the OMU units' availability, maintenance schedules, fuel costs 
and OMU requirements. Payments are based on the total costs of the station allocated per terms of the OMU 
agreement. Included in the total costs is KU's proportionate share of debt service requirements on $246 million 
ofOMU bonds outstanding at December 31, 2007. The debt service is allocated to KU based on its annual 
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allocated share of capacity, which averaged approximately 39% in 2007. KU does not guarantee the OMU 
bonds, or any requirements therein, in the event of default by OMU. 

KU has a contract for purchased power with OVEC, terminating in 2026, for various Mw capacities. KU has an 
investment of2.5% ownership in OVEC's common stock, which is accounted for on the cost method of 
accounting. KU's share ofOVEC's output is 2.5%, approximately 55 Mw of generation capacity. Future 
obligations for power purchases are shown in the following table: 

(in millions) 
2008 $ 23 
2009 25 
2010 16 
2011 8 
2012 9 
Thereafter Jfi 
Total $224 

Construction Program. KU had approximately $392 million of commitments in connection with its construction 
program at December 31, 2007. 

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

TC2 Ail' Permit. The Sierra Club and other environmental groups filed a petition challenging the air permit 
issued for the TC2 baseload generating unit which was issued by the Kentucky Division of Air Quality in 
November 2005. The filing of the challenge did not stay the permit, so the Company was free to proceed with 
construction during the pendancy of the action. In June 2007, the state hearing officer assigned to the matter 
recommended upholding the air permit with minor revisions. In September 2007, the Secretary ofthe Kentucky 
Environmental and Public Protection Cabinet issued a final Order approving the hearing officer's recommenda
tion and upholding the permit. In September 2007, KU administratively applied for a permit revision to reflect 
minor design changes. In October 2007, the environmental groups submitted comments objecting to the draft 
permit revisions and, in part, attempting to reassert general objections to the generating unit. An agency 
decision on the final permit revisions may occur during 2008. The Company is currently unable to determine 
the final outcome of this matter. 

Mine Safety Compliance Costs. In March 2006, the Mine Safety and Health Administration enacted 
Emergency Temporary Standards regulations and has issued additional regulations as the result of the passage 
ofthe Mine Improvement and New Emergency Response Act of2006, which was signed into law in June 2006. 
At the state level, Kentucky and other states that supply coal to KU, have passed new mine safety legislation. 
These pieces of legislation require all underground coal mines to implement new safety measures and install 
new safety equipment. Under the terms of some ofthe coal contracts KU has in place, provisions are made to 
allow for price adjustments for compliance costs resulting fi'om new or amended laws or regulations. KU has 
begun to receive information from the mines it contracts with regarding price adjustments related to these 
compliance costs and has hired a consultant to review all supplier claims for validity and reasonableness. At this 
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time KU has not been notified of claims by all mines and is reviewing those claims it has received. An 
adjustment will be made to the value ofthe coal inventory once the amount is determinable, however, the 
amount cannot be estimated at this time. The Company expects to recover these costs through the FAC. 

Environmental Matters. KU's operations are subject to a number of environmental laws and regulations in each 
of the jurisdictions in which it operates, governing, among other things, air emissions, wastewater discharges, the 
use, handling and disposal of hazardous substances and wastes, soil and groundwater contamination and employee 
health and safety. 

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

Ambient Air Quality. The Clean Air Act requires the EPA to periodically review the available scientific data for 
six criteria pollutants and establish concentration levels in the ambient air sufficient to protect the public health 
and welfare with an extra margin for safety. These concentration levels are known as national ambient air 
quality standards ("NAAQS"). Each state must identifY "nonattainment areas" within its boundaries that fail to 
comply with the NAAQS and develop a SIP to bring such nonattainment areas into compliance. If a state fails 
to develop an adequate plan, the EPA must develop and implement a plan. As the EPA increases the stringency 
ofthe NAAQS through its periodic reviews, the attainment status of various areas may change, thereby 
triggering additional emission reduction obligations under revised SIPs aimed to achieve attainment. 

In 1997, the EPA established new NAAQS for ozone and fine particulates that required additional reductions in 
S02 and NOx emissions from power plants. In 1998, the EPA issued its final "NOx SIP Call" rule requiring 
reductions in NOx emissions of approximately 85% from 1990 levels in order to mitigate ozone transport fi'om 
the midwestern U.S. to the northeastern U.S. To implement the new federal requirements, Kentucky amended 
its SIP in 2002 to require electric generating units to reduce their NOx emissions to 0.15 pounds weight per 
MMBtu on a company-wide basis. In 2005, the EPA issued the CAIR which requires additional S02 emission 
reductions of70% and NOx emission reductions of 65% fi'om 2003 levels. The CAIR provides for a two-phase 
cap and trade program, with initial reductions of NO x and S02 emissions due by 2009 and 20 I 0, respectively, 
and final reductions due by 2015. The final rule is currently under challenge in a number of federal court 
proceedings. In 2006, Kentucky proposed to amend its SIP to adopt state requirements similar to those under 
the federal CAIR. Depending on the level of action determined necessary to bring local nonattainment areas 
into compliance with the new ozone and fine particulate standards, KU's power plants are potentially subject to 
additional reductions in S02 and NOx emissions. KU's weighted-average company-wide emission rate for S02 
in 2007 was approximately 1.33 Ibs.lMMBtu ofheat input, with every generating unit below its emission limit 
established by the Kentucky Division for Air Quality. 

Hazardous Ail' Pollutants. As provided in the 1990 amendments to the Clean Air Act, the EPA investigated 
hazardous air pollutant emissions fi'om electric utilities and submitted a repmi to Congress identifYing mercury 
emissions fi'om coal-fired power plants as warranting further study. In 2005, the EPA issued the CAMR 
establishing mercury standards for new power plants and requiring all states to issue new SIPs including 
mercury requirements for existing power plants. The EPA issued a model rule which provides for a two-phase 
cap and trade program with initial reductions due by 2010 and final reductions due by 2018. The CAMR 
provides for reductions of70% fi·om2003Ievels. The EPA closely integrated the CAMR and CAIR programs 
to ensure that the 2010 mercury reduction targets will be achieved as a "co-benefit" of the controls installed for 
purposes of compliance with the CAIR. The final rule is also currently under challenge in the federal courts. In 
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February 2008, a federal appellate court issued a decision in one of the proceedings vacating the current 
CAMR, an outcome that may have the effect of resulting in more stringent mercury reduction rules. However, 
the ruling could be subject to further appeal. In 2006, Kentucky proposed to amend its SIP to adopt state 
requirements similar to those under the federal CAMR. In 2006, the Kentucky air agency adopted a regulation 
aimed at regulating additional hazardous air pollutants fi'om sources including power plants, but it was 
withdrawn in 2007. To the extent those rules are final, they are not expected to have a material impact on KU's 
power plant operations. 

Acid Rain Program. The 1990 amendments to the Clean Air Act imposed a two-phased cap and trade program 
to reduce S02 emissions from power plants that were thought to contribute to "acid rain" conditions in the 
northeasteru U.S. The 1990 amendments also contained requirements for power plants to reduce NOx emissions 
through the use of available combustion controls. 

Regional Haze. The Clean Air Act also includes visibility goals for certain federally designated areas, including 
national parks, and requires states to submit SIPs that will demonstrate reasonable progress toward preventing 
filture impairment and remedying any existing impairment of visibility in those areas. In 2005, the EPA issued 
its Clean Air Visibility Rule detailing how the Clean Air Act's BART requirements will be applied to facilities, 
including power plants, built between 1962 and 1974 that emit certain levels of visibility impairing pollutants. 
Under the final rule, as the CAIR will result in more visibility improvement than BART, states are allowed to 
substitute CAIR requirements in their regional haze SIPs in lieu of controls that would otherwise be required by 
BART. The final rule has been challenged in the coutis. 

installation of Pol/uti on Controls. Many of the programs under the Clean Air Act utilize cap and trade 
mechanisms that require a company to hold sufficient emissions allowances to cover its authorized emissions on 
a company-wide basis and do not require installation of pollution controls on every generating unit. Under cap 
and trade programs, companies are free to focus their pollution control effotis on plants where such controls are 
particularly efficient and utilize the resulting emission allowances for smaller plants where such controls are not 
cost effective. KU met its Phase I S02 requirements primarily through installation ofFGD equipment on Ghent 
Unit 1. KU's combined strategy for its Phase II S02 requirements, which commenced in 2000, includes the 
installation of additional FGD equipment, as well as using accumulated emissions allowances and fuel 
switching to defer certain additional capital expenditures. In order to achieve the NOx emission reductions and 
associated obligations, KU installed additional NOx controls, including SCR technology, during the 2000 to 
2007 time period at a cost of$220 million. In 2001, the Kentucky Commission granted approval to recover the 
costs incurred by KU for these projects through the environmental surcharge mechanism. Such monthly 
recovery is subject to periodic review by the Kentucky Commission. 

In order to achieve the emissions reductions mandated by the CAIR and CAMR, KU expects to incur additional 
capital expenditures totaling approximately $675 million during the 2008 through 20 I 0 time period for 
pollution controls including FGD and SCR equipment, and additional operating and maintenance costs in 
operating such controls. In 2005, the Kentucky Commission granted approval to recover the costs incurred by 
KU for these projects through the ECR mechanism. Such monthly recovery is subject to periodic review by the 
Kentucky Commission. KU believes its costs in reducing S02, NOx and mercury emissions to be comparable to 
those of similarly situated utilities with like generation assets. KU's compliance plans are subject to many 
factors including developments in the emission allowance and fuels markets, future legislative and regulatory 
enactments, legal proceedings and advances in clean air technology. KU will continue to monitor these 
developments to ensure that its environmental obligations are met in the most efficient and cost-effective 
manner. 
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Potential GHG Controls. In 2005, the Kyoto Protocol for reducing GHG emissions took effect, obligating 37 
industrialized countries to undertake substantial reductions in GHG emissions. The U.S. has not ratified the 
Kyoto Protocol and there are currently no mandatory GHG emission reduction requirements at the federal level. 
Legislation mandating GHG reductions has been introduced in the Congress, but no federal legislation has been 
enacted to date. In the absence of a program at the federal level, various states have adopted their own GHG 
emission reduction programs. Such programs have been adopted in various states including II northeastern 
U.S. states and the District of Columbia under the Regional GHG Initiative program and California. Substantial 
efforts to pass federal GHG legislation are ongoing. In addition, litigation is currently pending before various 
comis to determine whether the EPA and the states have the authority to regulate GHG emissions under existing 
law. In April 2007, the U.S. Supreme Court ruled that the EPA has the authority to regulate GHG under the 
Clean Air Act. KU is monitoring ongoing effOlis to enact GHG reduction requirements at the state and federal 
level and is assessing potential impacts of such programs and strategies to mitigate those impacts. KU is unable 
to predict whether mandatory GHG reduction requirements will ultimately be enacted. As a Company with 
significant coal-fired generating assets, KU could be substantially impacted by programs requiring mandatory 
reductions in GHG emissions, although the precise impact on the operations ofKU, including the reduction 
targets and deadlines that would be applicable, cannot be determined prior to the enactment of such programs. 

Brown Nell' Source Review Litigation. In April 2006, the EPA issued an NOV alleging that KU had violated 
certain provisions ofthe Clean Air Act's new source review rules relating to work performed in 1997, on a 
boiler and turbine at KU's E.W. Brown generating station. In December 2006, the EPA issued a second NOV 
alleging the Company had exceeded heat input values in violation of the air permit for the unit. During 2006, 
KU provided data responses to the EPA with respect to the allegations in the NOVs. In March 2007, the 
Department of Justice filed a complaint in federal court in Kentucky alleging the same violations specified in 
the prior NOVs. The complaint seeks civil penalties, including potential per-day fines, remedial measures and 
injunctive relief. In April 2007, KU filed an answer in the civil suit denying the allegations. In July 2007, a July 
2009 date for trial on the merits was scheduled. The parties continue periodic settlement discussions and a $2 
million accrual has been recorded based on the current status of those discussions, however, KU cannot 
determine the overall outcome or potential effects ofthese matters, including whether substantial fines, 
penalties or remedial construction may result. 

Section 114 Requests. In August 2007, the EPA issued administrative information requests under Section 114 of 
the Clean Air Act requesting new source review-related data regarding celtain construction and maintenance 
activities at LG&E's Mill Creek 4 and Trimble County I generating units and KU's Ghent 2 generating unit. 
The Companies are complying with the information requests and are not able to predict further proceedings in 
this matter at this time. 

Ghent Opacity NOV. In September 2007, the EPA issued an NOV alleging that KU had violated certain 
provisions ofthe Clean Air Act's operating rules I'elating to opacity during June and July of2007 at Units I and 
3 ofKU's Ghent generating station. The patties have commenced initial discussions on this matter. KU is not 
able to estimate the outcome or potential effects of these matters, including whether substantial fines, penalties 
or remedial construction may result. 

General Environmental Proceedings. KU has recently settled celtain environmental matters. During 2005 and 
2006, final judicial and administrative approvals were received regarding a consent decree relating to the 
October 1999 leak of approximately 38,000 gallons of diesel fuel (of which 34,000 gallons were recovered) 
from an underground pipeline at KU's E.W. Brown Station. Under the terms of the settlement, KU paid a civil 
penalty in 2006 and has agreed to construct a supplemental environmental project and maintain the project for 
ten years, each at a cost ofless than $1 million. During 2006, final judicial and administrative approvals were 
received regarding a settlement associated with a former transformer scrap-yard which had been the subject of 
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April 2002 correspondence to KU and other potentially responsible parties. Under the terms of the settlement, 
the parties bore aggregate cleanup costs of approximately $2 million, of which KU's share was less than $1 
million, which was paid in December 2006. 

From time to time, KU appears before the EPA, various state or local regulatory agencies and state and federal 
courts regarding matters involving compliance with applicable environmental laws and regulations. Such 
matters include liability under the Comprehensive Environmental Response, Compensation and Liability Act 
for cleanup at various off-site waste sites and ongoing claims regarding GHG emissions from KU's generating 
stations. Based on analysis to date, the resolution of such matters is not expected to have a material impact on 
the operations ofKU. 

Note 10 - Jointly Owned Electric Utility Plant 

KU and LG&E have begun construction ofTC2, ajointly owned unit at the Trimble County site. KU 
and LG&E own undivided 60.75% and 14.25% interests, respectively, in TC2. Of the remaining 25% of 
TC2, Illinois Municipal Electric Agency ("IMEA") owns a 12.12% undivided interest and Indiana 
Municipal Power Agency ("IMPA") owns a 12.88% undivided interest. Each company is responsible for 
its proportionate share of capital cost during construction, and fuel, operation and maintenance cost 
when TC2 begins operation, which is expected to occur in 2010. 

TC2 
LG&E KU IMPA IMEA Total 

Ownership interest 14.25% 60.75% 12.88% 12.12% 100% 
Mwcapacity 107 455 97 91 750 

(in millions) LG&E KU 
Construction work in progress $74 $332 

KU and LG&E jointly own the following CTs and related equipment: 

($ inlllillions) KU LG&E Total 
($) ($) (S) 

($) Net ($) Net ($) Net 
Mw (S) Depre- Book Mw ($) Depre- Book Mw ($) Depre- Book 

O\\llership Percentage Capaci~' Cost dation Vallie Capaci~' Cost dation Vallie Capacity Cost ciation Vallie 

KU 47%, LG&E 53% (I) 129 51 (11) 40 146 58 (12) 46 275 109 (23) 86 
KU 62%, LG&E 38% (2) 190 78 (14) 64 118 50 (10) 40 308 128 (24) 104 
KU 71%, LG&E 29% (3) 228 80 (14) 66 92 32 (6) 26 320 112 (20) 92 
KU 63%, LG&E 37% (4) 404 137 (17) 120 236 79 (8) 71 640 216 (25) 191 
KU 71 %, LG&E 29% (5) nla 9 (2) 7 n/a 3 3 nla 12 (2) 10 

I) Comprised of Paddy's Run 13 and E.W. Brown 5. In addition to the above jointly owned utility plant, there 
is an inlet air cooling system attributable to Unit 5 and units 8-11 at the E.W. Brown facility. This inlet air 
cooling system is not jointly owned, however, it is used to increase production on the units to which it 
relates, resulting in an additional 88 Mw of capacity for KU. 

2) Comprised of units 6 and 7 at the E.W. Brown facility. 
3) Comprised of units 5 and 6 at the Trimble County facility. 
4) Comprised ofCT Substation 7-10 and units 7,8,9 and 10 at the Trimble County facility. 
5) Comprised of CT Substation 5 and 6 and CT Pipeline at the Trimble County facility. 
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Both KU's and LG&E's patticipating share of direct expenses ofthe jointly owned plants is included in the 
corresponding operating expenses on its respective income statement (e.g., fuel, maintenance of plant, other 
operating expense). 

Note 11 - Related Party Transactions 

KU, subsidiaries ofE.ON U.S. and subsidiaries ofE.ON engage in related party transactions. Transactions 
between KU and RON U.S. subsidiaries are eliminated upon consolidation of RON U.S. Transactions between 
KU and RON subsidiaries are elimina,ted upon consolidation ofE.ON. These transactions are generally 
performed at cost and are in accordance with the FERC regulations under PUHCA 2005 and the applicable 
Kentucky Commission and Virginia Commission regulations. The significant related party transactions are 
disclosed below. 

Electric Purchases 

KU and LG&E purchase energy fi'om each other in order to effectively manage the load of their retail and 
wholesale customers. These sales and purchases are included in the statements of income as operating revenues 
and purchased power operating expense. KU intercompany electric revenues and purchased power expense for 
the years ended December 3.1, were as follows: 

(in millions) 
Electric operating revenues from LG&E 
Purchased power from LG&E 

Interest Charges 

2007 
$46 
93 

2006 
$77 
99 

See Note 8, Notes Payable and Other Short-Term Obligations, for details of intercompany borrowing 
arrangements. Intercompany agreements do not require interest payments for receivables related to services 
provided when settled within 30 days. 

KU's intercompany interest income and expense for the years ended December 3 I, were as follows: 

(in millions) 
Interest on money pool loans 
Interest on Fidelia loans 

Other Intercompany Billings 

2007 
$ 6 

35 

2006 
$ 3 

21 

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

In addition, KU and LG&E provide services to each other and to RON U.S. Services. Billings between KU and 
LG&E relate to labor and overheads associated with union employees performing work for the other utility, 
charges related to jointly owned CTs and other miscellaneous charges. Billings from KU to RON U.S. Services 
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relate to cash received by E.ON U.S. Services on behalf ofKU, primarily tax settlements, and other payments 
made by KU on behalf of other non-regulated businesses which are paid through E.ON U.S. Services. 

Intercompany billings to and fi'om KU for the years ended December 31, were as follows: 

(in millions) 
E.ON U.S. Services billings to KU 
KU billings to LG&E 
LG&E billings to KU 
KU billings to E.ON U.S. Services 

2007 
$488 

6 
12 
26 

2006 
$353 

56 
53 
23 

In September and December 2007, KU received capital contributions fi'om its shareholder, E.ON U.S. in the 
amount of$55 million and $20 million, respectively. 

Note 12 - Accumulated Other Comprehensive Income 

Accumulated other comprehensive income (loss) consisted ofthe following: 

Minimum 
Pension 
Liability Income 

(in millions) Adjustment Pre-Tax Taxes Net 
Balance at December 31, 2005 $ (32) $ (32) $ 13 $(19) 

Minimum pension liability adjustment -----.Jl -----.Jl Jill ---D.2) 
Balance at December 31, 2006 L....: L....: L....: L....: 

Balance at December 31, 2007 $ - $ - $ - $ -

Subsequent to the application of SF AS No. 158, adjustments to the minimum pension liability are recorded as 
regulatory assets and liabilities. As a result, there are no adjustments to the minimum pension liability recorded 
in accumulated other comprehensive income at December 31,2007 or 2006. 

Note 13 - Subsequent Events 

On January 18,2008, the Kentucky Commission issued an Order approving the charges and credits billed 
through the FAC during the review period of November 1,2006 through April 30, 2007. 

On January 31, 2008 and February 14,2008, the ratings of the Carroll County 2004 Series A bonds were 
downgraded fi'om AAA to AA by S&P and from Aaa to A2 by Moody's, respectively, due to downgrades of the 
bond insurer. On February 25, 2008, the bonds were subsequently downgraded from AA to A by S&P, due to a 
further downgrade of the insurer. 

On February 1,2008, the Kentucky Commission issued an Order approving the real-time pricing pilot program 
proposed by KU, for implementation within approximately eight months, for its large commercial and industrial 
customers. 

On February 7, 2008 and February 25,2008, the Carroll County 2006 Series C bonds were downgraded from 
Aaa to A2 by Moody's and from AAA to A- by S&P, due to downgrades of the bond insurer. 
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On February 26, 2008, KU commenced steps, including notice to relevant parties, to convert the Carroll County 
2007 Series A bonds and the Trimble County 2007 Series A bonds, fi'om the auction rate mode to a fixed 
interest rate mode. Such conversions are scheduled to occur on April 4, 2008. 

Beginning in late 2007, the interest rates on the insured bonds, wherein interest rates are reset either weekly or 
every 35 days via an auction process, began to increase due to investor concerns about the creditworthiness of 
the bond insurers. In 2008, interest rates have continued to increase, and the Company has experienced "failed 
auctions" when there are insufficient bids for the bonds. When there is a failed auction, the interest rate is set 
pursuant to a formula stipulated in the indenture which can be as high as 15%. During 2007, the average rate on 
the auction rate bonds was 3.96%, whereas the average rate in January and February of2008 was 4.72%. 

On March 4, 2008, the FERC issued an Order approving the MISO exit fee recalculation agreement which 
provides KU with an immediate recovery of$1 million and an estimated $3 million over the next eight years for 
credits realized from other payments the MISO will receive, plus interest. 

On March 17,2008, KU commenced steps, including notice to relevant parties, to convert the Carroll County 
2006 Series C bonds from the auction rate mode to a weekly interest rate mode. Such conversion is scheduled 
to occur on April 16,2008. 
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RepOlt ofIndependent Auditors 

To the Shareholder of Kentucky Utilities Company: 

In our opinion, the accompanying balance sheets and the related statements of capitalization, income, retained 
earnings, cash flows and comprehensive income present fairly, in all material respects, the financial position of 
Kentucky Utilities Company at December 31, 2007 and 2006, and the results ofits operations and its cash flows 
for the years then ended in conformity with accounting principles generally accepted in the United States of 
America. These financial statements are the responsibility of the Company's management. Our responsibility 
is to express an opinion on these financial statements based on our audits. We conducted our audits of these 
statements in accordance with auditing standards generally accepted in the United States of America. Those 
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial 
statements are fi'ee of material misstatement. An audit includes examining, on a test basis, evidence suppOlting 
the amounts and disclosures in the financial statements, assessing the accounting principles used and significant 
estimates made by management, and evaluating the overall financial statement presentation. We believe that 
our audits provide a reasonable basis for our opinion. 

As discussed in Note 2 to the financial statements, Kentucky Utilities Company changed the manner in which it 
accounts for defined benefit pension and other postretirement benefit plans as of December 31,2006. 

/s/ PricewaterhouseCoopers LLP 
Louisville, Kentucky 
March 18, 2008 
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PLLC 

~ February 23, 2007 

Re: $54,000,000 County of Carroll, Kentucky, Environmental Facilities Revenue Refunding 
Bonds, 2006 Series B (Kentucky Utilities Company Project) 

We hereby certify that we have examined certified copies of the proceedings of record of 
the County of Carroll, Kentucky (the "County"), acting by and tlu'ough its Fiscal Court as its 
duly authorized governing body, preliminary to and in connection with the issuance by the 
County of its Environmental Facilities Revenue Refunding Bonds, 2006 Series B (Kentucky 
Utilities Company Project), dated their date of issuance, in the aggregate principal amount of 
$54,000,000 (the "Bonds"). The Bonds are issued under the provisions of Sections 103.200 to 
103.285, inclusive, of the Kentucky Revised Statutes (the "Act"), for the purpose of providing 
funds which will be used, with other funds provided by Kentucky Utilities Company (the 
"Company") for the current refunding of $54,000,000 aggregate principal amount of the 
County's Collateralized Solid Waste Disposal Facilities Revenue Bonds (Kentucky Utilities 
Company Project) 1994 Series A, dated November 23, 1994 (the "Prior Bonds"), which were 
issued for the purpose of financing a portion of the costs of construction, acquisition, installation 
and equipping of certain solid waste disposal facilities to serve the Ghent Generating Station of 
the Company in Carroll County, Kentucky (the "Project") in order to provide for the collection, 
storage, treatment, processing and final disposal of solid wastes, as provided by the Act. 

The Bonds mature on October I, 2034 and bear interest initially at the Dutch Auction 
Rate, as defined in the Indenture, hereinafter described, subject to change as provided in such 
Indenture. The Bonds will be subject to optional and mandatory redemption prior to maturity at 
the times, in the manner and upon the terms set forth in the Bonds. From such examination of . 
the proceedings of the Fiscal Court of the County referred to above and from an examination of 
the Act, we are of the opinion that the County is duly authorized and empowered to issue the 
Bonds under the laws of the Commonwealth of Kentucky now in force. 

We have examined an executed counterpart of a certain Loan Agreement, dated as of 
October I, 2006 (the "Loan Agreement"), between the County and the Company and a certified 
copy of the proceedings of record of the Fiscal Court of the County preliminary to and in 
connection with the execution and delivery of the Loan Agreement, pursuant to which the 
County has agreed to issue the Bonds and to lend the proceeds thereof to the Company to 
provide funds to pay and discharge, with other funds provided by the Company, the Prior Bonds. 

LEXINGTON + LOUISVILLE .. FRANKFORT + HENDERSON 
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The Company has agreed to make Loan payments to the Trustee at times and in amounts fully 
adequate to pay maturing principal of, interest on and redemption premium, if any, on the Bonds 
as same become due and payable. From such examination, we are of the opinion that such 
proceedings of the Fiscal Court of the County show lawful authority for the execution and 
delivery of the Loan Agreement; that the Loan Agreement has been duly authorized, executed 
and delivered by the County; and that the Loan Agreement is a legal, valid and binding 
obligation of the County, enforceable in accordance with its telms, subject to the qualification 
that the enforcement thereof may be limited by laws relating to bankruptcy, insolvency or other 
similar laws affecting creditors' rights generally, including equitable provisions where equitable 
remedies are sought. 

We have also examined an executed counterpart of a certain Indenture of Trust, dated as 
of October I, 2006 (the "Indenture"), by and between the County and Deutsche Bank Trust 
Company Americas, as trustee (the "Trustee"), securing the Bonds and setting forth the 
covenants and undertakings of the County in connection with the Bonds and a certified copy of 
the proceedings of record of the Fiscal Court of the County preliminary to and in connection with 
the execution and delivery of the Indenture. Pursuant to the Indenture, celtain of the County's 
rights under the Loan Agreement, including the right to receive payments thereunder, and all 
moneys and securities held by the Trustee in accordance with the Indenture (except moneys and 
securities in the Rebate Fund created thereby) have been assigned to the Trustee, as security for 
the holders of the Bonds. From such examination, we are of the opinion that such proceedings of 
the Fiscal Court of the County show lawful authority for the execution and delivery of the 
Indenture; that the Indenture has been duly authorized, executed and delivered by the County; 
and that the Indenture is a legal, valid and binding obligation upon the parties thereto according 
to its terms, subject to the qualification that the enforcement thereof may be limited by laws 
relating to bankruptcy, insolvency or other similar laws affecting creditors' rights generally, 
including equitable provisions where equitable remedies are sought. 

In our opinion the Bonds have been validly authorized, executed and issued in 
accordance with the laws of the Commonwealth of Kentuclw now in full force and effect, and 
constitute legal, valid and binding special obJigations of the County entitled to the benefit of the 
security provided by the Indenture and enforceable in accordance with their terms, subject to the 
qualification that the enforcement thereof may be limited by laws relating to bankruptcy, 
insolvency or other similar laws affecting creditors' rights generally, including equitable 
provisions where equitable remedies are sought. The Bonds are payable by the County solely 
and only from payments and other amounts derived from the Loan Agreement and as provided in 
the Indenture. 

In our opinion, under existing laws, including current statutes, regulations, administrative 
rulings and official interpretations by the Internal Revenue Service, subject to the exceptions and 
qualifications contained in the succeeding paragraphs, interest on the Bonds is excluded from the 
gross income of the recipients thereof for federal income tax purposes, except that no opinion is 
expressed regarding such exclusion from gross income with respect to any Bond during any 
period in which it is held by a "substantial user" of the Project or a "related person," as such 
terms are used in Section 147(a) of the Internal Revenue Code of 1986, as amended (the 
"Code"). Interest on the Bonds is a separate item of tax preference in determining alternative 
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minimum taxable income for individuals and corporations under the Code. In arriving at this 
opinion, we have relied upon representations, factual statements and certifications of the 
Company with respect to certain material facts which are solely within the Company's 
knowledge in reaching our conclusion, inter alia, that not less than 95% of the net proceeds of 
the Prior Bonds were used to finance solid waste disposal facilities qualified for financing under 
Section 142(a)(6) of the Code and the Act. Further, in arriving at the opinion set forth in this 
paragraph as to the exclusion from gross income of interest on the Bonds, we have assumed and 
this opinion is conditioned on, the accuracy of and continuing compliance by the Company and 
the County with representations and covenants set forth in the Loan Agreement and the Indenture 
which are intended to assure compliance with certain tax-exempt interest provisions of the Code. 
Such representations and covenants must be accurate and must be complied with subsequent to 
the issuance of the Bonds in order that interest on the Bonds be excluded from gross income for 
federal income tax purposes. Failure to comply with certain of such representations and 
covenants in respect of the Bonds subsequent to the issuance of the Bonds could cause the 
interest thereon to be included in gross income for federal income tax purposes retroactively to 
the date of issuance ofthe Bonds. We express no opinion (i) regarding the exclusion of interest 
on any Bond from gross income for federal income tax purposes on or after the date on which 
any change, including any interest rate conversion, permitted by the documents (othcr than with 
approval of this film) is taken which adversely affects the tax treatment of the Bonds or (ii) as to 
the treatment for purposes of federal income taxation of interest on the Bonds upon a 
Determination of Taxability. We are further ofthe opinion that interest on the Bonds is excluded 
from gross income of the recipients thereof for Kentucky income tax purposes and that the 
Bonds are exempt from ad valorem taxation by the Commonwealth of Kentucky and all political 
subdivisions thereof. 

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

(a) The Code provides for a "branch profits tax" which subjects to tax, at a rate of 
30%, the effectively connected earnings and profits of a foreign corporation which engages in a 
United States trade or business. Interest on the Bonds would be includable in the amount of 
effectively connected earnings and profits and thus would increase the branch profits tax 
liability. 

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

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

Holders of the Bonds should be aware that the ownership of the Bonds may result in 
collateral federal income tax consequences. For instance, the Code provides that, for taxable 
years beginning after December 31, 1986, property and casualty insurance companies will be 
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required to reduce their loss reserve deductions by 15% of the tax-exempt interest received on 
certain obligations, such as the Bonds, acquired after August 7, 1986. (For purposes of the 
immediately preceding sentence, a portion of dividends paid to an affiliated insurance company 
may be treated as tax-exempt interest.) The Code further provides for the disallowance of any 
deduction for interest expenses incurred by banks and certain other financial institutions 
allocable to carrying certain tax-exempt obligations, such as the Bonds, acquired after August 7, 
1986. The Code also provides that, with respect to taxpayers other than such financial 
institutions, such taxpayers will be unable to deduct any portion of the interest expenses incurred 
or continued to purchase or carry the Bonds. The Code also provides, with respect to 
individuals, that interest on tax-exempt obligations, including the Bonds, is included in modified 
adjusted gross income for purposes of determining the taxability of social security and railroad 
retirement benefits. Furthermore, the earned income credit is not allowed for individuals with an 
aggregate amount of disqualified income within the meaning of section 32 of the Code, which 
exceeds $2,200. Interest on the Bonds will be taken into account in the calculation of 
disqualified income. 

We have received opinions of John R. McCall, Esq., General Counsel of the Company 
and Jones Day, Chicago, Illinois, counsel to the Company, of even date herewith. In rendering 
this opinion, we have relied upon said opinions with respect to the matters therein. We have also 
received an opinion of even date herewith of Hon. Jarnes C. Monk, County Attorney of the 
County and relied upon said opinion with respect to the matters therein. Said opinions are in 
forms satisfactory to us as to both scope and content. 

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

In rendering the foregoing opinions, we are passing upon only those matters specifically 
set forth in such opinions and are not passing upon the investment quality of the Bonds or the 
accuracy or completeness of any statements made in connection with any offer or sale thereof. 
The opinions herein are expressed as of the date hereof and we assume no obligation to 
supplement or update such opinions to reflect any facts or circumstances that may hereafter come 
to our attention or any changes in law that may hereafter occur. 

We are members of the Bar of the Commonwealth of Kentucky and do not purport to be 
experts on the laws of any jurisdiction other than the Commonwealth of Kentucky and the 
United States of America, and we cxpress no opinion as to the laws of any jurisdictio~ other than 
those specified. 

460894v.l 
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APPENDIX B-2 

Opinioll of Bond Coullsel dated October 17,2008 relating to the 2008 Series A Bonds 
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October 17,2008 

Re: $77,947,405 "County of Carroll, Kentucky, Environmental Facilities Revenue Bonds, 
2008 Series A (Kentucky Utilities Company Project)" 

We hereby certify that we have examined certified copies of the proceedings of record of 
the County of Carroll, Kentucky (the "County"), acting by and through its Fiscal Court as its 
duly authorized governing body, preliminary to and in connection with the issuance by the 
County of its Environmental Facilities Revenue Bonds, 2008 Series A (Kentucky Utilities 
Company Project), dated their date ofissuance, in the aggregate principal amount of $77,947,405 
(the "Bonds"). The Bonds are issued under the provisions of Sections 103.200 to 103.285, 
inclusive, of the Kentucky Revised Statutes (the "Act"), for the purpose of providing funds 
which will be used, with other funds provided by Kentucky Utilities Company (the "Company") 
for the purposes of (i) financing a portion of the costs of construction, acquisition, installation 
and equipping of certain solid waste disposal facilities to serve the Ghent Generating Station of 
the Company in Carroll County, Kentucky (the "Construction Project") in order to provide for 
the collection, storage, treatment and final disposal of solid wastes, as provided by the Act in the 
principal amount of $18,026,265, and (ii) currently refunding (a) $13,266,950 outstanding 
principal amount of County of Carroll, Kentucky, Environmental Facilities Revenue Bonds, 
2005 Series A (Kentucky Utilities Company Project) (the "2005 Scries A Bonds"), (b) 
$13,266,950 outstanding principal amount of County of Carroll, Kentucky, Environmental 
Facilities Revenue Bonds, 2005 Series B (Kentucky Utilities Company Project) (the "2005 
Series B Bonds"), (c) $16,693,620 outstanding principal amount of County of Carroll, Kentucky, 
Environmental Facilities Revenue Bonds, 2006 Series A (Kentucky Utilities Company Project) 
(the "2006 Series A Bonds") and (d) $16,693,620 outstanding principal amount of County of 
Carroll, Kentucky, Environmental Facilities Revenue Bonds, 2006 Series C (Kentucky Utilities 
Company Project) (the "2006 Series C Bonds" and, together with the 2005 Series A Bonds, the 
2005 Series B Bonds and the 2006 Series A Bonds, the "Refunded Bonds"), which were issued 
for the purpose of financing all or a portion of the qualified costs of acquisition, construction, 
installation and equipping of certain solid waste disposal facilities to serve the Ghent Generating 
Station of Company in Carroll County, Kentucky (the "Refunding Project" and, together with the 
Construction Project, the "Project"), as provided by the Act. 
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The Bonds mature on February 1, 2032, and bear interest initially at the Flexible Rate, as 
defined in the Indenture, hereinafter described, subject to change as provided in such Indenture. 
The Bonds will be subject to optional and mandatory redemption prior to maturity at the times, 
in the manner and upon the terms set forth in the Bonds. From such examination of the 
proceedings of the Fiscal Court of the County referred to above and from an examination of the 
Act, we are of the opinion that the County is duly authorized and empowered to issue the Bonds 
under the laws of the Connnonwealth of Kentucky now in force. 

We have examined an executed counterpart of a certain Loan Agreement, dated as of 
August 1, 2008 (the "Loan Agreement"), between the County and the Company and a certified 
copy of the proceedings of record of the Fiscal Court of the County preliminary to and in 
connection with the execution and delivery of the Loan Agreement, pursuant to which the 
County has agreed to issue the Bonds and to lend the proceeds thereof to the Company to 
provide funds to finance a portion of the costs of the acquisition, construction, installation and 
equipping of the Construction Project and to pay and discharge with other funds provided by the 
Company, the Refunded Bonds. The Company has agreed to make Loan payments to the 
Trustee at times and in amounts fully adequate to pay maturing principal of, interest on and 
redemption premium, if any, on the Bonds as same become due and payable. From such 
examination, we are of the opinion that such proceedings of the Fiscal Court of the County show 
lawful authority for the execution and delivery of the Loan Agreement; that the Loan Agreement 
has been duly authorized, executed and delivered by the County; and that the Loan Agreement is· 
a legal, valid and binding obligation of the County, enforceable in accordance with its terms, 
subject to the qualification that the enforcement thereof may be limited by laws relating to 
bankruptcy, insolvency or other similar laws affecting creditors' rights generally, including 
equitable provisions where equitable remedies are sought. 

We have also examined an executed counterpart of a certain Indenture of Trust, dated as 
of August I, 2008 (the "Indenture"), by and between the County and Deutsche Bank Trust 
Company Americas, as trustee (the "Trustee"), securing the Bonds and setting forth the 
covenants and undertakings of the County in connection with the Bonds and a certified copy of 
the proceedings of record of the Fiscal Court of the County preliminary to and in connection with 
the execution and delivery of the Indenture. Pursuant to the Indenture, certain of the County's 
rights under the Loan Agreement, including the right to receive payments thereunder, and all 
moneys and securities held by the Trustee in accordance with the Indenture (except moneys and 
securities in the Rebate Fund created thereby) have been assigned to the Trustee, as security for 
the holders of the Bonds. From such examination, we are of the opinion that such proceedings of 
the Fiscal Court of the County show lawful authority for the execution and delivery of the 
Indenture; that the Indenture has been duly authorized, executed and delivered by the County; 
and that the Indenture is a legal, valid and binding obligation upon the parties thereto according 
to its terms, subject to the qualification that the enforcement thereof may be limited by laws 
relating to bankruptcy, insolvency or other similar laws affecting creditors' rights generally, 
including equitable provisions where equitable remedies are sought. 
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In our opInion the Bonds have been validly authorized, executed and issued in 
accordance with the laws of the Commonwealth of Kentucky now in full force and effect, and 
constitute legal, valid and binding special obligations of the County entitled to the benefit of the 
security provided by the Indenture and enforceable in accordance with their tenns, subject to the 
qualification that the enforcement thereof may be limited by laws relating to bankruptcy, 
insolvency or other similar laws affecting creditors' rights generally, including equitable 
provisions where equitable remedies are sought. The Bonds are payable by the County solely 
and only from payments and other amounts derived from the Loan Agreement and as provided in 
the Indenture. 

In our opinion, under existing laws, including current statutes, regulations, administrative 
rulings and official interpretations by the Internal Revenue Service, subject to the exceptions and 
qualifications contained in the succeeding paragraphs, (i) interest on the Bonds is excluded from 
the gross income of the recipients thereof for federal income tax purposes, except that no opinion 
is expressed regarding such exclusion from gross income with respect to any Bond during any 
period in which it is held by a "substantial user" of the Project or a "related person," as such 
tenns are used in Section 147(a) of the Internal Revenue Code of 1986, as amended (the "Code") 
and Oi) interest on the Bonds is a separate item of tax preference in detennining alternative 
minimum taxable income for individuals and corporations under the Code. In arriving at this 
opinion, we have relied upon representations, factual statements and certifications of the 
Company with respect to certain material facts which are solely within the Company's 
knowledge in reaching our conclusion, inter alia, that not less than 95% of the proceeds of the 
Bonds will be used to finance or refinance solid waste disposal facilities qualified for financing 
under Section 142(a)(6) of the Code and the Act. Further, in arriving at the opinion set forth in 
this paragraph as to the exclusion from gross income of interest on the Bonds, we have assumed 
and this opinion is conditioned on, the accuracy of and continuing compliance by the Company 
and the County with representations and covenants set forth in the Loan Agreement and the 
Indenture which are intended to assure compliance with certain tax-exempt interest provisions of 
the Code. Such representations and covenants must be accurate and must be complied with 
subsequent to the issuance of the Bonds in order that interest on the Bonds be excluded from 
gross income for federal income tax purposes. Failure to comply with certain of such 
representations and covenants in respect of the Bonds subsequent to the issuance of the Bonds 
could cause the interest thereon to be included in gross income for federal income tax purposes 
retroactively to the date of issuance of the Bonds. We express no opinion (i) regarding the 
exclusion of interest on any Bond from gross income for federal income tax purposes on or after 
the date on which any change, including any interest rate conversion, pennitted by the 
documents (other than with approval of this finn) is taken which adversely affects the tax 
treatment of the Bonds or (ii) as to the treatment for purposes of federal income taxation of 
interest on the Bonds upon a Detennination of Taxability. We are further of the opinion that 
interest on the Bonds is excluded from gross income of the recipients thereof for Kentucky 
income tax purposes and that the Bonds are exempt from ad valorem taxation by the 
Commonwealth of Kentucky and all political subdivisions thereof. 
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Our opinion as to the exclusion of interest on the Bonds from gross income for federal 
income tax purposes and federal tax treatment of interest on the Bonds is further subject to the 
following exceptions and qualifications: 

(a) The Code provides for a "branch profits tax" which subjects to tax, at a 
rate of30%, the effectively connected earnings and profits of a foreign corporation which 
engages in a United States trade or business. Interest on the Bonds would be includable 
in the arnount of effectively connected earnings and profits and thus would increase the 
branch profits tax liability. 

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

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

Holders of the Bonds should be aware that the ownership of the Bonds may result in 
collateral federal income tax consequences. For instance, the Code provides that, for taxable 
years begirining after December 31, 1986, property and casualty insurance companies will be 
required to reduce their loss reserve deductions by 15% of the tax-exempt interest received on 
certain obligations, such as the Bonds, acquired after August 7, 1986. (For purposes of the 
immediately preceding sentence, a portion of dividends paid to an affiliated insurance company 
may be treated as tax-exempt interest.) The Code further provides for the disallowance of any 
deduction for interest expenses incurred by banks and certain other financial institutions 
allocable to carrying certain tax-exempt obligations, such as the Bonds, acquired after August 7, 
1986. The Code also provides that, with respect to taxpayers other than such fmancial 
institutions, such taxpayers will be unable to deduct any portion of the interest expenses incurred 
or continued to purchase or carry the Bonds. The Code also provides, with respect to 
individuals, that interest on tax-exempt obligations, including the Bonds, is included in modified 
adjusted gross income for purposes of determining the taxability of social security and railroad 
retirement benefits. Furthermore, the earned income credit is not allowed for individuals with an 
aggregate amount of disqualified income within the meaning of Section 32 of the Code, which 
exceeds $2,200. Interest on the Bonds will be taken into account in the calculation of 
disqualified income. 

We have received opinions of John R. McCall, Esq., General Counsel of the Company, 
and Jones Day, Chicago, Illinois, counsel to the Company, of even date herewith. In rendering 
this opinion, we have relied upon said opinions with respect to the matters therein. We have also 
received an opinion of even date herewith of Hon. James C. Monk, County Attorney of the 
County and relied upon said opinion with respect to the matters therein. Said opinions are in 
forms satisfactory to us as to both scope and content. 
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We express no opinion as to the title to, the description of, or the existence or priority of 
any liens, charges or encumbrances on, the Project. 

In rendering the foregoing opinions, we are passing upon only those matters specifically 
set forth in such opinions and are not passing upon the investment quality of the Bonds or the 
accuracy or completeness of any statements made in connection with any offer or sale thereof. 
The opinions herein are expressed as of the date hereof and we assume no obligation to 
supplement or update such opinions to reflect any facts or circumstances that may hereafter come 
to our attention Of any changes in law that may hereafter occur. 

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

Respectfully submitted, 

431986.131513/541099.1 
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APPENDIX B-3 

(Form of Conversion Opinion of Bond Counsel) 
(2006 Series B Bonds) 

County of Carroll, Kentucky 
Carrollton, Kentucky 41008 

December 19, 2008 

Deutsche Bank Trust Company Americas, 
as Trustee 
Summit, New Jersey 07901 

Re: Conversion to Weekly Rate Period of $54,000,000 "County of Carroll, Kentucky, 
Environmental Facilities Revenue Refunding Bonds, 2006 Series B (Kentucky Utilities 
Company Project)" 

Ladies and Gentlemen: 

This opinion is being furnished in accordance with the requirements of the Indenture of 
Trust, dated as of October 1, 2006 (the "Indenture"), between the County of Carroll, Kentucky 
(the "Issuer") and Deutsche Bank Trust Company Americas, as Trustee (the "Trustee"), 
pertaining to $54,000,000 principal amount of County of Carroll, Kentucky, Environmental 
Facilities Revenue Refunding Bonds, 2006 Series B (Kentucky Utilities Company Project), dated 
February 23,2007 (the "Bonds"), in order to satisfY certain requirements of Section 2.02(e)(i) of 
the Indenture. Pursuant to Section 2.02(e)(i) of the Indenture, the interest rate on the Bonds is 
being converted fi'om a Dutch Auction Rate to a Weekly Rate effective on December 19, 2008, 
the Conversion Date. The terms used herein denoted by initial capitals and not otherwise defined 
shall have the meanings specified in the Indenture. 

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

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

In rendering this opinion, we assume, without verifying, that the Issuer and the Company 
have complied and will comply with all covenants contained in the Indenture, the Loan 
Agreement between the Issuer and the Company, dated October 1, 2006, and other documents 
relating to the Bonds. We rendered our approving opinion at the time of the issuance of the 
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Bonds relating to, among other things, the validity of the Bonds and the exclusion from federal 
income taxation of interest on the Bonds. We have not been requested to update or continue 
such opinion and have not undertaken to do so. Accordingly, we do not express any opinion 
with respect to the Bonds except as set f011h above. 

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

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

Respectfully submitted, 

STOLL KEENON OGDEN PLLC 



Attachment to Response to KU AG-l Question No. 217 
Page 172 of 175 

Arbough 

APPENDIX B-4 

(Form of Conversion Opinion of Bond Counsel) 
(2008 Series A Bonds) 

County of Carroll, Kentucky 
Carrollton, Kentucky 41008 

December 19,2008 

Deutsche Bank Trust Company Americas, 
as Trustee 
Summit, New Jersey 07901 

Re: Conversion to Weekly Rate Period of $77,947,405 "County of Carroll, Kentucky, 
Environmental Facilities Revenue Bonds, 2008 Series A (Kentucky Utilities Company 
Project)" 

Ladies and Gentlemen: 

This opinion is being furnished in accordance with the requirements of the Indenture of 
Trust, dated as of August 1, 2008 (the "Indenture"), between the County of Carroll, Kentucky 
(the "Issuer") and Deutsche Bank Trust Company Americas, as Trustee (the "Trustee"), 
pertaining to $77,947,405 principal amount of County of Carroll, Kentucky, Environmental 
Facilities Revenue Bonds, 2008 Series A (Kentucky Utilities Company Project), dated 
October 17,2008 (the "Bonds"), in order to satisfy certain requirements of Section 2.02(e)(i) of 
the Indenture. Pursuant to Section 2.02(e)(i) of the Indenture, the interest rate on the Bonds is 
being convel1ed from a Flexible Rate to a Weekly Rate effective on December 19, 2008, the 
Conversion Date. The terms used herein denoted by initial capitals and not otherwise defined 
shall have the meanings specified in the Indenture. 

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

Based upon the foregoing, as of the date hereof, we are of the opinion that the conversion 
of the interest rate on the Bonds as described herein (a) is authorized or permitted by the Act and 
the Indenture and (b) will nbt adversely affect the validity of the Bonds or any exclusion from 
gross income for federal income tax purposes to which interest on the Bonds would otherwise be 
entitled. Interest on the Bonds is not and will not be excluded from gross income during any 
period when the Bonds are held by the Company or a "related person" of the Company as 
defined in Section 147(a) of the Internal Revenue Code of [986, as amended. 

In rendering this opinion, we assume, without verifying, that the Issuer and the Company 
have complied and will comply with all covenants contained in the Indenture, the Loan 
Agreement between the Issuer and the Company, dated August 1, 2008, and other documents 
relating to the Bonds. We rendered our approving opinion at the time of the issuance of the 
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Bonds relating to, among other things, the validity of the Bonds and the exclusion from federal 
income taxation of interest on the Bonds. We have not been requested to update 01' continue 
such opinion and have not undertaken to do so. Accordingly, we do not express any opinion 
with respect to the Bonds except as set fOlih above. 

Our opinion represents our legal judgment based upon our review of the law and the facts 
that we deem relevant to render such opinion and is not a guarantee of a result. This opinion is 
given as ofthe date hereof and we assume no obligation to reviewal' supplement this opinion to 
reflect any facts 01' circumstances that may hereafter come to our attention 01' any changes in law 
that may hereafter occur. 

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

Respectfhlly submitted, 

STOLL KEENON OGDEN PLLC 
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APPENDIXC 

Commerzbank AG, New York Branch 

Commerzbank Aktiengesellschaft ("Commerzbank" or the "Bank") is a major German 
private-sector bank. Its products and services for retail and corporate customers extend to all 
aspects of banking. The Bank is also active in specialized fields - paIiially covered by its 
subsidiaries - such as mortgage banking and real-estate business, leasing and asset management. 
Its services are concentrated on managing customers' accounts and handling payment 
transactions, loan, savings and investment plans, and also on securities transactions. Additional 
financial services are offered within the fi'amework of the Bank's "bancassurance" strategy of 
cooperating with leading companies in finance-related sectors, including home loan savings 
schemes and insurance products. The Commerzbank Group's operating business has been 
categorized into six segments: Private and Business Customers, Mittelstandsbank, Central & 
Eastern Europe, Corporates & Markets, Commercial Real Estate as well as Public Finance and 
Treasury. On August 31, 2008, Commerzbank announced that Commerzbank and Allianz SE 
have agreed upon the sale of 100% ofDresdner Bank AG to Commerzbank. The transaction will 
occur in two steps and is expected to be completed by the end of2009, subject to regulatory and 
antitrust approvals. 

As of September 30, 2008, the Commerzbank Group had total assets of approximately 
595.6 billion euros and total shareholders' equity of approximately $15.257 billion euros. The 
shares of Commerzbank are fully paid-up and are in bearer form. They are listed on all seven 
German stock exchanges as well as on the London Stock Exchange and the Swiss Exchange 
based in Zurich. There is also a sponsored-ADR program in the USA. 

In the Federal Republic of Gennany ("Germany"), Commerzbank manages a nationwide 
branch network covering all customer segments from its headquarters in Frankfurt am Main. 
Abroad, Commerzbank has branches, representative offices and key subsidiaries in 
approximately 50 countries. 

Commerzbank conducts extensive banking business in the United States, concentrating 
primarily in corporate lending, letter of credit and bankers' acceptance facilities, syndicated loan 
transactions and treasury operations including foreign exchange transactions. Commerzbank has 
branches in New York, Chicago and Los Angeles and has an agency office in Atlanta. 

For further information on the Commerzbank Group, a copy of Commerzbank's annual 
report can be obtained by contacting Ms. Karin Rapaglia at 2 World Financial Center, New 
York, New York 10281. 

Commerzbank is authorized to conduct general banking business and to provide financial 
services under and, subject to the requirements set forth in, the German Banking Act 
(Kreditwesengesetz). The Bank is subject to comprehensive regulation and supervision by the 
German Financial Services Supervisory Authority (Bundesanstalt fUr 
Finanzdienstleistungsaufsicht) and by the German central bank (Deutsche Bundesbank). The 
European Central Bank regulates Commerzbank in relation to minimum reserves on deposits. In 
addition, Commerzbank is subject to regulation by the countries in which it operates. 

C-l 
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The New York Branch of Commerzbank is licensed by the Superintendent of Banks of 
the State of New York. It is subject to the banking laws of the State of New York and is 
examined annually by the New York State Banking Department. Commelzbank's branches in 
Chicago and Los Angeles are subject to similar regulation by the states in which they operate. In 
addition to being subject to state laws and regulations, Commerzbank is also subject to federal 
regulation under the International Banking Act, as amended, (the "IBA") and, through the IBA, 
the Bank Holding Company Act, as amended, (the "BHCA"). In this regard, the Commerzbank 
U.S. branches and the Atlanta Agency are also examined annually by the Federal Reserve Banks 
in the states in which they are located. 

C-2 
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NOT A NEW ISSUE BOOI(_ENTRy.o~2~C 1 of 163 
On May 19, 2000, tlw date ollll'lIiclllhe BOJ/ds u'ere originally iss/ted, Honel COllnsel delivered its opinionlJlltl slalecllhal, subject Arbough 
10 the cOJUlilio(IS amI exceptions set/orlll under lite caption "n,x 'I'realmenl," under then current lml', interest QIl 'he BOlllis It'DuM 
be exclrulable from the gross income of tlw recipients tJlCreoj for federal income lax purposes, except IIwlllo opinion lrelS expressed 
reganling such exclllsioJljrom gross income with respect 10 (lilY Honel cluringany period;n U'lJich it is held by a "subsl(lntiailiser" or 
a "related person" oflhe Project as Slich tenus are used in Section 147(a) oftlte Imcnwl Rel'emw Code of 1986, (IS (Imcm/ed (tlie 
"Code"). Illterest 011 the Bonds will be an item ofwx preference in delenlliningallerlUtlit,'e millimum tax(lble incomefor individuals 
(Lnd corporatiollS under tile Code. Sucll intereslllw), be subject to certain federal income taxes imposed 011 certain eotporatiollS, 
illcludillgimpositioll ofllie branch profits lCIx OJ! a portion of such interest. BOlld COlUlselu'asfurl1wr of the opinion that interest 011 

the Bonds l('ould be excllUlablefrom the gross income of the recipiellts tlwreoffor I(eJ/llicky income tux pllIposes and tllal, Wilier 
tllell current law, the principal oftlw Bonds U'ould be exemptfrom lull.:alorem laxes in I(eIltncky. S"ch opinion has nol beel! updaled 
as of the dale hereof and 110 continuing tax exemptioll o]1ill;ons are expressed by Bond COUllsel. 1l00('el,'er, ill connection ,dill the 
reojJ'erillg of tile Bont/s, liS described herein, BOlld COllllselwill delit'er its opinion to the ejJ'ecllhallhe delit,'ery of (I [eller of credit 
(a) is (lIItllOrized orpenllitlecl by the Act ant/the Indenture amI (b) ldllnol (t(lrersely affeclille t'alidily oftlw Bonds orllny exclusion 
of the i,lleres' tlwreonjrom the gross illcome of tIle Ol('JlerS of the Bomlsfor federal income lax purposes. See "Tax Treatment" 
lIerein. 

$12,900,000 
COllnty of Mercer, Kentllcky, 

Solid Waste Disposal Facility Revenlle Bonds, 
2000 Series A 

(Kentllcky Utilities Company Project) 
Dlle: May 1, 2023 

Reoffm<illg Date: December 17, 2008 

The County of .?tIercel', Kentuoky, Solid Tf"aste DifJposal Faoility Revenue Bonds, gOOO Sel'ie.s .11 (Kentuoky Utilitie.s Company 
Projeot) (the uBonds") are special and limited oblidations of the County of .Mereel', Kentucky (the uIssuer"), payahle by the 
Issuer solely from and secured by payments to be received by the Issuer pursuant to a Loan .I1dreement with 

Kentucky Utilities Company 
(the ({Company"), e...vcept as payable from proceeds of such Bonds or investment earnings thereon. The Bonds do not constitute 
general obligathms of the IssueI' 01' a ohm;ge against the general oredit OJ' ta.-»ing powers thereof OJ' of the Oommonwealth of 
Kentucky 01' any other political subdivision of Kentuoky. The Bonds are not entitled to the benefits of any /inanoialgual'anty 
insurance policie.s. 

The Bonds were orilJinally issued on .tlay 19, ~OOO and OU17'ently bear intel'e.st at a JV'eekly Rate. PUl'suant to the Indenture 
under which the Bonds were issued, the Oompany has elected to deliver a letter of credit to the Trustee and reofler the Bonds. The 
Bonds are subject to mandatory purchase on the Reofj'el'ing Date and are being reoffel'ed by thi.s Reoffering Circular .• llm:gan 
Stanley 9' Co. Incorporated will serve as the Remarketing ./lIJent for the Bonds. 

From the ReoffeJ'ind Date through DecembeJ' 16, £009 (the Letter of Oredit (as defined below) e.vpiration dnte, subject to 
extension OJ' earlier termination), payment of the principal of and interest on the Bonds when due will be paid with fund.s 
drawn u,mler an in'evocable tran.sferable direct pay letter of oredit (the ((Leffel' of Credit") issued by 

Commerzbank AG, New York Branch 
The Letter of Oredit will permit the TJ'u.siee to draw with re.spect to the Bond.s up to an amount sufficient to pay (i) the principal 
thereof (01' that portion of the purohase price corl'espondmg to principal) plu.s (if) intere.st thereon (01' that pOl'twn of the 
purchase price corresponding to intere~t) at an a8!1ltmed rate of 10% pel' annum, foJ' at lea.st 45 days. 

From and after the Reoffel'ing Date, the Bonds will continue te bear intere.st at a Weekly Ratc, dete1'1nined by theRemarketing 
Jigent in accordance with the Indentu1'C, payable on the first Busine.s.s Day of each calendar month, commencing on January >J, 
£009. The intere.st rate period, intere.st rate and Interest Rate /Ilode will be subjeot to change under certain conditions, u.s 
described in thi.s Reofj'erind Ciroular. The Bonds are subject to optional redemption, extl'aordinmy optional redemption, in 
whole 01' in part, and mandatory redemption follOWing a determination of taxability prim' to matltrity, as de~cribed in thi.s 
Reoffel'ing Oiroular, The Bon& a1'C subject to mandatory purchase on any dnte on whioh the Bonds are converted to a different 
Interest Rate ~lt[ode and upon the expiration of the Letter of Oredit 01' any ./llternate Oredit Facility. 

The Bonds are registered in the name of Cede g' Co., as registered owner and nominee fol' TheDepositoJ'Y 1'ru.st Company (lIDTC"), 
New lork, New l'ork. DTC will act as securities depository. Except as described in thi.s Reoffering Circular, purcha&~ of 
benefieial ownership intere.sts in the Bonds will be made in book-entry·only form in denomination.s of $100,000 and multiple.s 
thereof. Purclw8ers will not receive certificates l'epresentind their benefi.(Jial interest in the Bonds. See the information, 
contained under the caption HSummal'Y of the Bonds-Book-Entry·Only SysteJn" in this Reoffel'ing Circular. Theprincipal of, 
premium, ifany, and interest on the Bonds will be paid by The Bank of New York .ltfellon, as Trustee, to Cedeg' Co., as l.ong as 
Oede g' 00. i.s the registered owner of the Bonds. Disbursement of suoh payments to the DTC Parti.(Jipants is the re.sponsibility of 
DTC, and disbursement of suok payment.s to the purohasers of beneficial ownership intere.sts i.s the respon.sibility 01 DTC's Direct 
and Indirect Pal'tioipant~, as more fully de.scl'ibed in this Reofj'eJ'ing Circular. 

PRICE: 100% 

The Bonds are l'eoffel'edsllbject to prior sale, withdrawal.o]' mo{li/ication of the offer with.out notice (provided, however, that any 
suoh notice of withdrawal ml~st begiven on the Business Day prior to the Reolfel'ing Date) and to the approval of legality by Stoll 
Keenon OgdenPLLO, LOltisville, R'entllcky, as Bond Counsel, and uponsati.sfaoti.on of certain conditions. Certain legal matters 
will be passed upon for the Company by Us counsel, Jone.s Day, Chicago, fllin.ois, and John R .• ltlcCall, Esq., Executive l"ice 
Pre.siilent, General Counsel, Corporate SeoretU1Y and Chief Oompliance Officer of the Company, for the Issuer by it-.s County 
Attorney, and for the Remarketing .dgent by its counsel, Winston 9' Strawn LLP, Chicago, Rlinois. It is e..vpeoted that the Bonds 
will be available for redelivery to DTC in New York, New York on OJ' about December 11, g008. 

MORGAN STANLEY 

Dated: December 10, 2008 
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No dealer, broker, salesman or other person has been authorized by the Issuer, the 
Company or the Remarketing Agent to give any information or to make any representation with 
respect to the Bonds, other than those contained in this Reoffering Circular, and, if given or 
made, such other information or representation must not be relied upon as having been 
authorized by any of the foregoing. The Remarketing Agent has provided the following sentence 
for inclusion in this Reoffering Circular. The Remarketing Agent has reviewed the information 
in this Reoffering Circular in accordance with, and as part of, its responsibilities to investors 
under the federal securities laws as applied to the facts and circumstances of this transaction, but 
the Remarketing Agent does not guarantee the accuracy or completeness of such information. 
The information and expressions of opinion herein are subject to change without notice, and 
neither the delivery of this Reoffering Circular nor any sale made hereunder shall, under any 
circumstances, create any implication that there has been no change in the affairs of the parties 
referred to above since the date hereof. The information set forth herein with respect to the 
Issuer has been obtained from the Issuer, and all other information has been obtained fi'om the 
Company and from other sources that are believed to be reliable, but it is not guaranteed as to 
accuracy or completeness by, and is not to be construed as a representation by, the Remarketing 
Agent. 

In connection with the reoffering of the Bonds, the Remarketing Agent may over-allot or 
effect transactions which stabilize or maintain the market prices of the Bonds at levels above 
those that might otherwise prevail in the open market. Such stabilizing, if commenced, may be 
discontinued at any time. 

IN MAKING AN INVESTMENT DECISION, INVESTORS MUST RELY ON THEIR 
OWN EXAMINATION OF THE TERMS OF THE REOFFERING, INCLUDING THE 
MERITS AND RISKS INVOLVED. THESE SECURITIES HAVE NOT BEEN 
RECOMMENDED BY ANY FEDERAL OR STATE SECURITIES COMMISSION OR 
REGULATORY AUTHORITY. FURTHERMORE, THE FOREGOING AUTHORITIES 
HAVE NOT CONFIRMED THE ACCURACY OR DETERMINED THE ADEQUACY OF 
THIS DOCUMENT. ANY REPRESENTATION TO THE CONTRARY IS A CRIMINAL 
OFFENSE. 
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$12,900,000 
County of Mercer, Kentucky 

Solid Waste Disposal Facility Revenue Bonds, 
2000 Series A 

(Kentucky Utilities Company Project) 
Dne: May 1, 2023 

Introductory Statement 

This Reofferil1g Circular, including the cover page and appendices, is provided to furnish 
information in connection with the reoffering by the County of Mercer, Kentucky (the "Issuer") 
of its Solid Waste Disposal Facility Revenue Bonds, 2000 Series A (Kentucky Utilities Company 
Project), in the aggregate principal amount of $12,900,000 (the "Bonds") issued on May 19, 
2000 pursuant to an Indenture of Trust dated as of May 1, 2000 (the "Indenture") between the 
Issuer and The Bank of New York Mellon (the "Trustee"), as Trustee, Paying Agent, Tender 
Agent and Bond Registrar, as the same will be amended and restated as of September I, 2008. 

Pursuant to a Loan Agreement by and between Kentucky Utilities Company (the 
"Company") and the Issuer, dated as of May 1, 2000 (the "Loan Agreement") (as the same has 
been amended and restated as of September I, 2008 pursuant to an ordinance of the Issuer 
adopted October 14, 2008), proceeds fi'om the sale of the Bonds, other than accrued interest, if 
any, paid by the initial purchasers thereof, were loaned by the Issuer to the Company. The Loan 
Agreement is a separate undertaking by and between the Company and the Issuer. 

The Company will continue to repay the loan under the Loan Agreement by making 
payments to the Trustee in sufficient amounts to pay the principal of and interest and any 
premium on, and purchase price of, the Bonds. See "Summary of the Loan Agreement -
Genera!." Pursuant to the Indenture, the Issuer's rights under the Loan Agreement (other than 
with respect to certain indemnification and expense payments and notification rights) were 
assigned to the Tl'Ustee as security for the Bonds. 

The proceeds of the Bonds were applied to the current refunding of the outstanding 
principal amount of the $12,900,000 "County of Mercer, Kentucky, Collateralized Solid Waste 
Disposal Facility Revenue Bonds (Kentucky Utilities Company Project), 1990 Series A," 
previously issued by the Issuer to finance certain solid waste disposal facilities (the "Project") 
owned by the Company. 

The Company is an operating subsidiary ofE.ON U.S. LLC (formerly known as LG&E 
Energy LLC) and RON AG (the "Parents"). See "Appendix A - Kentucky Utilities Company 
- Financial Statements and Additional Information." The Parents will have no obligation to 
make any payments due under the Loan Agreement or any other payments of principal, interest, 
premium or purchase price of the Bonds. 

The Bonds are being reoffered at a Weekly Rate, but may be subsequently converted to 
bear interest at a Daily Rate, a Flexible Rate, a Semi-Annual Rate, an Annual Rate or a Dutch 
Auction Rate. This Reoffering Circular pertains only to the Bonds during such period of 
time that they bear interest at the Weekly Rate. 
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The Bonds are special and limited obligations of the Issuer, and the Issuer's obligation to 
pay the principal of and interest and any premium on, and purchase price of, the Bonds is limited 
solely to the revenues and other amounts received by the Trustee under the Indenture pursuant to 
the Loan Agreement and the Letter of O'edit (as defined below). The Bonds will not constitute 
an indebtedness, general obligation or pledge of the faith and credit or taxing power ofthe Issuer, 
the Commonwealth of Kentucky or any political subdivision thereof. The Bonds are not entitled 
to the benefits of any financial guaranty insurance policies. 

Concurrently with, and as a condition to, the reoffering of the Bonds, the Company will 
cause to be delivered an irrevocable transferable direct pay letter of credit (the "Letter of 
Credit"), issued by Commerzbank AG, New York Branch (the "Bank"), to provide for the timely 
payment of principal of and accrued interest (calculated for at least 45 days at the maximum rate 
of 10% per annum) on, and purchase price of, the Bonds. The Company will be required to 
reimburse the Bank for all amounts drawn by the Trustee under the Letter of Credit pursuant to 
the terms of a Reimbursement Agreement, to be dated as of December 17, 2008 
(the "Reimbursement Agreement"), between the Company and the Bank. The Letter of Credit 
will expire on December 16,2009, unless extended 01' earlier terminated. 

Upon expiration of the Letter of Credit or any Alternate Credit Facility, the related Bonds 
will be subject to mandatory tender for purchase. See "Summary of the Bonds - Mandatory 
Purchases of Bonds - Mandatory Purchase upon Delivery, Cancellation, Substitution, 
Extension, Termination or Expiration of Any Credit Facility or Replacement with an Alternate 
Credit Facility." As used in this Reoffering Circular, "Bank" or "Credit Facility Issuer" refers to 
the Bank as the issuer of the Letter ofO'edit and any other issuer of any Alternate Credit Facility 
delivered in accordance with the Indenture; "Letter of Credit" or "Credit Facility" means the 
Letter of Credit delivered under the Indenture and, as applicable, any Alternate Credit Facility 
which may be subsequently delivered in accordance with the Indenture; and "Reimbursement 
Agreement" refers to the initial Reimbursement Agreement under which the Letter of Credit is 
provided and any subsequent agreement entered into between the Company and any other party 
in connection with the delivery of any Alternate Credit Facility. 

Morgan Stanley & Co. Incorporated will be appointed under the Indenture to serve as 
Remarketing Agent for the Bonds. Any Remarketing Agent may resign or be removed and a 
successor Remarketing Agent may be appointed in accordance with the terms of the Indenture 
and the Remarketing Agreement for the Bonds between the Remarketing Agent and the 
Company. 

Brief descriptions of the Company, the Issuer, the Bonds, the Loan Agreement, the 
Indenture, the Letter ofO'edit and the Reimbursement Agreement are included in this Reoffering 
Circular. Appendix A to this Reoffering Circular has been furnished by the Company. The 
Issuer and Bond Counsel assume no responsibility for the accuracy or completeness of such 
Appendix A or such information. Appendix B to this Reoffering Circular contains the opinion of 
Bond Counsel delivered on the date on which the Bonds were initially issued, and the proposed 
form of opinion of Bond Counsel to be delivered in connection with the reoffering of the Bonds 
and the delivery of the Letter of Credit. Appendix C to this Reoffering Circular contains 
information about the Bank. The Issuer and Bond Counsel assume no responsibility for the 
accuracy or completeness of such Appendix C or such information. Such descriptions and 

2 
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information do not purport to be complete, comprehensive or definitive and are not to be 
construed as a representation or a guaranty of accuracy or completeness. All references herein to 
the documents are qualified in their entirety by reference to such documents, and references 
herein to the Bonds are qualified in their entirety by reference to the definitive form thereof 
included in the Indenture. Copies of the Loan Agreement, the Indenture, the Letter of Credit and 
the Reimbursement Agreement will be available for inspection at the principal corporate trust 
office of the Trustee. Certain information relating to The Depository Trust Company ("DTC") 
and the book-entry-only system has been furnished by DTC. All statements herein are qualified 
in their entirety by reference to each such document and, with respect to the enforceability of 
certain rights and remedies, to laws and principles of equity relating to or affecting generally the 
enforcement of creditors' rights. 

The Project 

The Project has been completed and consists of certain solid waste disposal facilities of 
the Company used in connection with its Brown Generating Station situated in Mercer County. 

The Issuer 

The Issuer is a public body corporate and politic duly created and existing as a county 
and political subdivision under the Constitution and laws of the Commonwealth of Kentucky. 
The Issuer is authorized by Sections 103.200 to 103.285, inclusive, of the Kentucky Revised 
Statutes (collectively, the "Act") to (a) reoffer the Bonds and (b) amend and restate and continue 
to perform its obligations under the Loan Agreement and the Indenture. The Issuer, through its 
legislative body, the Fiscal Court, has adopted one or more ordinances authorizing the issuance 
of the Bonds and the execution and delivery ofthe related documents. 

THE BONDS ARE SPECIAL AND LIMITED OBLIGATIONS PAYABLE SOLELY 
AND ONLY FROM CERTAIN SOURCES, INCLUDING AMOUNTS TO BE RECEIVED BY 
THE TRUSTEE FROM THE LETTER OF CREDIT AND BY OR ON BEHALF OF THE 
ISSUER UNDER THE LOAN AGREEMENT. THE BONDS DO NOT CONSTITUTE AN 
INDEBTEDNESS, GENERAL OBLIGATION OR PLEDGE OF THE FAITH AND CREDIT 
OR TAXING POWER OF THE ISSUER, THE COMMONWEALTH OF KENTUCKY OR 
ANY POLITICAL SUBDIVISION THEREOF, AND DO NOT GIVE RISE TO A 
PECUNIARY LIABILITY OF THE ISSUER OR A CHARGE AGAINST ITS GENERAL 
CREDIT OR TAXING POWERS. 

Summary of the Bonds 

General 

The Bonds will be issued in the aggregate principal amount set forth on the cover page of 
this Reoffering Circular and will mature on May I, 2023. The Bonds are also subject to optional 
redemption, extraordinary optional redemption, in whole or in pati, and mandatory redemption 
prior to maturity as described herein. 

3 
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The Bonds currently bear interest at a Weekly Rate. From and after the Reoffering Date, 
the Bonds will bear interest at a Weekly Rate and will be payable on the first Business Day of 
each calendar month, commencing on January 2, 2009. The Bonds will continue to bear interest 
at the Weekly Rate until a Conversion to another Interest Rate Mode is specified by the 
Company or until the redemption or maturity of the Bonds. The permitted Interest Rate Modes 
for the Bonds are (i) the "Flexible Rate," (ii) the "Daily Rate," (iii) the "Weekly Rate," (iv) the 
"Semi-Annual Rate," (v) the "Annual Rate," (vi) the "Long Term Rate" and (vii) the "Dutch 
Auction Rate." Changes in the Interest Rate Mode will be effected, and notice of such changes 
will be given, as described below in "- Conversion of Interest Rate Modes and Changes of 
Long Term Rate Periods." 

During each Rate Period for an Interest Rate Mode (other than a Dutch Auction Rate), the 
interest rate or rates for the Bonds in that Interest Rate Mode, and Flexible Rate Periods for 
Bonds accruing interest at a Flexible Rate, will be determined by the Remarketing Agent in 
accordance with the Indenture; provided that the interest rate or rates borne by any Bonds may 
not exceed the lesser of (i) the maximum interest rate permitted by applicable law or (ii) 10% per 
annum. 

Interest on the Bonds which bear interest at a Flexible Rate, Daily Rate or Weekly Rate 
will be computed on the basis ofa year of365 or 366 days, as appropriate, and paid for the actual 
number of days elapsed. Interest on the Bonds which bear interest at a Semi-Annual Rate, 
Annual Rate or Long Term Rate will be computed on the basis of a 360-day yeat· of twelve 
30-day months. Interest on the Bonds which bear interest at a Dutch Auction Rate will be 
computed on the basis of a 360-day year for the actual number of days elapsed. Interest payable 
on any Interest Payment Date will be payable to the registered owner of the Bond as of the 
Record Date for such payment; provided that in the case of Bonds bearing interest at the Flexible 
Rate, interest will be payable to the registered owner of such Bond on the Interest Payment Date 
therefor. The Record Date, in the case of interest accrued at a Daily Rate or Weekly Rate, will 
be the close of business on the Business Day immediately preceding each Interest Payment Date, 
in the case of interest accrued at a Dutch Auction Rate, will be the close of business on the 
second Business Day immediately preceding each Interest Payment Date, and in the case of 
interest accrued at a Semi-Annual Rate, Annual Rate or Long Term Rate, will be the close of 
business on the fifteenth day (whether or not a Business Day) of the month preceding each 
Interest Payment Date. 

The Bonds initially will be issued solely in book-entry-only form through DTC (or its 
nominee, Cede & Co.). So long as the Bonds are held in the book-entry-only system, DTC 01' its 
nominee will be the registered owner or holder ofthe Bonds for all purposes of the Indenture, the 
Bonds and this Reoffering Circular. See "- Book-Entry-Only System" below. Individual 
purchases of book-entry interests in the Bonds will be made in book-entry-only form in 
(i) denominations of $50,000 and integral multiples thereof, if bearing interest at the Dutch 
Auction Rate, (ii) denominations of$IOO,OOO or any integral multiple thereof, if bearing interest 
at the Daily Rate, the Weekly Rate or the Semi-Annual Rate, (iii) denominations of $1 00,000 or 
any integral multiple of $5,000 in excess of $100,000, if bearing interest at Flexible Rates, or 
(iv) denominations of$5,000 and integral multiples thereof, if bearing interest at the Annual Rate 
01' the Long Term Rate. 
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Except as otherwise described below for Bonds held in DTC's book-entry-only system, 
the principal or redemption price of the Bonds is payable at the designated corporate trust office 
in New York, New York, of the Trustee, as paying agent (the "Paying Agent"). Except as 
otherwise described below for Bonds held in DTC's book-entry-only system, interest on the 
Bonds is payable by check mailed to the owner of record; provided that interest payable on each 
Bond will be payable in immediately available funds by wire transfer within the continental 
United States or by deposit into a bank account maintained with the Paying Agent (i) if the 
Interest Rate Mode is the Daily Rate, the Weekly Rate, the Dutch Auction Rate or the Flexible 
Rate, or (ii) at the written request of any owner of record holding at least $1,000,000 aggregate 
principal amount of the Bonds, if the Interest Rate Mode is the Semi-Annual Rate, Annual Rate 
or Long Term Rate, received by the Trustee, as bond registrar (the "Bond Registrar"), at least 
one Business Day prior to any Record Date. Except as otherwise described below for Bonds 
held in DTC's book-entry-only system, if the Interest Rate Mode is the Flexible Rate, interest 
payable on each Bond will be paid only upon presentation and surrender of such Bond. 

Bonds may be transferred or exchanged for an equal total amount of Bonds of other 
authorized denominations upon surrender of such Bonds at the principal office of the Bond 
Registrar, accompanied by a written instrument of transfer or authorization for exchange in form 
and with guaranty of signature satisfactory to the Bond Registrar, duly executed by the registered 
owner or the owner's duly authorized attorney. Except as provided in the Indenture, the Bond 
Registrar will not be required to register the transfer or exchange of any Bond (i) during the 
fifteen days before any mailing ofa notice of redemption of Bonds, (ii) after such Bond has been 
called for redemption or (iii) for which a registered owner has submitted a demand for purchase 
(see "- Purchases of Bonds on Demand of Owner" below), or which has been purchased (see 
"- Payment of Purchase Price" below). Registration of transfers and exchanges will be made 
without charge to the registered owners of Bonds, except that the Bond Registrar may require 
any registered owner requesting registration of transfer or exchange to pay any required tax or 
governmental charge. 

The Bonds Are Not Insured 

Upon the issuance of the Letter of Credit on the Reoffering Date, the Municipal Bond 
Insurance Policy (the "Bond Insurance Policy") issued by Ambac Assurance Corporation 
("Ambac") on May 19, 2000 will have been irrevocably surrendered and cancelled. The Bonds 
described in this Reoffering Circular are not insured, and holders thereof will have no recourse 
to, under or against any bond insurance policy or bond insurer, including the aforementioned 
Bond Insurance Policy issued by Ambac. 

Tender Agent 

Owners may tender their Bonds, and in certain circumstances will be required to tender 
their Bonds, to the Tender Agent for purchase at the times and in the manner described herein 
under "- Summary of Certain Provisions of the Bonds," "- Purchases of Bonds on Demand of 
Owner," and "- Mandatory Purchases of Bonds." So long as the Bonds are held in DTC's 
book-entry-only system, the Trustee will act as Tender Agent under the Indenture. Any 
successor Tender Agent appointed pursuant to the Indenture will also be a Paying Agent. 
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Morgan Stanley & Co. Incorporated will act as the Remarketing Agent with respect to the 
Bonds (the "Remarketing Agent"). The Remarketing Agent may resign or be removed and a 
successor Remarketing Agent may be appointed in accordance with the terms of the Indenture 
and the Remarketing Agreement for the Bonds between the Remarketing Agent and the 
Company. 

Special Considerations Relating to the Remarketing Agent 

The RemarketingAgent is paid bv the Company. 

The Remarketing Agent's responsibilities include determining the interest rate fi'om time 
to time and remarketing Bonds that are optionally or mandatorily tendered by the owners thereof 
(subject, in each case, to the terms of the Remarketing Agreement), all as further described 
herein. The Remarketing Agent is appointed by the Issuer at the request of the Company and 
paid by the Company for its services. As a result, the interests of the Remarketing Agent may 
differ from those of existing holders and potential purchasers of Bonds. 

The RemarketingAgent routine/v purchases bonds tor its own account. 

The Remarketing Agent acts as remarketing agent for a variety of variable rate demand 
obligations and, in its sole discretion, routinely purchases such obligations for its own account in 
order to achieve a successful remarketing of the obligations (Le., because there are otherwise not 
enough buyers to purchase the obligations) or for other reasons. The Remarketing Agent is 
permitted, but not obligated, to purchase tendered Bonds for its own account and, if it does so, it 
may cease doing so at any time without notice. The Remarketing Agent may also make a market 
in the Bonds by routinely purchasing and selling Bonds other than in connection with an optional 
or mandatory tender and remarketing. Such purchases and sales may be at 01' below par. 
However, the Remarketing Agent is not required to make a market in the Bonds. The 
Remarketing Agent may also sell any Bonds it has purchased to one or more affiliated 
investment vehicles for collective ownership 01' enter into derivative arrangements with affiliates 
or others in order to reduce its exposure to the Bonds. The purchase of Bonds by the 
Remarketing Agent may create the appearance that there is greater third party demand for the 
Bonds in the market than is actually the case. The practices described above also may result in 
fewer Bonds being tendered in a remarketing. 

Bonds mal' be offered at diffin'ent prices 0/1 anv date. 

As more fully described under the caption "- Determination of Interest Rates for 
Interest Rate Modes," the Remarketing Agent shall determine the minimum rate of interest per 
annum which in the opinion of the Remarketing Agent, would be necessary on and as of such 
day to remarket the Bonds in a secondary market transaction at a price equal to the principal 
amount thereof plus accrued interest thereon, if any, provided that such rate of interest shall not 
exceed 10% pel' annum. The interest rate will reflect, among other factors, the level of market 
demand for the Bonds (including whether the Remarketing Agent is willing to purchase Bonds 
for its own account). There may 01' may not be Bonds tendered and remarketed on a day that the 
rate on the Bonds are set, the Remarketing Agent may 01' may not be able to remarket any Bonds 
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tendered for purchase on such date at par and the Remarketing Agent may sell Bonds at varying 
prices to different investors on such date or any other date. The Remarketing Agent is not 
obligated to advise purchasers in a remarketing ifit does not have third party buyers for all of the 
Bonds at the remarketing price. In the event the Remarketing Agent owns any Bonds for its own 
account, it may, in its sole discretion in a secondary market transaction outside the tender 
process, offer such Bonds on any date, including the day that the rate on the Bonds are set, at a 
discount to par to some investors. 

The abi/itv to sell the Bonds other than through the tender process mal' be limited. 

The Remarketing Agent may buy and sell Bonds other than through the tender 
process. However, it is not obligated to do so and may cease doing so at any time without 
notice and may require holders that wish to tender their Bonds to do so through the 
Trustee with appropriate notice. Thus, investors who purchase the Bonds, whether in a 
remarketing 01' otherwise, should not assume that they will be able to sell their Bonds other 
than by tendering the Bonds in accordance with the tender process. 

Certain Definitions 

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

"Alternate Credit Facility" means an irrevocable letter of credit, a municipal bond 
insurance policy, a surety bond, a line or lines of credit, a guarantee or other similar agreement or 
agreements or any other agreement or agreements used to provide liquidity or credit support for 
the Bonds, satisfactory to the Company and the Remarketing Agent and containing 
administrative provisions reasonably satisfactory to the Trustee, issued and delivered to the 
Trustee in accordance with the Indenture. 

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

"Beneficial Ownel)' means the person in whose name a Bond is recorded as such upon 
the systems of DTC and each DTC Pmlicipant (as defined herein) or the registered holder of 
such Bond if such Bond is no! then registered in the name of Cede & Co. 

"Business Day" means any day other than (i) a Saturday or Sunday or legal holiday or a 
day on which banking institutions located in the city in which the principal office of the Trustee, 
the Bond Registrar, the Tender Agent, the Paying Agent, the Company, the Credit Facility Issuer 
or the Remarketing Agent is located are authorized by law or executive order to close or (ii) a 
day on which the New York Stock Exchange is closed. 

"Conversion" means any conversion fi'om time to time in accordance with the terms of 
the Indenture ofthe Bonds from one Interest Rate Mode to another Interest Rate Mode. 
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"Conversion Date" means the date on which any Conversion becomes effective. 

"Credit Facility" means an irrevocable direct pay letter of credit 01' other credit 
enhancement or liquidity support facility, or any combination thereof, delivered to and in favor 
of the Trustee for the benefit of the owners of the Bonds pursuant to the Indenture and 
designated as a "Credit Facility" under the Indenture, and includes the Initial Credit Facility 01' 

any Alternate Credit Facility delivered to the Trustee pursuant to the Indenture. 

"Credit Facility Issuer" means the Initial Credit Facility Issuer and the issuel' of any 
Credit Facility 01' Altel'llate Credit Facility subsequently in effect. 

"Daily Rate Period" means the period beginning on, and including, the Conversion Date 
to the Daily Rate and ending on and including the day preceding the next Business Day and each 
period thereafter beginning on and including a Business Day and ending on and including the 
day preceding the next succeeding Business Day until the day preceding the earlier of the 
Conversion to a different Interest Rate Mode or the maturity of the Bonds. 

"Dutch Auction Rate" means the rate of interest to be bOl'lle by the Bonds during each 
Dutch Auction Rate Period determined in accordance with the Indenture. 

"Dutch Auction Rate Period' means the period during which the Bonds bear interest at 
the Dutch Auction Rate. 

"Flexible Rate" means the Interest Rate Mode for the Bonds in which the interest rate for 
each Bond is determined with respect to that Bond during each Flexible Rate Period applicable 
to that Bond, as provided in the Indenture. 

"Flexible Rate Period' means with respect to any Bond, each period (which may be fi'om 
one day to 270 days, 01' such lower maximum number of days as is then permitted under the 
Indenture) determined for such Bond, as provided in the Indenture. 

"Initial Credit Facility" means the irrevocable direct pay letter of credit issued by the 
Initial Credit Facility Issuer to the Trustee with respect to the Bonds on the Reoffering Date. 

"Initial Credit Facility Issuer" means Commerzbank AG, New York Branch. 

"Interest Payment Date" means (i) if the Interest Rate Mode is the Daily Rate 01' the 
Weekly Rate, the first Business Day of each calendar month, (ii) if the Interest Rate Mode is the 
Flexible Rate, for each Bond the first Business Day following the last day of each Flexible Rate 
Period for such Bond, (iii) if the Interest Rate Mode is the Semi-Annual Rate, the Annual Rate 01' 

the Long Term Rate, May I and November I; (iv) if the Interest Rate Mode is the Dutch Auction 
Rate Mode, the dates determined in accordance with the terms of the Indenture; and (v) any 
Conversion Date (including the date of a failed Conversion) 01' the effective date of a change to a 
new Long Term Rate Period for such Bonds. In any case, the final Interest Payment Date will be 
the maturity date of the Bonds. 
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"Interest Period' means for all Bonds (or for any Bond if the Interest Rate Mode is the 
Flexible Rate) the period fi'om and including each Interest Payment Date to and including the 
day immediately preceding the next Interest Payment Date, provided, however that the first 
Interest Period for the Bonds will begin on ( and include) the date of issuance of the Bonds and 
the final Interest Period will end on April 30, 2023. 

"Interest Rate Mode" means the Dutch Auction Rate, the Flexible Rate, the Daily Rate, 
the Weekly Rate, the Semi-Annual Rate, the Annual Rate and the Long Term Rate. 

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

"Prevailing Market Conditions" means, without limitation, the following factors: existing 
short-term or long-term market rates for securities, the interest on which is excluded from gross 
income for federal income tax purposes; indexes of such short-term or long-term rates and the 
existing market supply and demand for securities bearing such short-term or long-term rates; 
existing yield curves for short-term or long-term securities for obligations of credit quality 
comparable to the Bonds, the interest on which is excluded from gross income for federal income 
tax purposes; general economic conditions; industry economic and financial conditions that may 
affect or be relevant to the Bonds; and such other facts, circumstances and conditions as the 
Remarketing Agent, in its sole discretion, determines to be relevant. 

"Purchase Date" means any date on which Bonds are to be purchased on the demand of 
the registered owners thereof or are subject to mandatory purchase as described in the Indenture. 

"Reimbursement Agreement" means the Reimbursement Agreement, to be dated as of 
December 17, 2008, between the Company and the Initial Credit Facility Issuer, as the same may 
be amended fi'om time to time, and any other agreement between the Company and a Credit 
Facility Issuer, setting forth the obligations of the Company to such Credit Facility Issuer arising 
out of any payments under such Credit Facility and which provides that it will be deemed to be a 
Reimbursement Agreement for the purpose of the Indenture. 

"Semi-Annual Rate Period' means the period beginning on, and including, the 
Conversion Date to the Semi-Annual Rate, and ending on, and including, the day preceding the 
first Interest Payment Date thereafter and each successive six-month period thereafter beginning 
on and including an Interest Payment Date and ending on and including the day next preceding 
the next Interest Payment Date until the day preceding the earlier ofthe Conversion to a different 
Interest Rate Mode or the maturity of the Bonds. 
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"Weekly Rate Period' means the period beginning on, and including, the Conversion 
Date to the Weekly Rate, and ending on, and including, the next Tuesday, and thereafter the 
period beginning on, and including, each Wednesday and ending on, and including, the earliest 
of the next Tuesday, the day preceding the Conversion to a different Interest Rate Mode or the 
maturity of the Bonds. 

Summary of Certain Provisions of the Bonds 

The following table summarizes, for each of the permitted Interest Rate Modes (except 
the Dutch Auction Rate): the dates on which interest will be paid (Interest Payment Dates); the 
dates on which each interest rate will be determined (Interest Rate Determination Dates); the 
period of time (Interest Rate Periods) each interest rate will be in effect (provided that the initial 
Interest Rate Period for each Interest Rate Mode may begin on a different date fi'om that 
specified, which date will be the Conversion Date or the date of a change in the Long Term Rate, 
as applicable); the dates on which registered owners may tender their Bonds for purchase to the 
Tender Agent and the notice requirements therefor (provided that while the Bonds are held in 
book-entry-only form, all notices of tender for purchase will be given by Beneficial Owners in 
the manner described under "- Purchases of Bonds on Demand of Owner - Notice Required 
for Purchases") (Purchase on Demand of Owner; Required Notice); the dates on which the 
Bonds are subject to mandatory tender for purchase (Mandatol)! Purchase Dates); the 
redemption provisions applicable to the Bonds (Redemption); the notice requirements for 
redemption and mandatory tender for purchase (Notices of Redemption and Mandatory 
Purchases); and the manner by which registered owners will receive payments of principal, 
interest, redemption price and purchase price (Manlier of Payment). All times stated are New 
York City time. 
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FLEXIBLE RATE 

Interest Payment Dates With respect to any Bond, the first 
Business Day following the last day of 
each Flexible Rate Period for that Bond. 

Interest Rate For each Bond, not latcr than 1:00 p.m. 
Determination Dates on the first day of each Flexible Rate 

Period for such Bond. 

Interest Rate Periods For each Bond, each Flexible Rate 
Period will be of a duration designated 
by the Rcmarketing Agent of one day to 
270 days (or lower maximum number as 
specified in the Indenture); must end on 
a day immediately prior to a Business 
Day. 

Purchase on Demand of No purchase on demand of the owner. 
Ownel'j Required 
Notice" 

l\landatol'Y Purchase Any Conversion Datc; with respect to 
Dates each Bond, on cach Interest Payment 

Date for such Bond; and upon delivety, 
cancellation, substitution, extension, 
tennination or expiration of any Credit 
Facility or replacement with Alternate 
Credit Facility. 

Redcmption Optional at par on any Interest Payment 
Date; Extraordinary Optional and 
Mandatot), at par, on any Business Day 
(other than extraordinal)' optional 
redemption as a result of damage, 
destmction or condemnation which will 
be on an Interest Payment Date). 

Notices of COIlYersion, Not fewer than 15 days (30 days notice 
Redemption and of Conversion to the Semi-Annual, 
l\falidatol'Y PUl'chases 

. 
Annual or long Tenn Rate) or greater 
than 60 days for notice of Conversion or 
redemption. No notice ofmandatol)' 
purchase following end of each Flexible 
Rate Period. 

l\Ianncl' ofPaymcn( Principal or redemption price upon 
sUlTendcr of the Bond to the Paying 
Agent; pllrchase price upon surrender of 
the Bond to the Tender Agent. 

• 
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DAILYB~IE WEEKLY RATE 

The first Business Day of each The first Business Day of each 
calendar month. calendar month. 

Not latcr than 9:30 a.m. on Not latcr than 10:00 a.m. on the first 
each Business Day. day of each Weekly Rate Period or, if 

not a Business Day. Oil the next 
succeeding Business Day. 

From and including each From and including each Wednesday 
Business Day to but not to and including the following 
including the next Business Tuesday. 
Day. 

Any Business Day; by written Any Business Day; by written notice 
or telephonic notice, promptly to the Tender Agent not later than 
confirmed in writing, to the . 5:00 p.m. on a Business Day at least 
Tender Agent by 10:00 a.m. on seven days prior to the Purchase 
sllch Business Day. Date. 

Any Conversion Date; and Any COIlversion Date; and upon 
11pon delivery, cancellation, delivery, cancellation, substitution, 
substitution, extension, extension, tennination or expiration 
tennination or expiration of of any Credit Facility or replacement 
any Credit Facility or with Alternate Credit Facility. 
replacement with Alternate 
Credit Facility. 

Optional, Extraordinary Optional, Extraordinal)' Optional and 
Optional and Mandatory at par Mandatory at par on any Business 
on any Business Day. Day. 

Not fewer than 15 days (30 Not fewer than 15 days (30 days 
days notice of Conversion to notice of Conversion to the Semi-
the Semi-Annual, Annual or Annual, Annual or long Tenn Rate) 
long Tenn Rate) or greater or greater than 60 days for notice of 
than 60 days for notice of Conversion or redcmption. Not 
Conversion or redemption. fewer than 15 days or greater than 45 
Not fewer than IS days or days for notice of mandatory 
greater than 45 days for notice purchase. 
of mandatory purchase. 

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

So long as DTC or its nominee is the registered O\\11er of the Bonds, notices of redemption and mandatory purchases shall be sent 
to Cede & Co., payments of principal, redemption and purchase price of and interest on the Bonds will be paid through the facilities 
of DTC and notices of mandatory purchase may be givcn not less than five days plior to the Purchase Date. See <1_ Book-Entl)'
Only System" below. 
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SEMI-ANNUAL 

Interest Payment Date Each May 1 and November I. 

Intel'est Ratc Not later than 12:00 noon on the Business 
Determination Dates Day preceding the first day of the 

Semi-Annual Rate Period. 

Interest Rate Periods Each six-month period from and including 
each May 1 and November 1 to and 
including the day preceding the next 
Interest Payment Date. 

Purchase on Demand of On any Interest Payment Date; by \vritten 
Owner; Required Notice 

. 
notice to the Tender Agent on any Business 
Day not later than the fifteenth day prior to 
the Purchase Date. 

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

Rate Period; and upon delivery, 
cancellation, substitution, extension, 
tennination or expiration of any Credit 
Facility or replacement with Alternate 
Credit Facility. 

Redcmption Optional at par on any Interest Payment 
Date; Extraordinary Optional and 
MandatOl), at par, on any Business Day 
(other than extraordinary optional 
redemption as a result of damagc, 
destmction or condemnation which will be 
on an Interest Payment Date). 

Notices ofCoIn'el"sion, Not fewer than 30 days or greater than 60 
Redeml1tion and . days for notice of Conversion or 
Mandatory Purchascs redcmption. Not fewer than 15 days or 

greater than 45 days for notice of 
mandatory purchase. 

MamICI· of Payment Principal or redemption price upon 
surrender of the Bond to the Paying Agent; 
interest by check mailed to the registered 
owners or, lIpon request ofregistcrcd 
owner, of$I,OOO,OOO or marc of an 
individual issue of Bonds, in immediately 
available funds; purchase price upon 
surrender of the Bond to the Tendcr Agent. 

, 
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ANNUAI~ LONG TERM 

Each May 1 and November 1. Each May 1 and November 1; any 
Conversion Date; and the effective date 
of any change to a new Long Tenn Rate 
Period. 

Not later than 12:00 noon on the Not later than 12:00 noon on the 
Business Day preceding the first Business Day preceding the first day of 
day of the Annual Rate Period. the Long Tcnn Rate Period. 

Each onc-year period from and Each period designated by the Company 
including each May 1 and of more than one year in duration and 
November 1 to and including the whieh is an integral multiple of six 
day immediately preceding the months, from and including the first day 
second Interest Payment Date of such period (May 1 and November 1) 
thereafter. to and including the day immediately 

preceding the last Interest Payment Date 
for that period. 

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

Any Conversion Date; the first Any Conversion Date; the first Business 
Business Day after the end of Day after the end of each Long Tenn 
each Annual Rate Period; and Rate Period; the effective date ofa 
upon delivel)', cancellation, change of Long Tenn Rate Period; and 
substitution, extension, upon deliYel)', cancellation, substitution, 
tennination or expiration of any extension, tennination or expiration of 
Credit Facility or replacement any Credit Facility or replacement with 
with Alternate Credit Facility. Altel11ate Credit Facility. 

Optional at par on the final Optional at times and prices dependent 
Interest Payment Date; on the length of the Long Tenn Rate 
Extraordinary Optional and Period; Extraordinary Optional and 
Mandatol)' at par, on any Mandatory at par, on any Business Day. 
Business Day. 

Not fewer than 30 days or greater Not fewer than 30 days or greater than 
than 60 days for notice of 60 days for notice of Conversion or 
Conversion or redemption. Not redemption. Not fewer than 15 days or 
fewer than IS days or greater greater than 45 days for notice of 
than 45 days for notice of mandatol)' purchase. 
mandatol)' purchase. 

Principal or redemption price Principal or redemption price upon 
llpon surrender of the Bond to the surrender of the Bond to the Paying 
Paying Agent; interest by check Agent; interest by check mailed to the 
mailed to the registered O\\'Ilers registered O\\'Ilers or, upon request of 
or, upon request of registered registered owner, ofSt,OOO,OOO or more 
owner, of$I,OOO,OOO or more of of an individual issue of Bonds, in 
an individual issue of Bonds, in immediately available funds; purchase 
immediately available funds; price upon surrender of the Bond to the 
purchase price upon surrender of Tender Agent. 
the Bond to the Tender Agent. 

So long as DTC or its nominee is the registered ov-ner of the Bonds, notices of redemption and l11andatOl), purchases shall be sent 
to Cede & Co., payments of principal, redemption and purchase price of and interest on the Bonds will be paid through the facilities 
ofDTC and notices of mandatol)' purchase may be given not less than five days prior to the Purchase Date. See "- Book-Entl)'· 
Only System" below. 
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Determination of Interest Rates for Interest Rate Modes 

Dailv Rate. If the Interest Rate Mode for the Bonds is the Daily Rate, the interest rate on 
the Bonds for any Business Day will be the rate established by the Remarketing Agent no later 
than 9:30 a.m. (New York City time) on such Business Day as the minimum rate of interest 
necessary, in the judgment of the Remarketing Agent taking into account then Prevailing Market 
Conditions, to enable the Remarketing Agent to sell the Bonds on such Business Day at a price 
equal to the principal amount thereof, plus accrued interest, if any, thereon. For any day which is 
not a Business Dayal' if the Remarketing Agent does not give notice of a change in the interest 
rate, the interest rate on the Bonds will be the interest rate in effect for the immediately preceding 
Business Day. 

Weeklv Rate. If the Interest Rate Mode for the Bonds is the Weekly Rate, the interest rate 
on the Bonds for a particular Weekly Rate Period will be the rate established by the Remarketing 
Agent no later than 10:00 a.m. (New York City time) on the first day of such Weekly Rate 
Period or, if such first day is not a Business Day, on the next succeeding Business Day, as the 
minimum rate of interest necessary, in the judgment of the Remarketing Agent taking into 
account then Prevailing Market Conditions, to enable the Remarketing Agent to sell the Bonds 
on such first day at a price equal to the principal amount thereof, plus accrued interest, if any, 
thereon. 

Flexible Rates and Flexible Rate Periods. If the Interest Rate Mode for the Bonds is the 
Flexible Rate, the interest rate on a Bond for a specific Flexible Rate Period will be the rate 
established by the Remarketing Agent no later than I :00 p.m. (New York City time) on the first 
day of that Flexible Rate Period as the minimum rate of interest necessary, in the judgment of the 
Remarketing Agent taking into account then Prevailing Market Conditions, to enable the 
Remarketing Agent to sell such Bond on that day at a price equal to the principal amount thereof. 
Each Flexible Rate Period applicable for a Bond will be determined separately by the 
Remarketing Agent on or prior to the first day of such Flexible Rate Period as being the Flexible 
Rate Period permitted under the Indenture which, in the judgment of the Remarketing Agent, 
taking into account then Prevailing Market Conditions, will, with respect to such Bond, 
ultimately produce the lowest overall interest cost on the Bonds while the Interest Rate Mode for 
the Bonds is the Flexible Rate. Each Flexible Rate Period will be from one day to 270 days in 
length and will end on a day preceding a Business Day. If the Remarketing Agent fails to set the 
length of a Flexible Rate Period for any Bond, a new Flexible Rate Period lasting to, but not 
including, the next Business Day (or until the earlier Conversion or maturity of the Bonds) will 
be established automatically in accordance with the Indenture. 

Semi-Annual Rate. Ifthe Interest Rate Mode for the Bonds is the Semi-Annual Rate, the 
interest rate on the Bonds for a particular Semi-Annual Rate Period will be the rate established 
by the Remarketing Agent no later than 12:00 noon (New York City time) on the Business Day 
immediately preceding the first day of such Semi-Annual Rate Period as the minimum rate of 
interest necessary, in the judgment of the Remarketing Agent taking into account then Prevailing 
Market Conditions, to enable the Remarketing Agent to sell the Bonds on such first day at a price 
equal to the principal amount thereof. 
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Annual Rate. Ifthe Interest Rate Mode for the Bonds is the Annual Rate, the interest rate 
on the Bonds for a particular Annual Rate Period will be the rate of interest established by the 
Remarketing Agent no later than 12:00 noon (New York City time) on the Business Day 
preceding the first day of such Annual Rate Period as the minimum rate of interest necessary, in 
the judgment of the Remarketing Agent taking into account then Prevailing Market Conditions, 
to enable the Remarketing Agent to sell the Bonds on such first day at a price equal to the 
principal amount thereof. 

Auction Rate. If the Interest Rate Mode for the Bonds is the Dutch Auction Rate, the 
interest rate on the Bonds for a particulat' Dutch Auction Rate Period will be the rate established 
in accordance with the procedures set fot'th in the Indenture. 

Long Term Rates and Long Term Rate Periods. If the Interest Rate Mode for the Bonds 
is the Long Term Rate, the interest rate on the Bonds for a particular Long Term Rate Period will 
be the rate established by the Remarketing Agent no later than 12:00 noon (New York City time) 
on the Business Day preceding the first day of such Long Term Rate Period as the minimum rate 
of interest necessary, in the judgment of the Remarketing Agent taking into account then 
Prevailing Market Conditions, to enable the Remarketing Agent to sell the Bonds on such first 
day at a price equal to the principal amount thereof. The Company will establish the duration of 
the Long Term Rate Period at the time that it directs the Conversion of the Interest Rate Mode to 
the Long Term Rate, and thereafter each successive Long Term Rate Period will be the same as 
the Long Term Rate Period so established by the Company until a different Long Term Rate 
Period is specified by the Company in accordance with the Indenture (in which case the duration 
of that Long Term Rate Period will control succeeding Long Term Rate Periods), subject in all 
cases to the occurrence of a Conversion Date or the maturity of the Bonds. Each Long Term 
Rate Period will be more than one year in duration, will be for a period which is an integral 
multiple of six months and will end on the day next preceding an Interest Payment Date; 
provided that if a Long Term Rate Period commences on a date other than a May 1 or 
November 1, such Long Term Rate Period may be for a period which is not an integral multiple 
of six months but will be of a duration as close as possible to (but not in excess oj) such Long 
Term Rate Period established by the Company and will terminate on a day preceding an Interest 
Payment Date, and each successive Long Term Rate Period thereafter will be for the full period 
established by the Company until a different Long Term Rate Period is specified by the 
Company in accordance with the Indenture or until the occurrence of a Conversion Date or the 
maturity of the Bonds; provided further that no Long Term Rate Period will extend beyond the 
final maturity date of the Bonds. 

Failure to Determine Rate. If for any reason the interest rate for a Bond is not 
determined by the Remarketing Agent, except as described below under "- Conversion of 
Interest Rate Modes and Changes of Long Tet'm Rate Periods - Change of Long Term Rate 
Period" and "- Cancellation of Conversion of Interest Rate Mode," the interest rate for such 
Bond for the next succeeding interest rate period will be the interest rate in effect for such Bond 
for the pt'eceding interest rate period and, pursuant to the terms of the Indenture, there will be no 
change in the then applicable Long Term Rate Period or any Conversion fi'om the then 
applicable Interest Rate Mode. Notwithstanding the foregoing, if for any reason the interest rate 
for a Bond bearing interest at a Flexible Rate is not determined by the Remarketing Agent, the 
interest rate for such Bond for the next succeeding Interest Period will be equal to The Bond 
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Market Association Municipal Swap Index™ (the "Municipal Index") as defined in the 
Indenture and the Interest Period for such Bond will extend through the day preceding the next 
Business Day, until the Trustee is notified of a new Flexible Rate and Flexible Rate Period 
determined for such Bond by the Remarketing Agent. 

Conversion ofInterest Rate Modes and Changes of Long Term Rate Periods 

Method of Conversion. The Interest Rate Mode for the Bonds is subject to Conversion 
from time to time, in whole but not in part, on the dates specified below under "- Limitations 
on Conversion," at the option of the Company, upon notice from the Bond Registrar to the 
registered owners of the Bonds, as described below. With any notice of Conversion, the 
Company must also deliver to the Bond Registrar and the Credit Facility Issuer an opinion of 
Bond Counsel stating that such Conversion is authorized or permitted by the Act and is 
authorized by the Indenture and will not adversely affect the exclusion fi'om gross income of 
interest on the Bonds for federal income tax purposes. 

Conditions Precedent to Conversions. The following conditions are applicable to 
Conversions of the Bonds: 

(a) any Credit Facility to be held by the Trustee after the Conversion Date 
must be sufficient to cover the principal of and accrued interest on the outstanding Bonds 
for the maximum Interest Period permitted for that particular Interest Rate Mode plus 
10 days at the maximum interest rate, and if a Credit Facility is to be held by the Trustee 
after the Conversion of the Bonds to a Long Term Rate Period, that Credit Facility must 
also extend for the entire Long Term Rate Period plus to days at the maximum interest 
rate; and 

(b) if a Credit Facility is then in effect and the purchase price of the Bonds 
under the Indenture includes any premium, the Trustee will be entitled to draw on that 
Credit Facility in an aggregate amount sufficient to pay the applicable purchase price 
(including such premium) or, in the alternative, available moneys will be available in the 
necessary amount and are applied to the payment of such premium. 

Limitations on Conversion. Any Conversion of the Interest Rate Mode for the Bonds 
must be in compliance with the following conditions: (i) the Conversion Date must be a date on 
which the Bonds are subject to optional redemption (see "- Redemptions - Optional 
Redemption" below); provided that any Conversion fi'om the Daily Rate Period to a Weekly Rate 
Period or from the Weekly Rate Period to the Daily Rate Period must be on a Wednesday and, if 
the Conversion is to or fi'om a Dutch Auction Rate Period, the Conversion Date must be the last 
Interest Payment Date in respect of that Dutch Auction Rate Period; (ii) if the proposed 
Conversion Date would not be an Interest Payment Date but for the Conversion, the Conversion 
Date must be a Business Day; (iii) if the Conversion is from the Flexible Rate, (a) the 
Conversion Date may be no earlier than the latest Interest Payment Date established prior to the 
giving of notice to the Remarketing Agent of such proposed Conversion and (b) no filrther 
Interest Payment Date may be established while the Interest Rate Mode is then the Flexible Rate 
if such Interest Payment Date would occur after the effective date of that Conversion; and 
(iv) after a determination is made requiring mandatory redemption of all Bonds pursuant to the 
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Indenture (see "- Redemptions" below), no change in the Interest Rate Mode may be made 
prior to such mandatory redemption. 

Change of Long Term Rate Period. The Company may change from one Long Term 
Rate Period to another Long Term Rate Period on any Business Day on which the Bonds are 
subject to optional redemption as described under "- Redemptions - Optional Redemption" 
below upon notice fi'om the Bond Registrar to the owners of Bonds as described below. With 
any notice of such change, the Company must also deliver an opinion of Bond Counsel stating 
that such change is authorized or permitted by the Act and is authorized by the Indenture and 
will not adversely affect the exclusion fi'om gross income of interest on the Bonds for federal 
income tax purposes. Notwithstanding the foregoing, the Long Term Rate Period will not be 
changed to a new Long Term Rate Period if (A) the Remarketing Agent has not determined the 
interest rate for the new Long Term Rate Period in accordance with the terms of the Indenture or 
(B) the Bond Registrar receives written notice from Bond Counsel prior to the effective date of 
the change to the effect that the opinion of such Bond Counsel required under the Indenture has 
been rescinded. Upon the occurrence of any of the events described in the preceding sentence, 
the Bonds will bear interest at the Weekly Rate commencing on the date which would have been 
the effective date of the proposed change of Long Term Rate Period, subject to the provisions 
described below under "- Cancellation of Conversion ofInterest Rate Mode." 

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

Cancellation of Conversion of Interest Rate Mode. Notwithstanding the foregoing, no 
Conversion will occur if (A) the Remarketing Agent has not determined the initial interest rate 
for the new Interest Rate Mode in accordance with the terms of the Indenture, (B) the Bonds that 
are to be purchased are not remarketed or sold by the Remarketing Agent or (C) the Bond 
Registrar receives written notice fi'om Bond Counsel prior to the opening of business on the 
effective date of Conversion to the effect that the opinion of such Bond Counsel required under 
the Indenture has been rescinded. If such Conversion fails to occur, such Bonds in the Dutch 
Auction Rate will remain in such Interest Rate Mode and Bonds in any other Interest Rate Mode 
will automatically be convelted to the Weekly Rate (with the first period adjusted in length so 
that the last day of such period will be a Tuesday) at the rate determined by the Remarketing 
Agent on the failed Conversion Date; provided, that there must be delivered to the Issuer, the 
Trustee, the Tender Agent, the Company, the Credit Facility Issuer and the Remarketing Agent 
an opinion of Bond Counsel to the effect that determining the interest rate to be borne by the 
Bonds at a Weekly Rate is authorized or permitted by the Act and is authorized under the 
Indenture and will not adversely affect the exclusion from gross income of interest on the Bonds 
for federal income tax purposes. If such opinion is not delivered on the failed Conversion Date, 
the Bonds will bear interest for a Rate Period of the same type and of substantially the same 
length as the Rate Period in effect prior to the failed Conversion Date at a rate of interest 
determined by the Remarketing Agent on the failed Conversion Date (or if shorter, the Rate 
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Period ending on the date before the maturity date); provided that if the Bonds then bear interest 
at the Long Term Rate, and if such opinion is not delivered on the date which would have been 
the effective date of a new Long Term Rate Period, the Bonds will bear interest at the Annual 
Rate, commencing on such date, at an Annual Rate determined by the Remarketing Agent on 
such date. If the proposed Conversion of Bonds fails as described herein, any mandatory 
purchase of such Bonds will remain effective. 

Purchases of Bonds 011 Demand of Owner 

If the Bonds are in the book-entry-only system, demands for purchase may be made by 
Beneficial Owners only through such Beneficial Owner's Direct Participant (as defined under the 
caption "- Book-Entry-Only System"). If the Bonds are in certificated form, demands for 
purchase may be made only by registered owners. When the Interest Rate Mode is the Dutch 
Auction Rate, the Bonds are not subject to purchase on demand of the owners thereof. 

Dailv Rate. If the Interest Rate Mode for the Bonds is the Daily Rate, any Bond will be 
purchased on the demand of the registered owner thereof on any Business Day during a Daily 
Rate Period at a purchase price equal to the principal amount thereof plus accrued interest, if any, 
to the Purchase Date upon written notice or telephonic notice to the Tender Agent at its principal 
office not later than 10:00 a.m. (New York City time) on such Business Day. 

Weeklv Rate. If the Interest Rate Mode for the Bonds is the Weekly Rate, any Bond will 
be purchased on the demand of the registered owner thereof on any Business Day during a 
Weekly Rate Period at a purchase price equal to the principal amount thereof plus accrued 
interest, if any, to the Purchase Date upon written notice to the Tender Agent at its principal 
office at or before 5:00 p.m. (New York City time) on a Business Day not later than the seventh 
day prior to the Purchase Date. 

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

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

Long Term Rate. If the Interest Rate Mode for the Bonds is the Long Term Rate, any 
Bond will be purchased on the demand of the registered owner thereof on the final Interest 
Payment Date for such Long Term Rate Period (unless such date is the final maturity date) at a 
purchase price equal to the principal amount thereof upon written notice to the Tender Agent at 
its principal office on a Business Day not later than the fifteenth day prior to such Purchase Date. 
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Limitations 011 Purchases on Demand of Owner. Notwithstanding the foregoing, there 
will be no purchase of (a) a portion of any Bond unless the portion to be purchased and the 
portion to be retained each will be in an authorized denomination or (b) any Bond upon the 
demand of the registered owner if an Event of Default under the Indenture with respect to the 
payment of principal of, interest on, or purchase price of, the Bonds has occurred and is 
continuing. Also, if the Interest Rate Mode for the Bonds is the Flexible Rate, the Bonds will not 
be subject to purchase on the demand of the registered owners thereof, but each Bond will be 
subject to mandatory purchase on each Conversion Date and on the Interest Payment Date with 
respect to such Bond, as described below under the caption "-Mandatory Purchases of Bonds." 

Notice Required fOr Purchases. Any written notice delivered to the Tender Agent by an 
owner demanding the purchase of Bonds must (A) be delivered by the time and dates specified 
above, (B) state the number and principal amount (or portion thereat) of such Bond to be 
purchased, (C) state the Purchase Date on which such Bond is to be purchased, (D) irrevocably 
request such purchase and state that the owner agrees to deliver such Bond, duly endorsed in 
blank for transfer, with all signatures guaranteed, to the Tender Agent at or prior to 11 :00 a.m. 
(I :00 p.m. if a tender during a Daily Rate Period and 12:00 noon if a tender during a Weekly 
Rate Period) (New York City time) on such Purchase Date. 

Mandatory Purchases of Bonds 

Mandato]')' Purchase on Conversion Dates or Change bv the Companv in Long Term 
Rate Period. The Bonds will be subject to mandatory purchase at a purchase price equal to the 
principal amount thereof, plus accrued interest, if any, to the Purchase Date, plus, if the Interest 
Rate Mode is the Long Term Rate, the redemption premium, if any, which would be payable as 
described under "- Redemptions - Optional Redemption" below, if the Bonds were redeemed 
on the Purchase Date (A) on each Conversion Date and (B) on the effective date of any change 
by the Company of the Long Term Rate Period. Such tender and purchase will be required even 
if the change in Long Term Rate Period 01' the Conversion is canceled pursuant to the Indenture. 

Mandatory Purchase on Each Interest Pavment Date fOr Flexible Rate Period. 
Whenever the Interest Rate Mode for the Bonds is the Flexible Rate, each Bond will be subject 
to mandatory purchase at a purchase price equal to the principal amount thereof, without 
premium, plus accrued interest, if any, to the Purchase Date, on each Interest Payment Date that 
interest on such Bond is payable at an interest rate determined for the Flexible Rate. Owners of 
Bonds will receive no notice of such mandatory purchase. 

Mandaton' Purchase on Dav offer End oUhe Semi-Annual Rate Period. the Annual Rate 
Period or the Long Term Rate Period Whenever the Interest Rate Mode for the Bonds is the 
Semi-Annual Rate, the Annual Rate or the Long Term Rate, such Bonds will be subject to 
mandatory purchase on the Business Day following the end of each Semi-Annual Rate Period, 
Annual Rate Period or Long Term Rate Period, as the case may be, for such Bond at a purchase 
price equal to the principal amount thereof plus accrued interest, if any, to such date. 
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Jofandatorv Purchase upon Deliverv. Cancellation. Substitution. Extension. Termination 
or Expiration orAnl' Credit Facility or Replacement with an Altemate Credit Facilitl'. If, at the 
option of the Company, a Credit Facility (other than the initial Letter of Credit) is delivered with 
respect to the Bonds subsequent to the Reoffering Date, the Bonds will be subject to mandatory 
tender for purchase at a purchase price equal to 100% of the principal amount thereof, plus 
accrued interest, if any, to the Purchase Date on the date ofthe delivery of the Credit Facility. In 
addition, if the Bonds are secured by a Credit Facility, the Bonds will be subject to mandatory 
tender for purchase at a purchase price equal to 100% of the principal amount thereof, plus 
accrued interest, if any, (A) on the Interest Payment Date at least five days prior to the date of the 
cancellation of or the expiration of the term of the then current Credit Facility and (B) on the 
Interest Payment Date on which a Credit Facility is replaced with an Alternate Credit Facility. 

Notice to Owners of Mandatory Purchases. Notice to owners of a mandatory purchase of 
Bonds (except for mandatory purchase on each Interest Payment Date for Flexible Rate Periods) 
will be given by the Bond Registrar, by first class mail at least 15 days but not more than 45 days 
before the Purchase Date; provided, however, as an alternative to the foregoing, if DTC or its 
nominee is the registered owner of the Bonds, notice may be given to DTC not less than five 
days before the Purchase Date. The notice of mandatory purchase will state those matters 
required to be set forth therein under the Indenture. No notice of mandatory purchase will be 
given in connection with a mandatory purchase on an Interest Payment Date for a Flexible Rate 
Period. 

Remarketing and Purchase of Bonds 

The Indenture provides that, subject to the terms of a Remarketing Agreement with the 
Company, the Remarketing Agent will use its reasonable best efforts to offer for sale Bonds 
purchased upon demand of the owners thereof and, unless otherwise instructed by the Company 
and with the consent of any Credit Facility Issuer, upon mandatory purchase, provided that 
Bonds will not be remarketed upon the occurrence and continuance of certain Events of Default 
under the Indenture, except in the sale discretion of the Remarketing Agent. Each such sale will 
be at a price equal to the principal amount thereof, plus interest accrued to the date of sale. The 
Remarketing Agent, the Trustee, the Paying Agent, the Bond Registrar or the Tender Agent each 
may purchase any Bonds offered for sale for its own account. 

On each date Bonds are to be purchased pursuant to optional or mandatory purchase 
under the Indenture, such Bonds will be purchased fi'om the following sources in the order of 
priority indicated, provided that funds derived from clause (c) may not be combined with the 
funds derived from clauses (a) or (b) to purchase any Bonds: 

(a) proceeds of the remarketing of such Bonds to persons other than the 
Company, its affiliates or the Issuer and furnished to the Tender Agent by the 
Remarketing Agent and deposited directly into, and held in, the Remarketing Proceeds 
Subaccount ofthe Purchase Fund established with the Tender Agent under the Indenture; 

(b) proceeds of the Credit Facility, if any, furnished by the Trustee, as Tender 
Agent, and deposited by the Tender Agent directly into, and held in, the Credit Facility 
Subaccount of the Purchase Fund; and 
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(c) moneys paid by the Company (including the proceeds of the remarketing 
of the Bonds to the Company, its affiliates or the Issuer) to pay the purchase price to the 
Tender Agent. 

If there is no Credit Facility in operation to secure the Bonds, any Bonds will be 
purchased with any moneys made available by the Company, including proceeds ft'om the 
remarketing of the Bonds. 

Payment ofPul'chase Price 

When a book-entry-only system is not in effect, payment of the purchase price of any 
Bond will be payable (and delivery of a replacement Bond in exchange for the portion of any 
Bond not purchased if such Bond is purchased in part will be made) on the Purchase Date upon 
delivery of such Bond to the Tender Agent on such Purchase Date; provided that such Bond must 
be delivered to the Tender Agent: (i) at or prior to 12:00 noon (New York City time), in the case 
of Bonds delivered for purchase during a Weekly Rate Period or Flexible Rate Period, (ii) at or 
prior to I :00 p.m. (New York City time), in the case of Bonds delivered for purchase during a 
Daily Rate Period or (iii) at or prior to 11:00 a.m. (New York City time), in the case of Bonds 
delivered for purchase during a Semi-Annual Rate Period, Annual Rate Period or Long Term 
Rate Period. If the date of such purchase is not a Business Day, the purchase price will be 
payable on the next succeeding Business Day. 

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

If the registered owner of any Bond (or portion thereof) that is subject to purchase 
pursuant to the Indenture fails to deliver such Bond with an appropriate instrument of transfer to 
the Tender Agent for purchase on the Purchase Date, and if the Tender Agent is in receipt of the 
purchase price therefor, such Bond (or portion thereof) nevertheless will be deemed purchased 
on the Purchase Date thereof. Any owner who so fails to deliver such Bond for purchase on 
( or before) the Purchase Date will have no further rights thereunder, except the right to receive 
the purchase price thereof ft'om those moneys deposited with the Tender Agent in the Purchase 
Fund pursuant to the Indenture upon presentation and surrender of such Bond to the Tender 
Agent properly endorsed for transfer in blank with all signatures guaranteed. 

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

(a) Whenever the Interest Rate Mode for the Bonds is the Daily Rate or the 
Weekly Rate, the Bonds will be subject to redemption at the option of the Issuer, upon 
the written direction of the Company, in whole or in part, at a redemption price of 100% 
of the principal amount thereof, plus interest accrued, if any, to the redemption date, on 
any Business Day. 

(b) Whenever the Interest Rate Mode for a Bond is the Flexible Rate, such 
Bond will be subject to redemption at the option of the Issuer, upon the written direction 
of the Company, in whole or in part, at a redemption price of 100% of the principal 
amount thereof on any Interest Payment Date for that Bond. 

(c) Whenever the Interest Rate Mode for the Bonds is the Dutch Auction 
Rate, the Bonds will be subject to redemption at the option ofthe Issuer, upon the written 
direction of the Company, in whole or in part, on the Business Day immediately 
succeeding any auction date, at a redemption price of 100% of the principal amount 
thereof, together with accrued interest to the redemption date. 

(d) Whenever the Interest Rate Mode for the Bonds is the Semi-Annual Rate, 
the Bonds will be subject to redemption at the option of the Issuer, upon the written 
direction of the Company, in whole or in part, at a redemption price of 100% of the 
principal amount thereof on any Interest Payment Date. 

(e) Whenever the Interest Rate Mode for the Bonds is the Annual Rate, the 
Bonds will be subject to redemption at the option of the Issuer, upon the written direction 
of the Company, in whole or in part, at a redemption price of 100% of the principal 
amount thereof on the final Interest Payment Date for each Annual Rate Period. 

(f) Whenever the Interest Rate Mode for the Bonds is the Long Term Rate, 
the Bonds will be subject to redemption at the option of the Issuer, upon the written 
direction of the Company, in whole or in part, (I) on the final Interest Payment Date for 
the then-current Long Term Rate Period at a redemption price of 100% of the principal 
amount thereof and (2) prior to the end of the then-current Long Term Rate Period at any 
time during the redemption periods and at the redemption prices set fOith below, plus in 
each case interest accrued, if any, to the redemption date: 
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Commencement of 
Redemption Period 

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

Non-callable 

Rcdcm ption Price as 
Percentage of Principal 

10 1 %, declining 1 % on the next 
succeeding anniversary ofthe first 
day of the redemption period, and 
thereafter 100% 

Non-callable 

Subject to certain conditions, including provision of an opinion of Bond Counsel that a change in 
the redemption provisions of the Bonds will not adversely affect the exclusion from gross 
income of interest on the Bonds for federal income tax purposes, the redemptio~ periods and 
redemption prices may be revised, effective as of the Conversion Date, the date of a change in 
the Long Term Rate Period or a Purchase Date on the final Interest Payment Date during a Long 
Term Rate Period, to reflect Prevailing Market Conditions on such date as determined by the 
Remarketing Agent ill its judgment. 

Extraordinary Optional Redemption in Whole. The Bonds may be redeemed by the 
Issuer in whole at any time at 100% of the principal amount thereof plus accrued interest to the 
redemption date upon the exercise by the Company of an option under the Loan Agreement to 
prepay the loan if any ofthe following events shall have occurred within 180 days preceding the 
giving of written notice by the Company to the Trustee of such election: 

(i) if in the judgment of the Company, unreasonable burdens or excessive 
liabilities have been imposed upon the Company after the issuance of the Bonds with 
respect to the Project or the operation thereof, including without limitation federal, state 
or other ad valorem property, income or other taxes not imposed on the date of the Bonds 
were issued, other than ad valorelll taxes levied upon privately owned property used for 
the same general purpose as the Project; 

(ii) if the Project or a portion thereof or other property of the Company in 
connection with which the Project is used has been damaged or destroyed to such an 
extent so as, in the judgment ofthe Company, to render the Project or such other property 
of the Company in connection with which the Project is used unsatisfactory to the 
Company for its intended use, and such condition continues for a period of six months; 

(iii) there has occurred condemnation of all or substantially all of the Project or 
the taking by eminent domain of such use or control of the Project or other propelty of 
the Company in connection with which the Project is used so as, in the judgment of the 
Company, to render the Project or such other property of the Company unsatisfactory to 
the Company for its intended use; 
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(iv) in the event changes, which the Company cannot reasonably control, in 
the economic availability of materials, supplies, labor, equipment or other properties or 
things necessary for the efficient operation of the generating station where the Project is 
located have occurred, which, in the judgment of the Company, render the continued 
operation of such generating station or any generating unit at such station uneconomical; 
or changes in circumstances after the issuance of the Bonds, including but not limited to 
changes in solid waste disposal requirements, have occurred such that the Company 
determines that use of the Project is no longer required or desirable; 

(v) the Loan Agreement has become void or unenforceable or impossible of 
performance by reason of any changes in the Constitution of the Commonwealth of 
Kentucky or the Constitution of the United States of America or by reason oflegislative 
or administrative action (whether state or federal) or any final decree, judgment or order 
of any court or administrative body, whether state or federal; or 

(vi) a final order or decree of any COutt or administrative body after the 
issuance of the Bonds requires the Company to cease a substantial part of its operation at 
the generating station where the Project is located to such extent that the Company will 
be prevented from carrying on its normal operations at such generating station for a 
period of six months. 

Extraordinal1' Optional Redemption in Whole 01' in Part. The Bonds are also subject to 
redemption in whole or in part at 100% of the principal amount thereof plus accrued interest to 
the redemption date at the option of the Company in an amount not to exceed the net proceeds 
received fi'om insurance or any condemnation award received by the Issuer or the Company in 
the event of damage, destruction or condemnation of all or a portion of the Project, subject to 
receipt of an opinion of Bond Counsel that such redemption will not adversely affect the 
exclusion of interest on any of the Bonds fi'om gross income for federal income tax purposes, 
and such net proceeds must be applied to reimburse the Credit Facility Issuer for drawings under 
the Credit Facility to redeem the Bonds. See "Summary of the Loan Agreement -
Maintenance; Damage, Destruction and Condemnation." Such redemption may occur at any 
time, provided that if such event occurs while the Interest Rate Mode for the Bonds is the Daily 
Rate, Weekly Rate, Flexible Rate or Semi-Annual Rate, such redemption must occur on a date 
on which the Bonds are otherwise subject to optional redemption as described above. 

MandatOlY Redemption: Determination of Taxabilitv. The Bonds are required to be 
redeemed by the Issuer, in whole, or in such part as described below, at a redemption price equal 
to 100% of the principal amount thereof, without redemption premium, plus accrued interest, if 
any, to the redemption date, within 180 days following a "Determination ofTaxability." As used 
herein, a "Determination of Taxability" means the receipt by the Trustee of written notice fi'om a 
current or former registered owner of a Bond or from the Company or the Issuer of (A) the 
issuance of a published or private ruling or a technical advice memorandum by the Internal 
Revenue Service in which the Company participated or has been given the opportunity to 
participate, and which ruling or memorandum the Company, in its discretion, does not contest or 
from which no further right of administrative or judicial review or appeal exists, or (B) a final 
determination from which no further right of appeal exists of any court of competent jurisdiction 
in the United States in a proceeding in which the Company has patticipated or has been a party, 
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or has been given the opportunity to patticipate or be a patty, in each case, to the effect that as a 
result of a failure by the Company to perform or observe any covenant or agreement or the 
inaccuracy of any representation contained in the Loan Agreement or any other agreement or 
certificate delivered in connection with the Bonds, the interest on the Bonds is included in the 
gross income of the owners thereof for federal income tax purposes, other than with respect to a 
person who is a "substantial user" or a "related person" of a substantial user within the meaning 
of the Section 147 of Internal Revenue Code of 1986, as amended (the "Code"); provided, 
however, that no such Determination of Taxability shall be considered to exist as a result of the 
Trustee receivhlg notice from a current or former registered owner of a Bond or fi'om the Issuer 
unless (A) the Issuer or the registered owner or fonner registered owner of the Bond involved in 
such proceeding or action (l) gives the Company and the Trustee prompt notice of the 
commencement thereof, and (2) (if the Company agrees to pay all expenses in connection 
therewith) offers the Company the opportunity to control unconditionally the defense thereof, 
and (B) either (1) the Company does not agree within 30 days of receipt of such offer to pay such 
expenses and liabilities and to control such defense, or (2) the Company shall exhaust or choose 
not to exhaust all available proceedings for the contest, review, appeal or rehearing of such 
decree, judgment or action which the Company determines to be appropriate. No Determination 
of Taxability described above will result fi'om the inclusion of interest on any Bond in the 
computation ofmininulln or indirect taxes. All of the Bonds are required to be redeemed upon a 
Determination of Taxability as described above unless, in the opinion of Bond Counsel, 
redemption of a portion of such Bonds would have the result that interest payable on the 
remaining Bonds outstanding after the redemption would not be so included in any such gross 
income. 

In the event any of the Issuer, the Company or the Trustee has been put on notice or 
becomes aware of the existence or pendency of any inquiry, audit or other proceedings relating 
to the Bonds being conducted by the Internal Revenue Service, the party so put on notice is 
required to give immediate written notice to the other patties of such matters. Promptly upon 
learning of the occurrence of a Determination of Taxability (whether or not the same is being 
contested), or any of the events described above, the Company is required to give notice thereof 
to the Trustee and the Issuer. 

If the Internal Revenue Service 01' a court of competent jurisdiction determines that the 
interest paid or to be paid on any Bond (except to a "substantial user" of the Project 01' a "related 
person" within the meaning of Section 147(a) of the Code) is or was includable in the gross 
income of the recipient for federal income tax purposes for reasons other than as a result of a 
failure by the Company to perform or observe any of its covenants, agreements or 
representations in the Loan Agreement 01' any other agreement or certificate delivered in 
connection therewith, the Bonds are not subject to redemption. In such circumstances, 
Bondholders would continue to hold their Bonds, receiving principal and interest at the 
applicable rate as and when due, but would be required to include such interest payments in 
gross income for federal income tax purposes. Also, if the lien of the Indenture is discharged or 
defeased prior to the occurrence of a final Determination of Taxability, Bonds will not be 
redeemed as described herein. 
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General Redemption Terms. So long as a Credit Facility is in effect in respect of the 
Bonds, the redemption price (including accrued interest) will be paid fi'om drawings under such 
Credit Facility or from moneys which otherwise constitute Available Moneys under the 
Indenture. Notice of redemption will be given by mailing a redemption notice by first class mail 
to the registered owners of the Bonds to be redeemed not less than 30 days (15 days if the 
Interest Rate Mode for the Bonds is the Dutch Auction Rate, the Daily Rate, the Weekly Rate or 
the Flexible Rate) but not more than 60 days prior to the redemption date. Any notice mailed as 
provided in the Indenture will be conclusively presumed to have been given, irrespective of 
whether the owner receives the notice. Failure to give any such notice by mailing or any defect 
therein in respect of any Bond will not affect the validity of any proceedings for the redemption 
of any other Bond. No further interest will accrue on the principal of any Bond called for 
redemption after the redemption date if funds sufficient for such redemption have been deposited 
with the Paying Agent as of the redemption date. So long as the Bonds are held in 
book-entry-only form, all redemption notices will be sent only to Cede & Co. 

Book-Entry-Only System 

Portions of the following iliformation concerning DTC and DTC's book-entIJI-only 
system have been obtained ji'Olll DTC. The Issuer, the Company and the Relllarketing Agent 
make no representation as to the accuracy of sllch information. 

Initially, DTC will act as securities depository for the Bonds and the Bonds initially will 
be issued solely in book-entry-only form to be held under DTC's book-entry-only system, 
registered in the name of Cede & Co. (DTC's pattnership nominee). One fully registered bond 
in the aggregate principal amount ofthe Bonds will be deposited with DTC. 

DTC, the world's largest depository, is a limited-purpose trust company organized under 
the New York Banking Law, a "banking organization" within the meaning of the New York 
Banking Law, a member of the Federal Reserve System, a "clearing corporation" within the 
meaning of the New York Uniform Commercial Code, and a "clearing agency" registered 
pursuant to the provisions of Section 17 A of the Securities Exchange Act of 1934 
(the "Exchange Act"). DTC holds and provides asset servicing for over 2.2 million issues of 
U.S. and non-U.S. equity, corporate and municipal debt issues, and money market instruments 
fi'om over 100 countries that DTC's participants ("Direct Participants") deposit with DTC. DTC 
also facilitates the post-trade settlement among Direct Participants of sales and other securities 
transactions in deposited securities, through electronic computerized book-entry transfers and 
pledges between Direct Participants' accounts. This eliminates the need for physical movement 
of securities certificates. Direct Participants include both U.S. and non-U.S. securities brokers 
and dealers, banks, trust companies, clearing corporations, and certain other organizations. DTC 
is a wholly-owned subsidiary of The Depository Trust & Clearing Corporation ("DTCC"). 
DTCC, in turn, is owned by a number of Direct Participants of DTC and Members of the 
National Securities Clearing Corporation, Fixed Income Clearing Corporation, and Emerging 
Markets Clearing Corporation (NSCC, FICC and EMCC, also subsidiaries ofDTCC), as well as 
by the New York Stock Exchange, Inc., the American Stock Exchange LLC and the National 
Association of Securities Dealers, Inc. Access to the DTC system is also available to others such 
as both U.S. and non-U.S. securities brokers and dealers, banks, trust companies, and clearing 
corporations that clear through or maintain a custodial relationship with a Direct Participant, 
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either directly or indirectly ("Indirect Participants" and, together with "Direct Participants," 
"Pmticipants"). DTC has Standard & Poor's highest rating: AAA. The DTC Rules applicable 
to its Participants are on file with the SEC. More information about DTC can be found at 
www.dtcc.com and www.dtc.org. 

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

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

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

Redemption notices shall be sent to DTC. If less than all of the Bonds are being 
redeemed, DTC's practice is to determine by lot the amount of the interest of each Direct 
Participant to be redeemed. 

Neither DTC nor Cede & Co. (nor such other DTC nominee) will consent or vote with 
respect to the Bonds unless authorized by a Direct Participant in accordance with DTC's 
Procedures. Under its usual procedures, DTC mails an Omnibus Proxy to the Issuer as soon as 
possible after the record date. The Omnibus Proxy assigns Cede & Coo's consenting or voting 
rights to those Direct Pmticipants to whose accounts the Bonds are credited on the record date 
(identified in a listing attached to the Omnibus Proxy). 

Principal and interest payments on the Bonds will be made to Cede & Co. or such other 
nominee as may be requested by an authorized representative of DTC. DTC's practice is to 
credit Direct Participants' accounts, upon DTC's receipt of funds and corresponding detail 
information fi'om the Issuer or the Trustee on the payable date in accordance with their 
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respective holdings shown on DTC's records. Payments by Participants to Beneficial Owners 
will be governed by standing instructions and customary practices, as is the case with securities 
held for the accounts of customers in bearer form 01' registered in "street name," and will be the 
responsibility of such Participant and not of DTC nor its nominee, the Trustee, the Company or 
the Issuer, subject to any statutory 01' regulatory requirements as may be in effect from time to 
time. Payment of principal and interest to Cede & Co. (01' such other nominee as may be 
requested by an authorized representative of DTC) is the responsibility of the Issuer or the 
Trustee, disbursement of such payments to Direct Participants will be the responsibility of DTC, 
and disbursement of such payments to the Beneficial Owners will be the responsibility of Direct 
and Indirect Participants. 

A Beneficial Owner shall give notice to elect to have its Bonds purchased 01' tendered, 
through its Pmticipant, to the Tender Agent, and shall effect delivery of such Bonds by causing 
the Direct Participant to transfer the Pmticipant's interest in the Bonds, on DTC's records, to the 
Tender Agent. The requirement for physical delivery of Bonds in connection with a demand for 
purchase 01' a mandatory purchase will be deemed satisfied when the ownership rights in the 
Bonds are transferred by Direct Participants on DTC's records and followed by a book-entry 
credit of tendered Bonds to the Tender Agent's DTC account. 

DTC may discontinue providing its services as securities depository with respect to the 
Bonds at any time by giving reasonable notice to the Issuer, the Company, the Tender Agent and 
the Trustee, or the Issuer, at the request of the Company, may remove DTC as the securities 
depository for the Bonds. Under such circumstances, in the event that a successor securities 
depository is not obtained, bond celtificates are required to be delivered as described in the 
Indenture (see "- Revision of Book-Entry-Only System; Replacement Bonds" below). The 
Beneficial Owner, upon registration of certificates held in the Beneficial Owner's name, will 
become the registered owner ofthe Bonds. 

So long as Cede & Co. is the registered owner of the Bonds, as nominee of DTC, 
references herein to the registered owners of the Bonds will mean Cede & Co. and will not mean 
the Beneficial Owners. Under the Indenture, payments made by the Trustee to DTC 01' its 
nominee will satisfY the Issuer's obligations under the Indenture, the Company's obligations 
under the Loan Agreement, to the extent of the payments so made. Beneficial Owners will not 
be, and will not be considered by the Issuer 01' the Trustee to be, and will not have any rights as, 
owners of Bonds under the Indenture. 

The Trustee and the Issuer, so long as a book-entry-only system is used for the Bonds, 
will send any notice of redemption 01' of proposed document amendments requiring consent of 
registered owners and any other notices required by the document (including notices of 
Conversion and mandatory purchase) to be sent to registered owners only to DTC (or any 
successor securities depository) 01' its nominee. Any failure of DTC to advise any Direct 
Participant, or of any Direct Participant or Indirect Participant to notifY the Beneficial Owner, of 
any such notice and its content or effect will not affect the validity of the redemption of the 
Bonds called for redemption, the document amendment, the Conversion, the mandatory purchase 
or any other action premised on that notice. 

27 



Attachment to Response to KU AG-1 Question No. 217 
Page 31 of 163 

Arhough 

The Issuer, the Company, the Trustee and the Remarketing Agent cannot and do not give 
any assurances that DTC will distribute payments on the Bonds made to DTC or its nominee as 
the registered owner or any redemption or other notices, to the Participants, or that the 
Participants or others will distribute such payments or notices to the Beneficial Owners, or that 
they will do so on a timely basis, or that DTC will serve and act in the manner described in this 
Reoffering Circular. 

THE ISSUER, THE COMPANY, THE REMARKETING AGENT AND THE 
TRUSTEE WILL HAVE NO RESPONSIBILITY OR OBLIGATION TO ANY DIRECT 
PARTICIPANT, INDIRECT PARTICIPANT OR ANY BENEFICIAL OWNER OR ANY 
OTHER PERSON NOT SHOWN ON THE REGISTRATION BOOKS OF THE TRUSTEE AS 
BEING A REGISTERED OWNER WITH RESPECT TO: (1) THE ACCURACY OF ANY 
RECORDS MAINTAINED BY DTC OR ANY DIRECT PARTICIPANT OR INDIRECT 
PARTICIPANT; (2) THE PAYMENT OF ANY AMOUNT DUE BY DTC TO ANY DIRECT 
PARTICIPANT OR BY ANY DIRECT PARTICIPANT OR INDIRECT PARTICIPANT TO 
ANY BENEFICIAL OWNER IN RESPECT OF THE PRINCIPAL AMOUNT OR 
REDEMPTION OR PURCHASE PRICE OF OR INTEREST ON THE BONDS; (3) THE 
DELIVERY OF ANY NOTICE BY DTC TO ANY DIRECT PARTICIPANT OR BY ANY 
DIRECT PARTICIPANT OR INDIRECT PARTICIPANT TO ANY BENEFICIAL OWNER 
WHICH IS REQUIRED OR PERMITTED TO BE GIVEN TO REGISTERED OWNERS 
UNDER THE TERMS OF THE INDENTURE; (4) THE SELECTION OF THE BENEFICIAL 
OWNERS TO RECEIVE PAYMENT IN THE EVENT OF ANY PARTIAL REDEMPTION 
OF THE BONDS; OR (5) ANY CONSENT GIVEN OR OTHER ACTION TAKEN BY DTC 
AS REGISTERED OWNER. 

Revision of Book-Entrl'-Onlv Svstem: Replacement Bonds. In the event that DTC 
determines not to continue as securities depository or is removed by the Issuer, at the direction of 
the Company, as securities depository, the Issuer, at the direction of the Company, may appoint a 
successor securities depository reasonably acceptable to the Trustee. If the Issuer does not or is 
unable to appoint a successor securities depository, the Issuer will issue and the Trustee will 
authenticate and deliver fully registered Bonds, in authorized denominations, to the assignees of 
DTC or their nominees. 

In the event that the book-entry-only system is discontinued, the following provisions 
will apply. The Bonds may be issued in denominations of $50,000 and integral multiples 
thereof, if the Interest Rate Mode is the Dutch Auction Rate; in denominations of $5,000 and 
integral multiples thereof, if the Interest Rate Mode is the Animal Rate or the Long Term Rate; in 
denominations of$100,000 and integral multiples of$5,000 in excess thereof, if the Interest Rate 
Mode is the Flexible Rate; and in denominations of $100,000 and integral multiples thereof, if 
the Interest Rate Mode is the Daily Rate, the Weekly Rate or the Semi-Annual Rate. Bonds may 
be transferred or exchanged for an equal total amount of Bonds of other authorized 
denominations upon surrender of such Bonds at the principal office of the Bond Registrar, 
accompanied by a written instrument of transfer or authorization for exchange in form and with 
guaranty of signature satisfactory to the Bond Registrar, duly executed by the registered owner 
or the owner's duly authorized attorney. Except as provided in the Indenture, the Bond Registrar 
will not be required to register the transfer or exchange of any Bond during the fifteen days 
before any mailing of a notice of redemption, after such Bond has been called for redemption in 
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whole or in part, or after such Bond has been tendered or deemed tendered for optional or 
mandatory purchase as described under "- Purchases of Bonds on Demand of Owner" and "
Mandatory Purchases of Bonds." Registration of transfers and exchanges will be made without 
charge to the owners of Bonds, except that the Bond Registrar may require any owner requesting 
registration oftransfer or exchange to pay any required tax or governmental charge. 

Security 

Payment of the principal of and interest and any premium on the Bonds are secured by an 
assignment by the Issuer to the Trustee of the Issuer's interest in and to the Loan Agreement and 
all payments to be made pursuant thereto (other than certain indemnification and expense 
payments and notification rights). Pursuant to the Loan Agreement, the Company will agree to 
pay, among other things, amounts sufficient to pay the aggregate principal amount of and 
premium, if any, on the Bonds, together with interest thereon as and when the same become due. 
The Company fill1her will agree to make payments of the purchase price of the Bonds tendered 
for purchase to the extent that funds are not otherwise available therefor under the provisions of 
the Indenture. 

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

The Letter of Credit 

The following summarizes certain provisions of the Letter of Credit and the 
Reimbursement Agreement, to which reference is made for the detailed provisions thereof 
Unless othel1l'ise defined in this ReofJering Circular, capitalized terms in the following SUll1m{//J' 
are used as defined in the Letter of Credit and the Reimbursement Agreement. The Company is 
permitted under the Indenture to deliver an Alternate Credit Facility to replace the Letter of 
Credit. Any sllch Alternate Credit Facility must meet certain requirements described in the 
Indenture. 

The Letter of Credit 

The Letter of Credit will be an irrevocable transferable direct pay letter of credit issued 
by the Bank in order to provide additional security for the payment of principal of, purchase 
price of, interest on and premium, if applicable, on any date when payments under the Bonds are 
due, including principal and interest payments and payments upon ten del; redemption, 
acceleration or maturity ofthe Bonds. The Letter of Credit will provide for direct payments to or 
upon the order of the Trustee as set forth in the Letter of Credit in amounts sufficient to pay to or 
upon the order of the Trustee, upon request and in accordance with the terms thereof. 

The Letter of Credit will be issued in an amount equal to the aggregate principal amount 
of the outstanding Bonds, plus an amount that represents interest accrued thereon at an assumed 
rate of 10% per annum for 45 days (the "Credit Amount"). The Trustee, upon compliance with 
the terms of the Letter of Credit, is authorized to draw up to (a) an amount sufficient (i) to pay 
principal of the Bonds, when due, whether at maturity or upon redemption or acceleration, and 
(ii) to pay the portion of the purchase price of the Bonds delivered for purchase pursuant to a 
demand for purchase by the owner thereof or a mandatory tender for purchase and not 
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remarketed (a "Liquidity Drawing") equal to the principal amount of the Bonds, plus (b) an 
amount not to exceed 45 days of accrued interest on such Bonds at an assumed rate of 10% per 
annum (i) to pay interest on the Bonds, when dne, and (ii) to pay the portion of the purchase 
price of the Bonds, delivered for purchase pursuant to a demand for purchase by the owner 
thereof or a mandatory tender for purchase and not remarketed, equal to the interest accrued, if 
any, on the Bonds. 

The amount available under the Letter of Credit will be automatically reduced by the 
amount of any drawing thereunder, subject to reinstatement as described below. With respect to 
a drawing by the Trustee solely to pay interest on the Bonds on an Interest Payment Date, the 
amount available under the Letter of Credit will be automatically reinstated in the amount of 
such drawing effective on the earlier of (i) receipt by the Bank from the Company of 
reimbursement of any drawing solely to pay interest in full or (ii) at the opening of business on 
the eleventh calendar day after the date the Bank honors such drawing, unless the Trustee has 
received written notice fi'om the Bank by the tenth calendar day after the date the Bank honors 
such drawing the Bank is not so reinstating the available amount due to the Company's failure to 
reimburse the Bank for such drawing in full, or that an event of default has occurred and is 
continuing under the Reimbursement Agreement and, in either case, directing, an acceleration of 
the Bonds pursuant to the Indenture. With respect to a Liquidity Drawing under the Letter of 
Credit, the amount available under the Letter of Credit will be automatically reduced by the 
principal amount of the Bonds purchased with the proceeds of such drawing plus the amount of 
acc11led interest on such Bonds. In the event of the l'emarketing of the Bonds purchased with the 
proceeds of a Liquidity Drawing, the amount available under the Letter of Credit will be 
automatically reinstated upon receipt by the Bank or the Trustee on the Bank's behalf of an 
amount equal to such principal amount plus accrued interest. 

The Letter of Credit will terminate on the earliest to occur of: 

(a) the Bank's close of business on December 16, 2009 (such date, as 
extended from time to time in accordance with the Letter of Credit is defined as the 
"Stated Expiration Date"); 

(b) the Bank's close of business on the date which is five Business Days 
following the date of receipt by the Bank of a certificate fi'om the Trustee cellifYing that 
(a) no Bonds remain Outstanding within the meaning of the Indenture, (b) all drawings 
required to be made under the Indenture and available under the Letter of Credit have 
been made and honored, (c) an Alternate Credit Facility has been delivered to the Trustee 
in accordance with the Indenture to replace the Letter of Credit or (d) all of the 
outstanding Bonds were converted to Bonds bearing interest at a rate other than the Daily 
Rate or the Weekly Rate; 

(c) the Bank's close of business on the date of receipt by the Bank of a 
certificate fi'om the Trustee confirming that the Trustee is required to terminate the Letter 
of Credit in accordance with the terms ofthe Indenture; or 

(d) 
cellificate. 

the date on which the Bank receives and honors an acceleration drawing 
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Pursuant to the Reimbursement Agreement, the Company is obligated to reimburse the 
Bank for all amounts drawn under the Letter of Credit, and to pay interest on all such amounts. 
The Company has also agreed to pay the Bank a periodic fee for issuing and maintaining the 
Letter of Ct·edit. 

The Reimbursement Agreement imposes various covenants and agreements, including 
various financial and operating covenants, on the Company. Such covenants include, but are not 
limited to, covenants relating to (i) inspection of the books and financial records of the 
Company; (ii) creation of liens; (iii) liquidations, mergers, consolidations or sales of all or 
substantially all of the Company's assets; and (iv) disposition of assets. Any such covenants 
may be amended, waived or modified at any time by the Bank and without the consent of the 
Trustee or the holders of the Bonds. Under certain circumstances, the failure of the Company to 
comply with such covenants may result in a mandatOlY tender or acceleration of the Bonds. 

The following events will constitute an "event of default" under the Reimbursement 
Agreement: 

(a) nonpayment of certain fees and other amounts required to be paid or 
reimbursed by the Company under the Reimbursement Agreement to the Bank within 
five days after the same was required to be paid; 

(b) any representation or warranty made or deemed made by or on behalf of 
the Company or any of its Significant Subsidiaries to the Bank under or in connection 
with the Reimbursement Agreement or any other Transaction Document, any advance or 
any certificate or information delivered pursuant to or in connection with the 
Reimbursement Agreement or any other Transaction Document, was false or misleading 
in any material respect as of the time it was made or furnished; 

(c) an "event of default" (not due to the Bank's failure to properly honor a 
drawing on the Letter of Credit) occurred under the Indenture or any of the other 
Transaction Documents and any applicable grace period has expired; 

(d) the breach by the Company or any of its Significant Subsidiaries of any of 
the terms or provisions of certain covenants contained in the Reimbursement Agreement 
including, but not limited to, covenants relating to the provision of notice to the Bank 
regarding an "event of default" or "default" under the Reimbursement Agreement, the 
corporate existence and license or qualification and good standing of the Company in 
jurisdictions in which it owns or leases property, the creation of liens, the liquidation, 
merger, consolidation or sale of all or substantially all of the assets of the Company and 
the disposition of assets; 

(e) the breach by the Company or any of its Significant Subsidiaries (other 
than a breach which constitutes a "default" described above) of any of the terms or 
provisions of the Reimbursement Agreement or any Security Document that is not 
remedied within thirty (30) days after an executive officer of the Company has actual 
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knowledge of such default or written notice of such default has been given to the 
Company by the Bank; 

(1) the Bonds cease to be valid for any reason; 

(g) a default or event of default has occurred at any time under the terms of 
any other agreement involving borrowed money or the extension of credit or any other 
Indebtedness under which the Company or any of its Significant Subsidiaries may be 
obligated for the payment of $50,000,000 or more in the aggregate, and such breach, 
default or event of default continues beyond any period of grace permitted with respect 
thereto and as a result thereof such Indebtedness is accelerated, becomes due or is 
otherwise required to be repurchased or redeemed prior to the scheduled date of maturity 
thereof; 

(h) a proceeding has been instituted in a COUlt having jurisdiction in the 
premises seeking a decree or order for relief in respect of the Company or any Significant 
Subsidiary in an involuntary case under any applicable bankruptcy, insolvency, 
reorganization or other similar law now or hereafter in effect, or for the appointment of a 
receiver, liquidator, assignee, custodian, trustee, sequestrator, conservator (or similar 
official) of the Company or any Significant Subsidiary for any substantial part of its 
property, or for the winding-up or liquidation of its affairs, and such proceeding shall 
remain undismissed or unstayed and in effect for a period of sixty (60) consecutive days; 
such court shall enter a decree 01' order granting any of the relief sought in such 
proceeding; or the Company or any Significant Subsidiary shall consent, approve or 
otherwise acquiesce in any of the actions sought in such proceeding; 

(i) the Company or any Significant Subsidiary shall commence a voluntary 
case under any applicable bankruptcy, insolvency, reorganization or other similar law 
now or hereafter in effect, shall consent to the entry of an order for relief in an 
involuntary case under any such law, or shall consent to the appointment or taking 
possession by a receiver, liquidator, assignee, custodian, trustee, sequestrator, conservator 
(or other similar official) of itself or for any substantial part of its property or shall make 
a general assignment for the benefit of creditors, or shall fail generally to pay its debts as 
they become due, or shall take any action in furtherance of any of the foregoing; 

CD without the application, approval or consent of the Company or any of its 
Significant Subsidiaries, a receiver, trustee, examiner, liquidator or similar official shall 
be appointed for the Company or any of its Significant Subsidiaries, or for any substantial 
portion of its Property, or a proceeding described in paragraph (h) above has been 
instituted against the Company 01' any of its Significant Subsidiaries, and such 
appointment continues undischarged or such proceeding continues undismissed or 
unstayed for a period of 60 consecutive days; 

(k) any of the following occurs: (i) any Reportable Event which constitutes 
grounds under Section 4042 of ERISA for the termination of any Plan by the PBOC 01' 

the appointment of a trustee to administer or liquidate any Plan, shall have occurred and 
be continuing; (ii) a notice of intent to terminate any Plan shall have been filed with the 
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PBGC under Section 4041 of ERISA; (iii) the PBGC shall give notice under Section 
4042 of ERISA of its intent to institute proceedings to terminate any Plan or Plans or to 
appoint a trustee to administer or liquidate any Plan; (iv) the Company or any member of 
the ERISA Group shall fail to make any contributions when due to a Plan or a 
Multiemployer Plan; (v) the Company or any member of the ERISA Group shall make 
any amendment to a Plan with respect to which security is required under Section 307 of 
ERISA; (vi) the Company or any member of the ERISA Group shall withdraw 
completely or partially fi'om a Multiemployer Plan pursuant to Subtitle E of Title IV of 
ERISA; or (vii) the Company or any member of the ERISA Group shall withdraw within 
the meaning of Section 4063 of ERISA (or shall be deemed under Section 4062( e) of 
ERISA to withdraw) from a Multiple Employer Plan; and, with respect to any of such 
events specified in clause (i), (ii), (iii), (iv), (v), (vi) or (vii), such occurrence would be 
reasonably likely to result in a Material Adverse Effect; 

(I) any final judgment(s) or order(s) for the payment of money shall be 
entered against the Company or any of its Significant Subsidiaries by a co\u'l having 
jurisdiction in the premises which judgment is not discharged, vacated, bonded or stayed 
pending appeal within a period of thirty (30) days fi'om the date of entry if the aggregate 
uninsured amount of all such judgments and orders exceeds $50,000,000; 

(m) the Company or any of its Significant Subsidiaries ceases to conduct 
business (other than as permitted hereunder) or the Company is enjoined, restrained or in 
any way prevented by court order from conducting all or any material part of its business 
and such injunction, restraint or other preventive order is not dismissed within thirty (30) 
days after the entry thereof; or 

(n) E.ON AG fails to own, directly or indirectly, at least seventy-five percent 
(75%) ofthe outstanding Voting Capital of the Company. 

For purposes of the foregoing: 

"Bond Documents" means the Indenture, the Custody Agreement, the Loan Agreement, 
the Bonds and the Remarketing Agreement. 

"Material Adverse Effect" means (i) a material adverse change in the business, property, 
condition (financial or otherwise), operations or results of operations of the Company and its 
subsidiaries taken as a whole, (ii) a material adverse change in the ability of the Company to 
perform its obligation under the Transaction Documents or (iii) a material adverse change in the 
validity or enforceability of any of the Transaction Documents or the rights or remedies of the 
Bank thereunder. 

"Security Documents" means the Custody, Pledge and Security Agreement dated as of 
December 17, 2008 among the Trustee, the Company and the Bank with respect to any Bond 
purchased during the period from and including the date of its purchase with proceeds of a 
Liquidity Drawing to but excluding the date on which such Bond is purchased by any person as a 
result of a remarketing of such Bond pursuant to the Remarketing Agreement and the Indenture. 
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"Transaction Documents" means, collectively, the Reimbursement Agreement, Bond 
Documents, the Security Documents and all other operative documents relating to the issuance, 
sale and securing of the Bonds (including without limitation any document(s) or instrument(s) 
through which the Bonds are now or hereafter collateralized, such as mortgages, security 
agreements, etc.). 

Summary of the Loan Agreement 

The following, in addition to the provisions contained elsewhere in this ReojJering 
Circular, is a brief description of certain provisions of the Loan Agreement. This description is 
only a Slllllll1{//JI and does not Plllport to be complete and definitive. Reference is made to the 
Loan Agreementfor the detailed provisions thereof 

General 

The Loan Agreement initially commenced as of its initial date and is amended and 
restated as of September 1,2008 and will end on the earliest to occur of May 1,2023,01' the date 
on which all of the Bonds shall have been fully paid or provision has been made for such 
payment pursuant to the Indenture. See "Summary of the Indenture - Discharge ofIndenture." 

The Company has agreed to repay the loan pursuant to the Loan Agreement by making 
timely payments to the Trustee in sufficient amounts to pay the principal of, premium, if any, 
and interest require'd to be paid on the Bonds on each date upon which any such payments are 
due. The Company has also agreed to pay (a) the agreed upon fees and expenses of the Trustee, 
the Bond Registrar, any Tender Agent and any Paying Agent appointed under the Indenture, 
(b) the expenses in connection with any redemption of the Bonds and (c) the reasonable expenses 
of the Issuer. 

The Company covenants and agrees with the Issuer that it will cause the purchase of 
tendered Bonds that are not remarketed in accordance with the Indenture and, to that end, the 
Company shall cause funds to be made available to the Tender Agent at the times and in the 
manner required to effect such purchases in accordance with the Indenture; provided, however, 
that the obligation of the Company to make any such payment will be reduced by the amount of 
(A) moneys paid by the Remarketing Agent as proceeds of the remarketing of such Bonds by the 
Remarketing Agent; (B) moneys drawn under a Credit Facility, if any, for the purpose of paying 
such purchase price and (C) other moneys made available by the Company (see "Summary of the 
Bonds - Remarketing and Purchase of Bonds"). 

All payments to be made by the Company to the Issuer pursuant to the Loan Agreement 
(except the reasonable out-of-pocket expenses of the Issuer, the Trustee, the Paying Agent, the 
Bond Registrar, the Tender Agent and amounts related to indemnification) have been assigned 
by the Issuer to the Trustee, and the Company will pay such amounts directly to the Trustee. The 
obligations of the Company to make the payments pursuant to the Loan Agreement are absolute 
and unconditional. 
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The Company and the Issuer have agreed not to take any action that would result in the 
interest paid on the Bonds being included in gross income of any Bondholder (other than a 
holder who is a "substantial user" of the Project or a "related person" within the meaning of 
Section 147(a) of the Code) for federal income tax purposes or that adversely affects the validity 
of the Bonds. 

Payment of Taxes 

The Company has agreed to pay certain taxes and other governmental charges that may 
be lawfully assessed, levied or charged against or with respect to the Project (see, however, 
subparagraph (i) under "Summary of the Bonds - Redemptions - Extraordinary Optional 
Redemption in Whole"). The Company may contest such taxes or other governmental charges 
unless the security provided by the Indenture would be materially endangered. 

Maintenance; Damage, Destl'llc!ion and Condemnation 

So long as any Bonds are outstanding, the Company will maintain the Project or cause 
the Project to be maintained in good working condition and will make or cause to be made all 
propel' repairs, replacements and renewals necessary to continue to constitute the Project as solid 
waste disposal facilities under Section 142(a)(6) of the Code and the Act. However, the 
Company will have no obligation to maintain, repair, replace or renew any portion of the Project, 
the maintenance, repair, replacement or renewal of which becomes uneconomical to the 
Company because of certain events, including damage 01' destruction by a cause not within the 
Company's control, condemnation of the Project, change in government standards and 
regulations, economic or other obsolescence 01' termination of operation of generating facilities 
to the Project. 

The Company, at its own expense, may remodel the Project 01' make substitutions, 
modifications and improvements to the Project as it deems desirable, which remodeling, 
substitutions, modifications and improvements will be deemed, under the terms of the Loan 
Agreement to be a part of the Project. The Company may not, however, change or alter the basic 
nature of the Project or cause it to lose its status under Section 142(a)(6) of the Code and the Act. 

If, prior to the payment of all Bonds outstanding, the Project or any portion thereof is 
destroyed, damaged 01' taken by the exercise of the power of eminent domain and the Issuer or 
the Company receives net proceeds fi'om insurance or a condemnation award in connection 
therewith, the Company must (i) cause such net proceeds to be used to repair 01' restore the 
Project or (ii) reimburse the Credit Facility Issuer for drawings under the Credit Facility for the 
redemption of the Bonds in whole or in part at their principal amount, which, by the opinion of 
Bond Counsel, will not adversely affect the exclusion of the interest on the Bonds fi'om gross 
income for federal income tax purposes. See "Summary of the Bonds - Redemptions -
Extraordinary Optional Redemption in Whole or in Part." 
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The Company will insure the Project in a manner consistent with general industry 
practice. 

Assignment, Merger and Release of Obligations of the Company 

The Company may assign the Loan Agreement, pursuant to an opinion of Bond Counsel 
that such assignment will not adversely affect the exclusion of the interest on the Bonds from 
gross income for federal income tax purposes, without obtaining the consent of either the Issuer 
or the Trustee. Such assignment, however, shall not relieve the Company from primary liability 
for any of its obligations under the Loan Agreement and performance and observance of the 
other covenants and agreements to be performed by the Company. The Company may dispose 
of all or substantially all of its assets or consolidate with or merge into another corporation, 
provided the acquirer of the Company's assets or the corporation with which it shall consolidate 
with or merge into shall be a corporation or other business organization organized and existing 
under the laws of the United States of America or one of the states of the United States of 
America, shall be qualified and admitted to do business in the Commonwealth of Kentucky and 
shall assume in writing all of the obligations and covenants of the Company under the Loan 
Agreement. 

Release and Indemnification Covenant 

The Company will indemniiy and hold the Issuer harmless against any expense or 
liability incurred, including attorneys' fees, resulting from any loss or damage to propelty or any 
injury to or death of any person occurring on or about or resulting from any defect in the Project 
or from any action commenced in connection with the financing thereof. 

Events of Default 

Each of the following events constitutes an "event of default" under the Loan Agreement: 

(1) failure by the Company to pay the amounts required for payment of the 
principal of, including purchase price for tendered Bonds and redemption and 
acceleration prices, and interest accrued, on the Bonds, at the times specified therein 
taking into account any periods of grace provided in the Indenture and the Bonds for the 
applicable payment of interest on the Bonds (see "Summary of the Indenture - Defaults 
and Remedies"); 

(2) failure by the Company to observe and perform any covenant, condition or 
agreement, other than as referred to in paragraph (l) above, for a period of thirty days 
after written notice by the Issuer or Trustee, provided, however, that if such failure is 
capable of being corrected, but cannot be corrected in such 3D-day period, it will not 
constitute an event of default under the Loan Agreement if corrective action with respect 
thereto is instituted within such period and is being diligently pursued; or 

(3) certain events of bankruptcy, dissolution, liquidation, reorganization or 
insolvency of the Company. 
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Under the Loan Agreement, celtain of the Company's obligations (other than the 
Company's obligation (i) not to permit any action which would result in interest paid on the 
Bonds being included in gross income for federal and Kentucky income taxes and (ii) to make 
loan payments and certain other payments under the provisions of the Loan Agreement) may be 
suspended if by reason of force majeure (as defined in the Loan Agreement) the Company is 
unable to carry out such obligations. 

Remedies 

Upon the happening of an event of default under the Loan Agreement, the Issuer may, 
among other things, take whatever action at law or in equity may appear necessary or desirable 
to collect the amounts then due and thereafter to become due, or to enforce performance and 
observance of any obligation, agreement or covenant of the Company, under the Loan 
Agreement. 

Any amounts collected upon the happening of any such event of default shall be applied 
in accordance with the Indenture or, if the Bonds have been fully paid (or provision for payment 
thereof has been made in accordance with the Indenture), made available to the Company. 

Options to Prepay, Obligation to Prepay 

The Company may prepay the loan pursuant to the Loan Agreement, in whole or in part, 
on certain dates, at the prepayment prices as shown under the captions "Summary of the Bonds 
- Redemptions - Optional Redemption," "- Extraordinary Optional Redemption in Whole" 
and "- Extraordinary Optional Redemption in Whole or in Part." Upon the occurrence of the 
event described under the caption "Summary of the Bonds - Redemptions - Mandatory 
Redemption; Determination of Taxability," the Company shall be obligated to prepay the loan in 
an aggregate amount sufficient to redeem the required principal amount of the Bonds. 

In each instance, the loan prepayment price shall be a sum sufficient, together with other 
funds deposited with the Trustee and available for such purpose, to redeem the requisite amount 
of the Bonds at a price equal to the applicable redemption price plus accrued interest to the 
redemption date, and to pay all reasonable and necessary fees and expenses of the Trustee, the 
Paying Agent and all other liabilities ofthe Company under the Loan Agreement accrued to the 
redemption date. 

Amendments and Modifications 

No amendment or modification ofthe Loan Agreement is permissible without the written 
consent of the Trustee. The Issuer and the Trustee may, however, without the consent of or 
notice to any Bondholders, enter into any amendment or modification of the Loan Agreement 
(i) which may be required by the provisions of the Loan Agreement or the Indenture, (ii) for the 
purpose of curing any ambiguity or formal defect or omission, (iii) in connection with any 
modification or change necessary to conform the Loan Agreement with changes and 
modifications in the Indenture or (iv) in connection with any other change which, in the 
judgment of the Trustee, does not adversely affect the Trustee or the Bondholders. Except for 
such amendments, the Loan Agreement may be amended or modified only with the consent of 
the Bondholders holding a majority in principal amount of the Bonds then outstanding (see 
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"Summary of the Indenture - Supplemental Indentures" for an explanation of the procedures 
necessary for Bondholder consent); provided, however, that the approval of the Bondholders 
holding 100% in principal amount of the Bonds then outstanding is necessary to effectuate an 
amendment or modification with respect to the Loan Agreement ofthe type described in clauses 
(i) through (iv) of the first sentence of the second paragraph of "Summary of the Indenture -
Supplemental Indentures." Any amendments, changes or modification of the Loan Agreement 
that require the consent of the Bondholders must additionally be approved by the Credit Facility 
Issuer, ifthe Bonds are at the time secured by a Credit Facility. Additionally, so long as a Credit 
Facility is in place or while any amounts are outstanding under a Reimbursement Agreement, the 
Credit Facility Issuer must consent in writing to any amendment, change, or modification to the 
Agreement. 

Summary of the Indenture 

The following, in addition to the provisions contained elsewhere in this ReoJJering 
Circulm; is a brief description of certain provisions of the Indenture. This description is only a 
S1l111111GIJI and does not p1l11Jort to be complete and definitive. Reference is made to the Indenture 
for the detailed provisions thereof 

Security 

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

No Pecuniary Liability of the Issuer 

No provision, covenant or agreement contained in the Indenture or in the Loan 
Agreement, nor any breach thereof, shall give rise to any pecuniary liability of the Issuer or any 
charge upon its general credit or taxing powers. The Issuer has not obligated itself by making 
the covenants, agreements or provisions contained in the Indenture or in the Loan Agreement, 
except with respect to the Project and the application of the amounts assigned to payment of the 
principal of, premium, if any, and interest on the Bonds. 

The Bond Fund 

The payments to be made by the Company pursuant to the Loan Agreement to.the Issuer 
and certain other amounts specified in the Indenture will be deposited into a Bond Fund 
established pursuant to the Indenture (the "Bond Fund") and will be maintained in trust by the 
Trustee. Moneys in the Bond Fund will be used for the payment of the principal of, premium, if 
any, and interest on the Bonds, and for the redemption of Bonds prior to maturity in the 
following order of priority: (i) proceeds of the Credit Facility, if any, deposited into the Bond 
Fund in accordance with the Indenture and (ii) any other moneys provided by or on behalf of the 
Company. Any moneys held in the Bond Fund will be invested by the Trustee at the specific 
written direction of the Company in certain Governmental Obligations, investment-grade 
corporate obligations and other investments permitted under the Indenture. 
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So long as a Credit Facility is then held by the Trustee and there is no default in the 
payment of principal or redemption price of or interest on the Bonds, any amounts in the Bond 
Fund provided by or on behalf of the Company will be paid to the Credit Facility Issuer to the 
extent of any amounts that the Company owes the Credit Facility Issuer pursuant to the 
Reimbursement Agreement. Any amounts remaining in the Bond Fund (first, from the proceeds 
of the Credit Facility, and second, fi'om the moneys provided by or on behalf of the Company) 
after payment in full of the principal or redemption price of and interest on the Bonds (or 
provision for payment thereof) and payment of any outstanding fees and expenses of the Trustee 
(including its reasonable attorney fees and expenses) will be paid, first, to the Credit Facility 
Issuer, to the extent of any amounts that the Company owes the Credit Facility Issuer pursuant to 
the Reimbursement Agreement and, second, to the Company. Any amounts remaining in the 
Bond Fund (i) after all of the outstanding Bonds have been paid and discharged, (ii) after 
payment of all fees, charges and expenses to the Issuer, the Trustee, the Registrar and the Paying 
Agent and of all other amounts required to be paid under the Indenture and the Loan Agreement 
and (iii) after the receipt by the Trustee of the written request of the Company for such payment, 
will be paid to the Credit Facility Issuer, if any, to the extent of any amounts that the Company 
owes to such Credit Facility Issuer pursuant to the Reimbursement Agreement, and then to the 
Company to the extent that those moneys are in excess of the amounts necessary to effect the 
payment and discharge of the outstanding Bonds. 

The Rebate Fund 

A Rebate Fund has been created by the Indenture (the "Rebate Fund") and is maintained 
as a separate fund free and clear of the lien of the Indenture. The Issuer, the Trustee and the 
Company have agreed to comply with all rebate requirements of the Code and, in particular, the 
Company has agreed that if necessary, it will deposit in the Rebate Fund any such amount as is 
required under the Code. However, the Issuer, the Trustee and the Company may disregard the 
Rebate Fund provisions to the extent that they receive an opinion of Bond Counsel that such 
failure to comply will not adversely affect the exclusion of the interest on the Bonds fi'om gross 
income for federal income tax purposes. 

Discharge of Indenture 

When all the Bonds and all fees and charges accrued and to accrue of the Trustee and the 
Paying Agent have been paid or provided for, and when proper notice has been given to the 
Bondholders or the Trustee that the proper amounts have been so paid or provided for, and if the 
Issuer is not in default in any other respect under the Indenture, the Indenture shall become null 
and void. The Bonds will be deemed to have been paid and discharged when there have been 
irrevocably deposited with the Trustee moneys sufficient to pay the principal, premium, if any, 
and accrued interest on such Bonds to the due date (whether such date be by reason of maturity 
or upon redemption) or, in lieu thereof, Governmental Obligations have been deposited which 
mature in such amounts and at such times as will provide the funds necessary to so pay such 
Bonds, and when all reasonable and necessary fees and expenses of the Trustee and the Paying 
Agent have been paid or provided for. 
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Notwithstanding anything to the contrary, if any Bonds are rated by a rating service, no 
such Bonds will be deemed to have been paid and discharged by reason of any deposit pursuant 
to the Indenture, unless each such rating service has confirmed in writing to the Trustee that its 
rating will not be withdrawn or lowered as a result of any such deposit. 

So long as the Company owes any amounts to the Credit Facility Issuer, if any, pursuant 
to the Reimbursement Agreement: (A) the lien ofthe Indenture may not be discharged; (B) such 
Credit Facility Issuer shall be subrogated to the extent of such amounts owed by the Company to 
such Credit Facility Issuer to all rights of the Bondholders to enforce the payment of the Bonds 
from the revenues and all other rights of the Bondholders under the Bonds, the Indenture and the 
Loan Agreement; (C) the Bondholders wiII be deemed paid to the extent of money drawn by the 
Trustee under the Credit Facility; and (D) subject to the Indenture, the Trustee will sign, execute 
and deliver all documents or instruments and do all things that may be reasonably required by the 
Credit Facility Issuer to effect the Credit Facility Issuer's subrogation of rights of enforcement 
and remedies set forth in the Indenture. 

Defaults and Remedies 

Each ofthe following events constitutes an "Event ofDefauIt" under the Indenture: 

(a) failure to make payment of any installment of interest on any Bond (i) if 
such Bond bears interest at other than the Long Term Rate, within a period of one 
Business Day from the due date, and (ii) if such Bond bears interest at the Long Term 
Rate, within a period of five Business Days from the due date; 

(b) failure to make punctual payment of the principal of, or premium, if any, 
on any Bond on the due date, whether at the stated matlll'ity thereof, or upon proceedings 
for redemption, or upon the matlll'ity thereof by declaration or if payment of the plll'chase 
price of any Bond required to be plll'chased pursuant to the Indenture is not made when 
such payment has become due and payable; 

(c) failure of the Issuer to perform or observe any other of the covenants, 
agreements or conditions in the Indenture or in the Bonds which failure continues for a 
period of 30 days after written notice by the Trustee, provided, however, that if such 
failure is capable of being cured, but cannot be clll'ed in such 30-day period, it will not 
constitute an event of default under the Indenture if corrective action in respect of such 
failure is instituted within such 30-day period and is being diligently pursued; 

(d) the occurrence of an "event of default" under the Loan Agreement (see 
"Summary ofthe Loan Agreement - Events of Default"); 

(e) written notice from the Credit Facility Issuer to the Trustee of an event of 
default under the Reimbursement Agreement, by reason of which the Trustee has been 
directed to accelerate the Bonds; or 

(f) if a Credit Facility is then held by the Trustee, on or before the close of 
business on the tenth calendar day following the honoring of a drawing under such Credit 
Facility to pay interest on the Bonds on an Interest Payment Date, written notice from the 
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Credit Facility Issuer to the Trustee that the interest component of the Credit Facility will 
not be reinstated. 

Upon the occurrence of an Event of Default under clauses (a), (b), (e) or (1) above, the 
Trustee must: (i) declare the principal of all Bonds and interest accrued thereon to be 
immediately due and payable; (ii) declare all payments under the Loan Agreement to be 
immediately due and payable and enforce each and every other right granted to the Issuer under 
the Loan Agreement for the benefit of the Bondholders; and (iii) if a Credit Facility securing the 
Bonds is in effect, make an immediate drawing under the Credit Facility in accordance with its 
terms and deposit the proceeds of such drawing in the Bond Fund pending application to the 
payment of principal of the Bonds, subject to the provisions of the Indenture reserving to the 
Credit Facility Issuer the right to direct default proceedings and providing for termination of 
default proceedings upon certain occurrences. 

Interest on the Bonds will cease to accrue on the date of issuance of the declaration of 
acceleration of payment of principal and interest on the Bonds. 

In exercising such rights, the Trustee will take any action that, in the judgment of the 
Trustee, would best serve the interests of the registered owners. Upon the occurrence of an 
Event of Default under the Indenture, the Trustee may also proceed to pursue any available 
remedy by suit at law or in equity to enforce the payment of the principal of, premium, if any, 
and interest on the Bonds then outstanding. 

If the Trustee recovers any moneys following an Event of Default, unless the principal of 
the Bonds shall have been declared due and payable, all such moneys shall be applied in the 
following order: (i) to the payment of the fees, expenses, liabilities and advances incurred or 
made by the Trustee and the Paying Agent, (ii) to the payment of all interest then due on the 
Bonds and (iii) to the payment of unpaid principal and premium, if any, of the Bonds. If the 
principal of the Bonds has become due or has been accelerated, such moneys shall be applied in 
the following order: (i) to the payment of the fees, expenses, liabilities and advances incurred or 
made by the Trustee and the Paying Agent and (ii) to the payment of principal of and interest 
then due and unpaid on the Bonds. In each case, however, Trustee and Paying Agent fees or 
costs will not be payable fi'om moneys derived from Credit Facility drawings, any remarketing 
proceeds or moneys constituting certain Available Moneys under the Indenture. 

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

Any judgment against the Issuer pursuant to the exercise of rights under the Indenture 
shall be enforceable only against specific assigned payments, funds and accounts under the 
Indenture in the hands of the Trustee. No deficiency judgment shall be authorized against the 
general credit ofthe Issuer. 
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No default under paragraph (c) above shall constitute an Event of Default until actual 
notice is given to the Issuer and the Company by the Trustee, or to the Issuer, the Company and 
the Trustee by the registered owners holding not less than 25% in aggregate principal amount of 
all Bonds outstanding or the Issuer and the Company shall have had thitiy days after such notice 
to correct the default and failed to do so. If the default is such that it cannot be corrected within 
the applicable period but is capable of being cured, it will not constitute an Event of Default if 
corrective action is instituted within the applicable period. 

Notwithstanding the foregoing, in addition to the rights of the Trustee and the 
Bondholders to direct proceedings as described above, if a Credit Facility is in effect, for so long 
as such Credit Facility is outstanding and the Credit Facility Issuer is not in default in its duties 
under the Indenture or the Credit Facility, the Credit Facility Issuer issuing will have the absolute 
right to direct all proceedings on behalf of the Bondholders of the Bonds. Additionally, if the 
Event of Default which has occurred is an Event of Default under paragraphs (e) or (1) above, the 
Credit Facility Issuer, if any, will have no right to direct the Trustee or the Bondholders with 
respect to any matters, including remedies, and the holders of a majority in aggregate principal 
amount of the Bonds then outstanding, will have the right, at any time, by an instrument or 
instruments in writing executed and delivered to the Trustee, to direct the time, method and place 
of conducting all proceedings to be taken in connection with the enforcement of the terms and 
conditions of the Indenture, or for the appointment of a receiver or any other proceedings 
hereunder; provided, that such direction shall not be otherwise than in accordance with the 
provisions oflaw and of the Indenture. 

If an Event of Default has occurred under the Indenture due to failure by the Credit 
Facility Issuer, if any, to honor a properly presented and conforming drawing by the Trustee 
under the Credit Facility then in effect in accordance with the terms thereof, all obligations of the 
Trustee to the Credit Facility Issuer and all rights of such Credit Facility Issuer under the 
Indenture will be suspended until the earlier of the cure of such failure or all of the Bonds have 
been paid in full. 

Waiver of Events of Default 

Except as provided below, the Trustee may in its discretion waive any Event of Default 
under the Indenture and shall do so upon the written request of the registered owners holding a 
majority in principal amount of all Bonds then outstanding. If, after the principal of all Bonds 
then outstanding shall have been declared to be due and payable and prior to any judgment or 
decree for the appointment of a receiver or for the payment of the moneys due shall have been 
entered, (i) the Company has caused to be deposited with the Trustee a sum sufficient to pay all 
matured installments of interest upon all Bonds and the principal of and premium, if any, on any 
and all Bonds which shall have become due otherwise than by reason of such declaration and the 
expenses of the Trustee in connection with such default (with interest thereon as provided in the 
Indenture) and (ii) all Events of Default under the Indenture (other than nonpayment of the 
principal of Bonds due by said declaration) shall have been remedied, then such Event of Default 
shall be deemed waived and such declaration and its consequences rescinded and annulled by the 
Trustee. Such waiver, rescission and annulment shall be binding upon all Bondholders. No such 
waiver, rescission and annulment shall extend to or affect any subsequent Event of Default or 
impair any right or remedy consequent thereon. 
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The Trustee may not waive any default under clauses (e) 01' (1) above unless the Trustee 
has received in writing fi'om the Credit Facility Issuer a written notice of liIllreinstatement of the 
full amount of the Credit Facility and a written rescission of the notice of the Event of Default. 

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

Supplemental Indentures 

The Issuer and the Trustee may enter into indentures supplemental to the Indenture 
without the consent of or notice to, the Bondholders in order (i) to cure any ambiguity or formal 
defect 01' omission in the Indenture, (ii) to grant to the Trustee, as may lawfully be granted, 
additional rights for the benefit of the Bondholders, (iii) to subject to the Indenture additional 
revenues, properties or collateral, (iv) to permit qualification of the Indenture under any federal 
statute or state blue sky law, (v) to add additional covenants and agreements of the Issuer for the 
protection of the Bondholders or to surrender or limit any rights reserved to the Issuer, (vi) to 
make any modification or change to the Indenture which, in the sole judgment of the Trustee, 
does not adversely affect the Tl'Ustee 01' any Bondholder, (vii) to make amendments to provisions 
relating to federal income tax matters under the Code or other relevant provisions if, in the 
opinion of Bond Counsel, those amendments would not adversely affect the exclusion of the 
interest on the Bonds fi'om gross income for federal income tax purposes, (viii) to make any 
modifications or changes to the Indenture necessary to provide the securing of a Credit Facility 
or Alternate Credit Facility or any liquidity 01' credit support of any kind for the security of the 
Bonds (including without limitation any line of credit, letter of credit, guaranty agreement 01' 

insurance coverage), including any modifications of the Indenture or the Agreement necessary to 
upgrade or maintain the then applicable ratings on the Bonds; or (ix) to permit the issuance of the 
Bonds in other than book-entry-only form or to provide changes to or for the book-entry system. 

Subject to the consent of the Credit Facility Issuer, if any, exclusive of supplemental 
indentures for the purposes set forth in the preceding paragraph, the consent of registered owners 
holding a majority in principal amount of all Bonds then outstanding is required to approve any 
supplemental indenture, except no such supplemental indenture shall permit, without the consent 
of all ofthe registered owners of the Bonds then outstanding, (i) an extension of the maturity of 
the principal of or the interest on any Bond issued under the Indenture or a reduction in the 
principal amount of any Bond or the rate of interest or time of redemption or redemption 
premium thereon, (ii) a privilege 01' priority of any Bond 01' Bonds over any other Bond 01' 

Bonds, (iii) a reduction in the principal amount of the Bonds required for consent to such 
supplemental indenture 01' (iv) the deprivation of any registered owners of the lien of the 
Indenture. 

If at any time the Issuer shall request the Trustee to enter into any supplemental indenture 
requiring the consent of the registered owners of the Bonds, the Trustee, upon being 
satisfactorily indemnified with respect to expenses, must notifY all such registered owners. Such 
notice shall set fOlih the nature of the proposed supplemental indenture and shall state that copies 
thereof are on file at the principal office of the Trustee for inspection. If, within sixty days (01' 

such longer period as shall be prescribed by the Issuer or the Company) following the mailing of 
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such notice, the registered owners holding the requisite amount of the Bonds outstanding shall 
have consented to the execution thereof, no Bondholder shall have any right to object or question 
the execution thereof. 

No supplemental indenture shall become effective unless the Company consents to the 
execution and delivery of such supplemental indenture. The Company shall be deemed to have 
consented to the execution and delivery of any supplemental indenture if the Trustee does not 
receive a notice of protest or objection signed by the Company on or before 4:30 p.m., local time 
in the city in which the principal office of the Trustee is located, on the fifteenth day after the 
mailing to the Company of a notice of the proposed changes and a copy of the proposed 
supplemental indenture. 

Notwithstanding the foregoing, any Supplemental Indenture that requires the consent of 
the Bondholders that (i) is to become effective while a Credit Facility is in place or while any 
amounts are outstanding under any Reimbursement Agreement and (ii) adversely affects the 
Credit Facility Issuer will not become effective unless and until the Credit Facility Issuer 
consents in writing to the execution and delivery of such Supplemental Indenture. 

Cancellation of Credit Facility; Delivery of AItel'llate Credit Facility 

The Trustee will, at the written direction of the Company but subject to the conditions 
described in this paragraph and the receipt of an Opinion of Bond Counsel stating that the 
cancellation of such Credit Facility is authorized under the Indenture and under the Act and will 
not adversely affect the exclusion from gross income of interest on the Bonds for federal income 
tax purposes, cancel any Credit Facility in accordance with the terms thereof which cancellation 
may be without substitution therefor or replacement thereof; provided, that any such cancellation 
will not become effective, surrender of such Credit Facility will not take place and that Credit 
Facility will not terminate, in any event, until (i) payment by the Credit Facility Issuer has been 
made for any and all drawings by the Trustee effected on or before such cancellation date 
(including, if applicable, any drawings for payment of the purchase price of Bonds to be 
purchased pursuant to the Indenture in connection with such cancellation) and (ii) if the Bonds 
are in an Long Term Rate Period, only if the then current Long Term Rate Period for the Bonds 
is ending on, or the Bonds are subject to optional redemption on, the Interest Payment Date 
immediately preceding the date of such cancellation. Upon written notice given by the Company 
to the Trustee at least 20 days (35 days if the Bonds are bearing interest at the Long Term Rate) 
prior to the date of cancellation of any Credit Facility of such cancellation and the effective date 
of such cancellation, the Trustee will surrender such Credit Facility to the Credit Facility Issuer 
by which it was issued on or promptly after the effective date of such cancellation in accordance 
with its terms; provided, that such notice will not be given in any event, if the purchase price of 
any Bonds to be purchased pursuant to the Indenture in connection with such cancellation 
includes any premium unless the Company has certified in such notice that the Trustee can draw 
under a Credit Facility (other than any Alternate Credit Facility being delivered in connection 
with such cancellation) on the purchase date related to such purchase of Bonds in an aggregate 
amount sufficient to pay the premium due upon such purchase of Bonds on such purchase date. 
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The Company may, at its option, provide for the delivery to the Trustee of an Alternate 
Credit Facility in replacement of any Credit Facility then in effect. At least 20 days (35 days if 
the Interest Rate on the Bonds is a Long Term Rate) prior to the date of delivery of an Alternate 
Credit Facility to the Trustee, the Company must give notice, which notice will also be given to 
the Remarketing Agent, of such replacement to the Trustee, together with an Opinion of Bond 
Counsel to the effect that the delivery of such Alternate Credit Facility to the Trustee is 
authorized under the Indenture and the Act and complies with the terms thereof and that the 
delivery of such Alternate Credit Facility will not adversely affect the exclusion fi'om gross 
income of interest on the Bonds for federal income tax purposes. The Trustee will then accept 
such Alternate Credit Facility and surrender the previously held Credit Facility, if any, to the 
previous Credit Facility Issuer for cancellation promptly on 01' after the 5th day after the 
Alternate Credit Facility becomes effective; provided, however, that such Alternate Credit 
Facility must become effective on an Interest Payment Date and, if the Bonds are in a Long Term 
Rate Period, such Alternate Credit Facility may only become effective on either the last Interest 
Payment Date for such Long Term Rate Period or an Interest Payment Date on which the Bonds 
are subject to optional redemption. The notice given to the Trustee shall also be given to the 
Issuer, the then current Credit Facility Issuer, Moody's, if the Bonds are then rated by Moody's, 
and S&P, if the Bonds are then rated by S&P; provided that the notice will not be given if the 
purchase price of any Bonds to be purchased pursuant to the Indenture in connection with such 
cancellation includes any premium unless the Company has certified in such notice that the 
Trustee can draw under a Credit Facility then in effect on the purchase date related to such 
purchase of Bonds in an aggregate amount sufficient to pay the premium due upon such purchase 
of Bonds on such purchase date and until payment under the Credit Facility to be surrendered 
shall have been made for any and all drawings by the Trustee effected on or before the date of 
such surrender for cancellation (including, if applicable, any drawings for payment of the 
purchase price of Bonds to be purchased pursuant to the Indenture in connection with such 
cancellation). 

Any Alternate Credit Facility delivered to the Trustee must be accompanied by an 
opinion of counsel to the issuer or provider of such Credit Facility stating that such Credit 
Facility is a legal, valid, binding and enforceable obligation of such issuer or obligor in 
accordance with its terms. 

The Bonds will be subject to mandatory tender for purchase on the date of cancellation of 
a Credit Facility and on the date of the delivery of an Alternate Credit Facility. See "Summary 
of the Bonds - Mandatory Purchases of Bonds." 

Enforceability of Remedies 

The remedies available to the Trustee, the Issuer and the owners upon an event of default 
under the Loan Agreement or the Indenture are in many respects dependent upon judicial actions 
which are often subject to discretion and delay. Under existing constitutional and statutory law 
and judicial decisions, the remedies specified by the Loan Agreement 01' the Indenture may not 
be readily available or may be limited. The various legal opinions to be delivered concurrently 
with the delivery of the Bonds will be qualified as to the enforceability of the various legal 
instruments by limitations imposed by principles of equity, bankruptcy, reorganization, 
insolvency, moratorium or other similar laws affecting the rights of creditors generally. 
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Reoffering 

Subject to the terms and conditions of the Remarketing and Bond Purchase Agreement 
(the "Remarketing Agreement"), between the Company and Morgan Stanley & Co. Incorporated, 
as Remarketing Agent, the Remarketing Agent has agreed to purchase and reoffer the Bonds 
delivered to the Paying Agent for purchase, at a price equal to 100% of the principal amount of 
the Bonds, plus accrued interest (if any), and in connection therewith will receive compensation 
in the amount of $32,250, plus reimbursement of certain expenses. Under the terms of the 
Remarketing Agreement, the Company has agreed to indemnify the Remarketing Agent against 
cel1ain civil liabilities, including liabilities under federal securities laws. 

In the ordinary course of their business, the Remarketing Agent and cel1ain of its 
affiliates, have engaged, and may in the future engage, in investment banking or commercial 
banking transactions with the Company. 

Tax Treatment 

On May 19, 2000, the date of original issuance and delivery of the Bonds, Bond Counsel 
delivered its opinion stating that under existing law, including current statutes, regulations, 
administrative rulings and official interpretations, subject to the qualifications and exceptions set 
forth below, interest on the Bonds will be excluded from the gross income of the recipients 
thereof for federal income tax purposes, except that no opinion will be expressed regarding such 
exclusion fi'om gross income with respect to any Bond during any period in which it is held by a 
"substantial user" of the Project or a "related person" as such terms are used in Section 147(a) of 
the Code. Interest on the Bonds will be an item of tax preference in determining alternative 
minimum taxable income for individuals and corporations under the Code. Bond Counsel 
further opined that, subject to the assumptions stated in the preceding sentence, (i) interest on the 
Bonds would be excluded fi'om gross income of the owners thereof for Kentucky income tax 
purposes and (ii) the Bonds would be exempt fi'om all ad valorem taxes in Kentucky. Such 
opinion has not been updated as of the date hereof and no continuing tax exemption opinion is 
expressed by Bond Counsel. 

Bond Counsel also will deliver an opinion in connection with this reoffering to the effect 
that the delivery of the Letter of Credit (i) is authorized or permitted by Sections 103.200 to 
103.285, inclusive, of the Kentucky Revised Statutes (the "Act") and the Indenture and (ii) will 
not adversely affect the validity of the Bonds or any exclusion from gross income of interest on 
the Bonds for federal income tax purposes to which interest on the Bonds would otherwise be 
entitled. 

The opinions of Bond Counsel as to the excludability of interest fi'om gross income for 
federal income tax purposes were based upon and assumed the accuracy of certain 
representations of facts and circumstances, including with respect to the Project, which were 
within the knowledge of the Company and compliance by the Company with certain covenants 
and undeliakings set fmih in the proceedings authorizing the Bonds which are intended to assure 
that the Bonds are and will remain obligations the interest on which is not includable in gross 
income of the recipients thereof under the law in effect on the date of such opinion. Bond 
Counsel did not independently verify the accuracy of the certifications and representations made 
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by the Company and the Issuer. On the date of the opinion and subsequent to the original 
delivery of the Bonds on May 19,2000, such representations of facts and circumstances must be 
accurate and such covenants and undertakings must continue to be complied with in order that 
interest on the Bonds be and remain excludable from gross income of the recipients thereof for 
federal income tax purposes under existing law. Bond Counsel expressed no opinion 
(i) regarding the exclusion of interest on any Bond from gross income for federal income tax 
purposes on or after the date on which any change, including any interest rate conversion, 
permitted by the documents other than with the approval of Bond Counsel is taken which 
adversely affects the tax treatment of the Bonds or (ii) as to the treatment for purposes offederal 
income taxation of interest on the Bonds upon a Determination of Taxability. 

Bond Counsel fmiher opined that the Code prescribed a number of qualifications and 
conditions for the interest on state and local government obligations to be and to remain 
excluded fi'om gross income for federal income tax purposes, some of which, including 
provisions for potential payments by the Issuers to the federal government, require future or 
continued compliance after issuance of the Bonds in order for the interest to be and to continue 
to be so excluded fi'om the date of issuance. Noncompliance with certain of these requirements 
by the Company or the Issuer with respect to the Bonds could cause the interest on the Bonds to 
be included in gross income for federal income tax purposes and to be subject to federal income 
taxation retroactively to the date of their issuance. The Company and the Issuer each covenanted 
to take all actions required of each to assure that the interest on the Bonds shall be and remain 
excluded fi'om gross income for federal income tax purposes, and not to take any actions that 
would adversely affect that exclusion. 

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

(a) The Code also provides for a "branch profits tax" which subjects to tax, at 
a rate of 30%, the effectively connected earnings and profits of a foreign corporation 
which engages in a United States trade or business. Interest on the Bonds would be 
includable in the amount of effectively connected earnings and profits and thus would 
increase the branch profits tax liability. 

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

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

Owners of the Bonds should be aware that the ownership of the Bonds may result in 
collateral federal income tax consequences. For instance, the Code provides that property and 
casualty insurance companies will be required to reduce their loss reserve deductions by 15% of 
the tax-exempt interest received on certain obligations, such as the Bonds, acquired after August 
7, 1986. (For purposes of the immediately preceding sentence, a portion of dividends paid to an 
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affiliated insurance company may be treated as tax-exempt interest.) The Code further provides 
for the disallowance of any deduction for interest expenses incurred by banks and certain other 
financial institutions allocable to carrying certain tax-exempt obligations, such as the Bonds, 
acquired after August 7, 1986. The Code also provides that, with respect to taxpayers other than 
such financial institutions, such taxpayers will be unable to deduct any portion of the interest 
expenses incurred or continued to purchase or carry the Bonds. The Code also provides, with 
respect to individuals, that interest on tax-exempt obligations, including the Bonds, is included in 
modified adjusted gross income for purposes of determining the taxability of social security and 
railroad retirement benefits. Fut1hennore, the earned income tax credit is not allowed for 
individuals with an aggregate amount of disqualified income within the meaning of Section 32 of 
the Code, which exceeds $2,200. Interest on the Bonds will be taken into account in the 
calculation of disqualified income. Prospective purchasers of the Bonds should consult their 
own tax advisors regarding such matters and any other tax consequences of holding the Bonds. 

From time to time, there are legislative proposals in Congress which, if enacted, could 
alter or amend one or more of the federal tax matters referred to above or could adversely affect 
the market value of the Bonds. It cannot be predicted whether or in what form any such proposal 
might be enacted or whether, if enacted, it would apply to obligations (such as the Bonds) issued 
prior to cnactment. 

The opinion of Bond Counsel relating to the reoffering of the Bonds in substantially the 
form in which it is expected to be delivered on the Reoffering Date, redated to the Reoffering 
Date, is attached as Appendix B-2. 

Legal Matters 

Certain legal matters in connection with the reoffering of the Bonds will be passed upon 
by Stoll Keenon Ogden PLLC, Louisville, Kentucky, Bond Counsel. Certain legal matters 
pertaining to the Company will be passed upon by Jones Day, Chicago, Illinois, and John R. 
McCall, Esq., Executive Vice President, General Counsel, Corporate Secretary and Chief 
Compliance Officer of the Company. Winston & Strawn LLP, Chicago, Illinois, will pass upon 
certain legal matters for the Remarketing Agent. 

Continuing Disclosure 

Because the Bonds are special and limited obligations of the Issuer, the Issuer is not an 
"obligated person" for purposes of Rule 15c2-12 (the "Rule") promulgated by the SEC under the 
Exchange Act, and does not have any continuing obligations thereunder. Accordingly, the Issuer 
will not provide any continuing disclosure information with respect to the Bonds or the Issuer. 

In order to enable the Remarketing Agent to comply with the requirements of the Rule, 
the Company has covenanted in a continuing disclosure undertaking agreement delivered to the 
Trustee for the benefit of the holders of the Bonds (the "Continuing Disclosure Agreement") to 
provide certain continuing disclosure for the benefit of the holders of the Bonds. Under its 
Continuing Disclosure Agreement, the Company has covenanted to take the following actions: 

(a) The Company will provide to each nationally recognized municipal 
securities information repository ("NRMSIR"), recognized by the SEC pursuant to the 
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Rule, and the state information depository, if any, of the Commonwealth of Kentucky (a 
"SID" and, together with the NRMSIR, a "Repository") recognized by the SEC 
(1) annual financial information of the type set forth in Appendix A to this Reoffering 
Circular (including any information incorporated by reference therein) and (2) audited 
financial statements prepared in accordance with generally accepted accounting 
principles, in each case not later than 120 days after the end of the Company's fiscal year. 

(b) The Company will file in a timely manner with each NRMSIR or the 
Municipal Securities Rulemaking Board, and with the SID, if any, notice of the 
occurrence of any of the following events (if applicable) with respect to the Bonds, if 
material: (i) principal and interest payment delinquencies; (ii) non-payment related 
defaults; (iii) any unscheduled draws on debt service reserves reflecting financial 
difficulties; (iv) unscheduled draws on credit enhancement facilities reflecting financial 
difficulties; (v) substitution of credit or liquidity providers, or their failure to perform; 
(vi) adverse tax opinions or events affecting the tax-exempt status of the Bonds; 
(vii) modifications to rights of the holders of the Bonds; (viii) the giving of notice of 
optional or unscheduled redemption of any Bonds; Ox) defeasance of the Bonds or any 
portion thereof; (x) release, substitution, or sale of propelly securing repayment of the 
Bonds; and (xi) rating changes with respect to the Bonds or the Company or any 
obligated person, within the meaning ofthe Rule. 

(c) The Company will file in a timely manner with each Repository notice of 
a failure by the Company to file any of the notices or reports referred to in paragraphs (a) 
and (b) above by the due date. 

The Company may amend its Continuing Disclosure Agreement (and the Trustee shall 
agree to any amendment so requested by the Company that does not change the duties of the 
Trustee thereunder) or waive any provision thereof, but only with a change in circumstances that 
arises from a change in legal requirements, change in law, or change in the nature or status of the 
Company with respect to the Bonds or the type of business conducted by the Company; 
provided that the undellaking, as amended or following such waiver, would have complied with 
the requirements of the Rule on the date of issuance of the Bonds, after taking into account any 
amendments to the Rule as well as any change in circumstances, and the amendment or waiver 
does not materially impair the interests of the holders of the Bonds to which such undertaking 
relates, in the opinion of the Trustee or counsel expert in federal securities laws acceptable to 
both the Company and the Trustee, or is approved by the Beneficial Owners of a majority in 
aggregate principal amount of the outstanding Bonds. The Company acknowledges that its 
undertakings pursuant to the Rule described under this heading are intended to be for the benefit 
for the holders of the Bonds and shall be enforceable by the holders of those Bonds or by the 
Trustee on behalf of such holders. Any breach by the Company of these undertakings pursuant 
to the Rule will not constitute an event of default under the Indenture, the Loan Agreement or the 
Bonds. 
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This Reoffering Circular has been duly approved, executed and delivered by the 
Company. 
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KENTUCKY UTILITIES COMPANY 

By: /s/ Daniel K. Arbough 
Daniel K. Arbough 
Treasurer 
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APPENDIX A 

Kentucky Utilities Company-

Financial Statements and Additional Information 

This Appendix A includes the Selected Financial Data presented below, as well as the 
(i) Financial Statements and Additional information (Unaudited) As of September 30, 2008 and 
December 31,2007 andfor the three-month and nine-month periods ended September 30,2008 
and 2007 (the "Quarterly Report") and (ii) Financial Statements and Additional liiformation As 
of December 31,2007 and 2006 (the "Annual Report"). 

The iJiformation contained in this Appendix A relates to and has been obtained ji'DIn Kentucky 
Utilities Company ("KU") and ji-olll other sources as shown herein. The delivery of the 
Reo./Jering Circular shall not create any implication that there has been no change in the a./Jairs 
of KU since the date hereof, or that the information contained or incOlporated by reference in 
this Appendix A is correct at any time subsequent to its date. 

Kentucky Utilities Company 

KU, incorporated in Kentucky in 1912 and in Virginia in 1991, is a regulated public utility 
engaged in the generation, transmission, distribution and sale of electric energy in Kentucky, 
Virginia and Tennessee. As of September 30, 2008, KU provided electricity to approximately 
507,000 customers in 77 counties in central, southeastern and western Kentucky, approximately 
30,000 customers in 5 counties in southwestern Virginia and 5 customers in Tennessee. KU's 
service area covers approximately 6,600 square miles. KU's coal-fired electric generating 
stations produce most ofKU's electricity. The remainder is generated by a hydroelectric power 
plant and natural gas and oil fueled combustion turbines. In Virginia, KU operates under the 
name Old Dominion Power Company. KU also sells wholesale electric energy to 12 
municipalities. 

KU is a wholly-owned subsidiary ofE.ON U.S., an indirect wholly-owned subsidiary ofE.ON, a 
German corporation, making KU an indirect wholly-owned subsidiary ofE.ON. KU's affiliate, 
Louisville Gas and Electric Company, is a regulated public utility engaged in the generation, 
transmission, distribution and sale of electric energy and the distribution of natural gas in 
Kentucky. 

Recent Developmcnts 

Brown New Source Review Litigation. As disclosed in Note 7 to Notes to Financial Statements 
(Unaudited) As of September 30, 2008 and December 31, 2007 and for the three-month and 
nine-month periods ended September 30, 2008 and 2007, in April 2006, the EPA issued an NOV 
alleging that KU had violated certain provisions of the Clean Air Act's new source review rules 
and new source performance standards relating to work performed in 1997 on a boiler and 
turbine at Unit 3 at KU's E.W. Brown generating station. In December 2006, the EPA issued a 
second NOV alleging the Company had exceeded heat input values in violation of air permits for 
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Unit 3. In March 2007, the U.S. Department of Justice filed a complaint in federal court in 
Kentucky alleging the same violations specified in the prior NOVs. The complaint seeks civil 
penalties, including potential per-day fines, remedial meaSUl'es and injunctive relief. In April 
2007, KU filed an answer in the civil suit denying the allegations. In July 2007, the court entered 
a schedule providing for a July 2009 date for trial. As of September 30, 2008, a $3.2 million 
accl'ual was recorded based on the then current status of settlement discussions. 

KU, the EPA and the Depatiment of Justice have reached a tentative agreement in principle on a 
proposed settlement of the lawsuit and the NOYs, the terms of which include: 

• Payment of a $1.4 million civil penalty 

• Establishment of $3 million fund for environmental mitigation projects that will 
include cal'bon sequestration testing and school bus retrofits 

• Surl'ender of53,000 S02 allowances 

• Surrender of excess NOx allowances for Brown Unit 3 through 2020 

• Installation of flue gas desulfurization ("FGD") contl'ols at Brown Unit 3 by 
Decembel' 31, 2010 

• Installation of selective catalytic reduction ("SCR") controls at Brown Unit 3 by 
December 31, 2012 

• Compliance with specified operational restrictions, including NOx, S02 and 
pal'ticulate matter emission limits and heat input limits 

Capital expenditures associated with installation of the FGD and SCR controls at Unit 3 are 
currently estimated to be approximately $585 million, of which $109 million had been spent 
through December 31, 2007 and $295 million had been included in KU's previously disclosed 
capital expenditures fol' the three years ended December 31, 2010. Funding for these capital 
expenditures is expected to be provided by borrowings from affiliates. KU cUl'l'ently expects that 
the capital expenditures associated with the installation of the FGD and SCR controls and any 
additional operating costs l'esulting fi'om the surl'ender of S02 or NOx allowances will be 
l'ecovel'able through existing l'egulatory recovery mechanisms. The terms of the proposed 
settlement are not expected to have a material advel'se effect on KU's financial condition 01' 

results of operations 01' on KU's ability to operate its plants. 

Final settlement of the lawsuit and the NOYs is subject to approval by the boaI'd of directors, the 
EPA and the Depal'tment of Justice, execution of a consent decl'ee and approval of the consent 
decree by the U.S. District Court for the Eastern Distl'ict of Kentucky. Thel'e is no guarantee that 
the proposed settlement will be executed and approved on the terms outlined above, or at all. If 
the proposed settlement is not approved, KU cannot predict the ultimate outcome of these 
pl'oceedings, including whether fines, penalties or l'emedial measures significantly more 
burdensome than those outlined above may result. 
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Net operating income 

Net income 
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Capitalization: 

Long-Term Debt 

Common Equity 

Total Capitalization 
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Selected Financial Data 

Twelve 
Months Ended 

Years Ended December 31, 

September 30, 
2008 (1) 2007 2006 2005 2004 2003 

$1,349 $1,273 $1,210 $1,207 $ 995 $ 892 

$ 249 $ 268 $ 235 $ 202 $ 228 $ 162 

$ 154 $ 167 $ 152 $ 112 $ 134 $ 91 

$4,244 $3,796 $3,143 $2,756 $2,610 $2,505 

$1,359 $1,264 $ 843 $ 746 $ 726 $ 688 

4.08x 5.13x 6.77x 6.41x 8.85x 6.62x 

September 30, %of 
2008 Capitalization 

$1,326 44.16% 

$1,677 55.84% 

$3,003 100.00% 

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

(2) For purposes of this ratio, "Earnings" consist of the aggregate of Income Before Cumulative Effect of a 
Change in Accounting Principle. taxes on income, investment tax credit (net) and uFixed Charges." "Fixed 
Charges" consist of interest charges and one~third of rentals charged to operating expenses. 

Management's Discussion and Analysis in the Quarterly Report and the Annual Report, as well 
as the Notes to Financial Statements as of December 31, 2007 and 2006 and the Notes to 
Financial Statements (Unaudited) As of September 30, 2008 and December 31, 2007 and for the 
three-month and nine-month periods ended September 30, 2008 and 2007 should be read in 
conjunction with the above information. 
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Kentucky Utilities Company 

Financial Statements and Additional Information 
(Unaudited) 

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

September 30,2008 and 2007 



ARO 
BART 
CAIR 
CAMR 
CAVR 
CCN 
Clean Air Act 
CMRG 
Company 
DSM 
ECR 
EEl 

~ E.ON 
E.ONU.S. 
E.ON U.S. Services 
EPA 
EPAct 2005 
EUSIC 
FAC 
FASB 
FERC 
FGD 
Fidelia 
FIN 
GHG 
IRS 
KCCS 
KDAQ 
Kentucky COl1unission 
KU 
kWh 
LG&E 
MISO 
MMBtu 
Moody's 
NAAQS 
NERC 
NOV 
NOx 
OMU 
PUHCA2005 
RRO 
S&P 
SCR 
SERC 
SFAS 
SIP 
SO, 
TC2 
VDT 
Virginia Commission 
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INDEX OF ABBREVIATIONS 

Asset Retirement Obligation 
Best Available Retrofit Technology 
Clean Air Interstate Rule 
Clean Air Mercury Rule 
Clean Air Visibility Rule 
Certificate of Public Convenience and Necessity 
The Clean Air Act, as amended in 1990 
Carbon Management Research Group 
Kentucky Utilities Company 
Demand Side Management 
Environmental Cost Recovery 
Electric Energy, Inc. 
E.ONAG 
E.ON U.S. LLC. (formerly LG&E Energy LLC and LG&E Energy Corp.) 
E.ON U.S. Services Inc. (formerly LG&E Energy Services Inc.) 
U.S. Environmental Protection Agency 
Energy Policy Act of2005 
E.ON US Investments Corp. 
Fuel Adjustment Clause 
Financial Accounting Standards Board 
Federal Energy Regulatory Commission 
Flue Gas Desulfurization 
Fidelia Corporation (an E.ON affiliate) 
FASB Interpretation 
Greenhouse Gas 
Internal Revenue Service 
Kentucky Consortium for Carbon Storage 
Kentucky Division for Air Quality 
Kentucky Public Service Commission 
Kentucky Utilities Company 
Kilowatt Hours 
Louisville Gas and Electric Company 
Midwest Independent Transmission System Operator, Inc. 
Million British Thermal Units 
Moody's Investor Services, Inc. 
National Ambient Air Quality Standards 
North American Electric Reliability Corporation 
Notice of Violation 
Nitrogen Oxide 
Owensboro Municipal Utilities 
Public Utility Holdiug Company Act of2005 
Regional Reliability Organization 
Standard & Poor's Rating Service 
Selective Catal)1ic Reduction 
SERC Reliability Corporation 
Statement of Financial Accounting Standards 
State Implementation Plan 
Sulfur Dioxide 
Trimble County Unit 2 
Value Delivery Team Process 
Virginia State Corporation Commission 
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Financial Statements (Unaudited) 

Kentucky Utilities Company 
Statements ofIncome 

(Unaudited) 
(Millions of $) 

Three Months Ended Nine Months Ended 

OPERATING REVENUES: 

September 30, 
2008 2007 

Total operating revenues ......................................... $ 371 $ 345 

OPERATING EXPENSES: 
Fuel for electric generation .......................................... . 147 138 
Power purchased ......................................................... . 54 39 
Other operation and maintenance expenses ................ . 67 62 
Depreciation and amOitization .................................... . ---..lQ .---ll 

Total operating expenses ........................................ . ~ 270 

OPERATING INCOME ............................................. . 67 75 

Other expense (income) - net... ................................... . (13) (7) 

Interest expense (Notes 5 and 6) ................................. . 3 3 
Interest expense to affiliated companies (Note 8) ....... . __ 15 _1~1 

INCOME BEFORE INCOME TAXES ...................... . 62 68 

Federal and state income taxes (Note 5) ..................... . 

NET INCOME ............................................................. L-.A3. $ 50 

The accompanying notes are an integral patt of these financial statements. 

Statements of Retained Earnings 
(Unaudited) 

(Millions of$) 

Balance at beginning of period ..................................... 
Net income ................................................................... 

Balance at end of period ............................................... 

Three Months Ended 
September 30, 
2008 2007 

$ I, III $ 950 

~ ~ 

~ UQQQ 

The accompanying notes are an integral part of these financial statements. 

September 30, 
2008 2007 

$ 1,039 $ 963 

380 354 
164 129 
208 184 

~ ~ 
~ ~ 

188 207 

(31) (23) 
10 11 

----±l --.22 

168 190 

..--iL ----.!ill 

:& 111 :£ 130 

Nine Months Ended 
September 30, 
2008 2007 

$ 1,037 $ 870 

~ --.llQ 

:£ I 154 :& 1,000 
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ASSETS 

Current assets: 

Kentucky Utilities Company 
Balance Sheets 

(Unaudited) 
(Millions of $) 

Cash and cash equivalents ..................................................................... . 
Restricted cash ....................................................................................... . 
Accounts receivable -less reserves of $3 million and $2 million 

as of September 30,2008 and December 31,2007, respectively ..... . 
Accounts receivable li0111 affiliated companies (Note 8) ...................... . 
Materials and supplies: 

Fuel (predominantly coal) ................................................................ . 
Other materials and supplies ............................................................. . 

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

Other property and investments ............................................................. . 

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

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

Deferred debits and other assets: 
Regulatory assets (Note 2): 

Pension and postretirement benefits ................................................. . 
Other ................................................................................................. . 

Cash surrender value of key man life insurance ................................... . 
Other assets ............................................................................................ . 

Total deferred debits and other assets ............................................... . 

Total assets ............................................................................................. . 

September 30, 
2008 

$ 2 
I 

176 
8 

59 
36 

__ 3 

~ 

33 

5,459 
1.705 
3,754 

28 
96 
38 

----.l.Q 

~ 

$ 4,244 

The accompanying notes are an integral pmt of these financial statements. 

2 

December 31, 
2007 

$ 
II 

172 
17 

29 

4,939 
1.622 
3,317 

28 
86 
37 

__ 11 

~ 

$ 3,196 
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LIABILITIES AND EQUITY 

Current liabilities: 

Kentuc\{y Utilities Company 
Balance Sheets (cant.) 

(Unaudited) 
(Millions of$) 

Current portion oflong-term debt (Note 6) ..................................... .. 
Notes payable to affiliated companies (Notes 6 and 8) .................. .. 
Accounts payable ............................................................................ .. 
Accounts payable to affiliated companies (Note 8) ........................ . 
Customer deposits ........................................................................... .. 
Other current liabilities ..................................................................... , 

Total current liabilities ................................................................ , 

Long-term debt: 
Long-term debt (Note 6) ................................................................. .. 
Long-term debt to affiliated company (Notes 6 and 8) .................. .. 

Total long-term debt ................................................................... .. 

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

Accumulated cost of removal of utility plant ............................. .. 
Deferred income taxes - ne!... ..................................................... .. 
Other ............................................................................................ ' 

Other liabilities ................................................................................. , 
Total deferred credits and other liabilities .................................. .. 

Common equity: 
Commou stock, without par value -

Authorized 80,000,000 shares, outstanding 37,817,878 shares .. 
Additional paid-in capital ................................................................. , 

Retained eamings ............................................................................ .. 
Undistributed subsidiary eamings ................................................... .. 

Total retained earnings ................................................................ . 
Total common equity .................................................................. . 

Total liabilities and equity ................................................................ . 

September 30, 
2008 

$ 33 
116 
141 
41 
20 

..---1l 
382 

220 
---1JM 

1,326 

284 
88 
77 
32 

323 
17 
18 

.---1Q 

.--&2. 

308 
215 

1,129 
.-----1J. 
~ 

1.677 

~ 

The accompanying notes are an integral part of these financial statements. 

3 

December 31, 
2007 

$ 33 
23 

160 
48 
20 
~ 
~ 

300 
.----2ll 
...l..lli 

285 
83 
55 
30 

310 
22 
10 

~ 
~ 

308 
90 

1,016 
21 

1,037 
1,435 

$ 3126 
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Kentucky Utilities Company 

Statements of Cash Flows 
(Unaudited) 

(Millions of$) 

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

Depreciation and amortization ...................................................... . 
Deferred income taxes - net .......................................................... . 
Investment tax credit - net ............................................................ . 
Other .............................................................................................. . 

Changes in current assets and liabilities: 
Accounts receivable ...................................................................... . 
Material and supplies .................................................................... . 
Accounts payable ......................................................................... .. 
Prepayments and other current assets ............................................ . 
Other current liabilities ................................................................. .. 

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

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

CASH FLOWS FROM INVESTING ACTIVITIES: 
Construction expenditures ..................................................................... . 
Asset transferred from affiliate (Note 8) .............................................. .. 
Change in restricted cash ....................................................................... . 

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

CASH FLOWS FROM FINANCING ACTIVITIES: 
Retirement of first mortgage bonds ....................................................... . 
Issuance of pollution control bonds ...................................................... . 
Additional paid-in capital ...................................................................... . 
Long-term borrowings from affiliated company (Note 6) .................... . 
Short-term borrowings from affiliated company - net (Note 6) .......... .. 
Reacquired bonds .................................................................................. . 

Net cash provided by financing activities .................................... .. 

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

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

CASH AND CASH EQUIVALENTS AT END OF PERIOD .................. . 

The accompanying notes are an integral palt of these financial statements. 

4 

For the Nine Months Ended 
September 30, 

2008 2007 

$ 117 $ 130 

99 89 
(3) (2) 
22 28 

2 2 

4 (I) 
(19) 15 
15 (22) 

9 
4 (3) 

(2) (13) 
4 (22) 

_0 _LD 
243 209 

(554) (512) 
(10) 

~ -ill) 
(554) (529) 

(107) 
81 

125 55 
175 278 
93 8 

----iliQ} 

--.-ill. ~ 

2 (5) 

- __ 6 --

$ 2 ~ 
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Kentucky Utilities Company 
Notes to Financial Statements 

(Unaudited) 

The unaudited financial statements include the accounts of the Company. KU's common stock is 
wholly-owned by E.ON U.S., an indirect wholly-owned subsidiary ofE.ON. In the opinion of 
management, the unaudited interim financial statements include all adjustments, consisting only 
of normal recurring adjustments, necessary for a fair statement of financial position, results of 
operations, retained earnings and cash flows for the periods indicated. Certain information and 
footnote disclosures normally included in financial statements prepared in accordance with 
generally accepted accounting principles have been condensed or omitted. These unaudited 
financial statements and notes should be read in conjunction with the Company's financial 
statements and additional information for the year ended December 31, 2007, including the 
audited financial statements and notes therein. 

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

RECENT ACCOUNTING PRONOUNCEMENTS 

SFAS No. 161 

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

SFAS No. 160 

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

SFAS No. 159 

In February 2007, the FASB issued SFAS No. 159, The Fail' Value Option/or Financial Assets 
and Financial Liabilities - Including an Amendment 0/ FASB Statement No. 115. SFAS No. 159 
permits entities to choose to measure many financial instruments and certain other assets and 
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liabilities at fair value on an instl'llment-by-instl'llment basis (the fair value option). Unrealized 
gains and losses on items for which the fair value option has been elected are to be recognized in 
earnings at each subsequent reporting date. SFAS No. 159 is effective for fiscal years beginning 
after November 15, 2007. SFAS No. 159 was adopted effective January 1,2008 and the 
Company elected not to fair value its eligible financial assets and liabilities. 

SFASNo.157 

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements, which, except 
as described below, is effective for fiscal years beginning after November 15, 2007. This 
statement defines fair value, establishes a framework for measuring fair value in generally 
accepted accounting principles and expands disclosures about fair value measurements. SF AS 
No. 157 does not expand the application offair value accounting to new circumstances. In 
February 2008, the F ASB issued F ASB Staff Position 157-2, EiJective Date of FASB Statement 
No. 157, which delays the effective date of SF AS No. 157 for all nonfinancial assets and 
liabilities, except those that are recognized or disclosed at fair value in the financial statements 
on a recurring basis (at least annually), to fiscal years beginning after November 15, 2008, and 
interim periods within those fiscal years. All other amendments related to SFAS No. 157 have 
been evaluated and have no impact on the Company's financial statements. SFAS No. 157 was 
adopted effective January 1,2008, except as it applies to those nonfinancial assets and liabilities, 
and had no impact on the statements of operations, financial position and cash flows, however, 
additional disclosures relating to its financial derivatives and AROs, as required, are now 
provided. 

6 



Note 2 - Rates and Regulatory Matters 

Attachment to Response to KU AG-1 Question No. 217 

Page 66 of 163 

Arbough 

For a description of each line item of regulatory assets and liabilities, reference' is made to KU's 
Annual Repoli, Note 2 of the financial statements, for the year ended December 31, 2007. 

The following regulatory assets and liabilities were included in KU's Balance Sheets: 

Kentucky Utilities Company 
(unaudited) 

(in millions) 
ARO 
Unamortized loss on bonds 
MISOexit 
FAC 
ECR 
Other 

Subtotal 

Pension and postretirement benefits 
Total regulatory assets 

Accumulated cost of I'emoval of utility plant 
Deferred income taxes - net 
Other 
Total regulatory liabilities 

September 30, 
2008 

$ 27 
12 
19 
14 
19 
5 

96 

28 
$ 124 

$ 323 
17 
18 

$ 358 

December 31, 
2007 
$ 24 

10 
20 
17 
II 
4 

86 

28 
$ 114 

$ 310 
22 
10 

$ 342 

KU does not currently earn a rate of return on the FAC regulatory asset, which is a separate 
recovery mechanism with recovery within twelve months. No return is earned on the pension and 
postretirement benefits regulatory asset that represents the changes in funded status of the plans. 
KU is seeking recovel'y of this asset with the Kentucky Commission as part of the current base 
rate case and will seek recovery ofthis asset in future proceedings with the Virginia 
Commission. No return is currently earned on the ARO asset. This regulatory asset will be offset 
against the associated regulatory liability, ARO asset and ARO liability at the time the 
underlying asset is retired. The MISO exit amount represents the costs relating to the withdrawal 
fi'om MISO membership. KU is seeking recovery of this asset with the Kentucky Commission as 
part of the current base rate case and will seek recovery ofthis asset in future proceedings with 
the Virginia Commission. KU currently earns a rate of return on the remaining regulatory assets. 
Other regulatory assets include the merger surcredit and deferred storm costs. Other regulatory 
liabilities include DSM and MISO costs currently included in base rates that will be netted 
against costs of withdrawing fi'om the MISO in the next base rate case. 

MISO Exit. KU and the MISO have agreed upon overall calculation methods for the contractual 
exit fee to be paid by the Company following its withdrawal. In October 2006, KU paid $20 
million to the MISO pursuant to an invoice regarding the exit fee and made related FERC 
compliance filings. The Company's payment of this exit fee amount was with reservation of its 
rights to contest the amount, or components thereof, following a continuing review of its 
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calculation and supporting documentation. KU and the MISO resolved their dispute regarding 
the calculation of the exit fee and, in November 2007, filed an application with the FERC for 
approval of a recalculation agreement. In March 2008, the FERC approved the parties' 
recalculation of the exit fee, and the approved agreement provided KU with an immediate 
recovery of$1 million and will provide an estimated $3 million over the next eight years for 
credits realized from other payments the MISO will receive, plus interest. Orders of the 
Kentucky Commission approving the Company's exit fi'om the MISO have authorized the 
establishment of a regulatory asset for the exit fee, subject to adjustment for possible future 
MISO credits, and a regulatOlY liability for certain revenues associated with former MISO 
administrative charges, which continue to be collected via base rates. The treatment of the 
regulatory asset and liability will be determined in KU's base rate case, for which a hearing is 
scheduled for KU's Kentucky base rate case beginning on January 13, 2009. The Company 
historically has received approval to recover and refund regulatory assets and liabilities. 

FAC. In August 2008, the Kentucky Commission initiated a routine examination ofKU's FAC 
for the six-month period November 1, 2007 through April 30, 2008. A hearing was held on 
October 7, 2008. A second hearing has been scheduled for November 25,2008, for the sole 
purpose of hearing public comments, ifany, fi'om several counties in which the newspapers 
failed to publish notice as requested in a timely manner. An order is expected in December of 
2008 or the first quarter of2009. 

In January 2008, the Kenhlcky Commission initiated a routine examination ofKU's FAC for the 
six-month period May 1, 2007 through October 31,2007. The Kentucky Commission issued an 
Order in June 2008, approving the charges and credits billed through the FAC during the review 
period. 

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

KU also employs an FAC mechanism for Virginia customers using an average fuel cost factor 
based primarily on projected fuel costs. The factor may be adjusted annually for over- or under
collections offuel costs from the prior year. In February 2008, KU filed an application with the 
Virginia Commission seeking approval of a decrease in its filel cost factor applicable during the 
billing period, April 2008 through March 2009. The Virginia Commission allowed the new rates 
to be in effect for the April 2008 customer billings. In April 2008, the Virginia Commission Staff 
recommended a change to the fuel factor KU filed in its application, to which KU has agreed. 
Following a public hearing and an Order in May 2008, the recommended change became 
effective in June 2008, resulting in a decrease of 0.482 cents/kWh from the factor in effect for 
the April 2007 through March 2008 period. 

ECR. In June 2008, the Kentucky Commission initiated two six-month reviews for periods ending 
October 31, 2007 and April 30, 2008, ofKU's environmental surcharge. The Kentucky 
Commission issued an Order in August 2008, approving the charges and credits billed through the 
ECR during the review period and the rate of return on capital. 

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

Other Regulatory Matters 

Hurricane Ike Wind Storm. In September 2008, high winds from the remnants of the 
Hurricane Ike wind storm passed through KU's service territOlY causing significant outages and 
system damage. In October 2008, KU filed an application with the Kentucky Commission 
requesting approval to establish a regulatory asset, and defer for future recovery, $3 million of 
expenses related to the storm restoration. An order has been requested by the end of the year. 

Base Rate Case. In July 2008, KU filed an application with the Kentucky Commission 
requesting increases in base electric rates of2.0% or $22 million annually. A hearing is 
scheduled beginning on January 13, 2009. The requested rates have been suspended until 
February 5,2009, at which time they Illay be put into effect, subject to refund, if the Kentucky 
Commission has not issued an order in the proceeding. In conjunction with the filing of the 
application for a change in base rates, based on previous orders by the Kentucky Commission 
approving settlement agreements among all interested parties, the VDT surcredit terminated in 
August 2008, and the merger surcredit will terminate upon the implementation of new base rates. 
The termination of the VDT surcredit and merger surcredit will result in a $16 million increase in 
revenues annually. 

FERC Wholesale Rate Case. In September 2008, KU filed an application with the FERC for 
increases in base electric rates applicable to wholesale power sales contracts or interchange 
agreements involving, collectively, twelve Kentucky municipalities. The application requests a 
shift fi'om current, all-in stated unit charge rates to an unbundled and formula rate. The revised 
rates represent an increase of 6% to 7% of current charges and requests a change fi'om the all-in 
stated applicable retut'll on equity of 12%. The proceeding involves data requests or hearings 
before the FERC, as well as data requests and filings by intervenors. An order in the proceeding 
may occur in early 2009. 

CMRG and KCCS Contributions. In July 2008, KU and LG&E, along with Duke Energy 
Kentucky, Inc. and Kentucky Power Company, filed an application with the Kentucky 
Commission requesting approval to establish regulatory assets related to contributions to the 
CMRG for the development oftechnologies for reducing carbon dioxide emissions and the 
KCCS to study the feasibility of geologic storage of carbon dioxide. The filing companies 
proposed that these contributions be treated as regulatory assets to be deferred until recovery is 
provided in the next base rate case of each company, at which time the regulatory assets will be 
amortized over the life of each project: four years with respect to the KCCS and ten years with 
respect to the CMRG. KU and LG&E jointly agreed to provide less than $2 million over two 
years to the KCCS and up to $2 million over ten years to the CMRG. In October 2008, an Order 
approving the establishment ofthe requested regulatory assets was received and rate recovery 
will be considered in each company's next base rate case. 

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

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

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

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

VDT. In accordance with the Kentucky Commission's Order dated March 24, 2006, the VDT 
surcredit terminated in the first billing month after the filing for a change in base rates. As KU 
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filed its application with the Kentucky Commission for an increase in base rates in July 2008, the 
VDT surcredit terminated with the first billing cycle in August 2008. 

DSM. In July 2007, KU and LG&E filed an application with the Kentucky Commission 
requesting an order approving enhanced versions of the existing DSM programs along with the 
addition of several new cost effective programs. The total annual budget for these programs is 
approximately $26 million, an increase over the previous annual costs of approximately $10 
million. In March 2008, the Kentucky Commission issued an Order approving the application, 
with minor modifications. KU and LG&E filed revised tariffs in April 2008, under authority of 
this Order, which were effective in May 2008. 

Mandatory Reliability Standards. As a result of the EPAct 2005, certain formerly voluntary 
reliability standards became mandatory in June 2007, and authority was delegated to various 
RROs by the NERC, which was authorized by the FERC to enforce compliance with such 
standards, including promulgating new standards. Failure to comply with mandatory reliability 
standards can subject a registered entity to sanctions, including potential fines of up to $1 million 
per day, as well as non-monetary penalties, depending upon the circumstances of the violation. 
KU is a member ofthe SERC, which acts as KU's RRO. During May 2008, the SERC and KU 
agreed in principle to a settlement involving penalties totaling less than $1 million concerning 
KU's February 2008 self-report concerning possible violations of certain existing mitigation 
plans relating to reliability standards. The SERC and KU are currently involved in settlement 
negotiations concerning a June 2008 self-report by KU relating to three other standards. 
Additionally, KU has submitted to the SERC an October 2008 self report ofa possible violation 
relating to one further standard, for which SERC proceedings are in the early stages and 
therefore unable to be determined. Mandatory reliability standard settlements commonly include 
other nou-penalty elements, including compliance steps and mitigation plans. Settlements in 
principle with the SERC proceed to the NERC and FERC review before becoming final. While 
KU believes itself to be in compliance with the mandatory reliability standards, KU cannot 
predict the outcome of other analyses, including on-going SERC or other reviews described 
above. 

Depreciation Study. In December 2007, KU filed a depreciation study with the Kentucky 
Commission as required by a previous Order. An adjustment to the depreciation rates is 
dependent on an order being received from the Kentucky Commission. In July 2008, KU filed a 
motion to consolidate the procedural schedule of the depreciation study with the application for a 
change in base rates. In August 2008, the Kentucky Commission issued an Order consolidating 
the depreciation study with the base rate case proceeding. KU also filed the depreciation study 
with the Virginia Commission, but has not requested formal review and approval of the 
depreciation rates from the Virginia Commission. Such a review will take place either during 
KU's next base rate case in Virginia 01' when KU makes a formal application to the Virginia 
Commission for approval of the proposed rates. 

Brownfield Development Rider Tariff. In March 2008, KU received Kentucky Commission 
approval for a Brownfield Development Rider, which offers a discounted rate to electric 
customers who meet certain usage and location requirements, including taking new service at a 
brownfield site, as certified by the appropriate Kentucky state agency. The rider would permit 
special contracts with such customers which provide for a series of declining partial rate 
discounts over an initial five-year period of a longer service arrangement. The tariff is intended 
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to promote local economic redevelopment and efficient usage of utility resources by aiding 
potential reuse of vacant brownfield sites. 

Real-Time Pricing. In December 2006, the Kentucky Commission issued an Order indicating 
that the EP Act 2005 Section 1252, Smart Metering and Section 1254, Interconnection standards 
should not be adopted. However, five Kentucky Commission jurisdictional utilities were 
required to file real-time pricing pilot programs for their large commercial and industrial 
customers. KU developed a real-time pricing pilot for large industrial and commercial customers 
and filed the details of the plan with the Kentucky Commission in April 2007. In February 2008, 
the Kentucky Commission issued an Order approving the real-time pricing pilot program 
proposed by KU, for implementation within approximately eight months, for its large 
commercial and industrial customers. The tariff was filed in October 2008, with an effective date 
of December 1, 2008. 

Utility Competition in Virginia. The Commonwealth of Virginia passed the Virginia Electric 
Utility Restructlll'ing Act in 1999. This act gave Virginia customers the ability to choose their 
electric supplier. Rates are capped at clll'rent levels through December 2010. In April 2007, 
Virginia passed legislation terminating this competitive market and commencing re-regulation of 
utility rates in Virginia. The new act will end the cap on rates at the end of2008, rather than 
through December 2010, and end customer choice for most consumers in the applicable regions 
of the state. Thereafter, a hybrid model of regulation is expected to apply in Virginia, whereby 
utility rates would be reviewed every two years and a utility's !'ate of retul'll on equity shall not 
be set lower than the average of the rates ofretul'll for other regional utilities, with certain caps, 
floors or adjustments. The legislation was effective in July 2007, and also includes a 10% 
nonbinding goal for renewable power generation by 2022, as well as incentives for new 
generation, including renewables. Under the legislation, KU retains an existing exemption from 
customer choice and other restructuring activities as applicable to KU's limited service territory 
in Virginia. However, subject to future developments, KU mayor may not undertake such a rate 
proceeding in the first six months of2009 based on calendar year 2008 financial data under the 
hybrid model of regulation, 01' make biennial rate filings with the Virginia Commission 
thereafter. 

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

Note 3 - Financial Instl'llments 

Energy Trading and Risk Management Activities (non-hedging derivatives). KU conducts 
energy trading and risk management activities to maximize the value of power sales from 
physical assets it owns. Energy trading activities are principally forward financial transactions to 
hedge price risk and are accounted for on a mark-to-market basis in accordance with SFAS No. 
133, as amended. 

No changes to valuation techniques for energy trading and risk management activities occurred 
dlll'ing 2008 or 2007. Changes in market pricing, interest rate and volatility assumptions were 
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made during both years. All contracts outstanding at September 30, 2008 and 2007, had a 
maturity ofless than one year. Energy trading and risk management contracts are valued using 
Level 2, prices actively quoted for proposed or executed transactions or quoted by brokers or 
observable inputs other than quoted prices. Collateral related to the energy trading and risk 
management contracts is categorized as restricted cash. 

Effective January 1,2008, KU adopted the required provisions of SF AS No. 157, excluding the 
exceptions related to nonfinancial assets, which will be adopted effective January 1,2009, 
consistent with FASB Staff Position 157-2. KU has classified the applicable financial assets that 
are accounted for at fair value into the three levels ofthe fair value hierarchy, as defined by 
SFAS No. 157. The following table sets forth by level within the fair value hierarchy KU's 
financial assets that were accounted for at fair value on a recurring basis as of September 30, 
2008. Liabilities accounted for at fair value total less than $1 million and use Level 2 
measurements. There are no Level 3 measurements for this period. 

Recurring Fait· Value Measurements 
(in millions) 
Assets: 
Energy trading and risk management 

contracts 
Energy trading and risk management 

contracts cash collateral 
Total Assets 

Levell 

$ 

__ 1 

$ 1 

13 

Level 2 

$ 1 $ 

$ $ 2 
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Note 4 - Pension and Other Postretirement Benefit Plans 

The following tables provide the components of net periodic benefit cost for pension and other 
postretirement benefit plans. The tables include the costs associated with both KU employees 
and E.ON U.S. Services employees who are providing services to the utility. The E.ON U.S. 
Services costs that are allocated to KU are approximately 43% and 42% ofE.ON U.S. Services 
total cost for 2008 and 2007, respectively. 

Pension Benefits 

(in millions) 

Service cost 
Interest cost 
Expected return on plan assets 
Amortization of prior service costs 
Amortization of actuarial loss 
Benefit cost 

Three Months Ended 
September 30, 
2008 2007 

$ 3 $ 3 
10 10 

(12) (12) 
1 1 

_- __ 1 
$ 2 $ 3 

Other Postretirement Benefits 

(in millions) 

Service cost 
Interest cost 
Expected return on plan assets 
Amortization of transition costs 
Benefit cost 

Three Months Ended 
September 30, 
2008 2007 

$ I $ 1 
1 2 

-
-~ 

$ 2 $ 3 

Nine Months Ended 
September 30, 
2008 2007 

$ 9 
31 

(35) 
1 

_1 
~ 

$ 11 
30 

(37) 
1 

__ 3 
$ 8 

Nine Months Ended 
September 30, 
2008 2007 

$ 1 $ 1 
4 4 
(I) (1) 

__ 1 _1 
~ $ 5 

During 2008, KU made contributions to other postretirement benefits plans of $2 million. KU 
anticipates making further voluntary contributions to the postretirement plan, but no additional 
contributions to the pension plan in 2008. 

Note 5 - Income Taxes 

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

KU adopted the provisions of FIN 48, Accounting for Uncertainty in Income Taxes, an 
Intelpretation of SF AS No. 109, effective January 1,2007. At the date of adoption, KU had less 
than $1 million of unrecognized tax benefits, primarily related to federal income taxes. If 
recognized, the amount of unrecognized tax benefits would reduce the effective income tax rate. 
Possible amounts of uncertain tax positions for KU that may decrease within the next 12 months 
total less than $1 million, and are based on the expiration of the audit periods as defined in the 
statutes. 

The amount KU recognized as interest accrued related to unrecognized tax benefits was less than 
$1 million as of September 30,2008 and December 31, 2007. The interest accrued is based on 
IRS and Kentucky Department of Revenue large corporate interest rates for underpayment of 
taxes. At the date of adoption, KU accrued less than $1 million in interest expense on uncertain 
tax positions. No penalties were accrued by KU upon adoption of FIN 48, 01' through September 
30,2008. 

In June 2006, KU and LG&E filed ajoint application with the U.S. Department of Energy 
("DOE") requesting certification to be eligible for investment tax credits applicable to the 
construction ofTC2. In November 2006, the DOE and the IRS announced that KU and LG&E 
were selected to receive the tax credit. A final IRS certification required to obtain the investment 
tax credit was received in August 2007. In September 2007, KU received an Order from the 
Kentucky Commission approving the accounting of the investment tax credit. KU's portion of 
the TC2 tax credit will be approximately $100 million over the construction period and will be 
amortized to income over the life of the related property beginning when the facility is placed in 
service. Based on eligible construction expenditures incurred, KU recorded investment tax 
credits of$9 million and $10 million during the three-month periods ended September 30, 2008 
and 2007, respectively, and $22 million and $30 million during the nine months ended 
September 30, 2008 and 2007, respectively, decreasing current federal income taxes. 

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

Note 6 - Short-Term and Long-Term Debt 

KU's long-term debt includes $33 million classified as current liabilities because these bonds are 
subject to tender for purchase at the option ofthe holder and to mandatory tender for purchase 
upon the occurrence of certain events. These bonds include Carroll County Series 2002 A and B, 
Muhlenberg County Series 2002 A and Mercer County Series 2002 A. These bonds mature in 
2032. KU does not expect to pay these amounts in 2008. The average annualized interest rate for 
these bonds during the nine months ended September 30, 2008, was 1.90%. 
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As of September 30, 2008, KU maintained a bilateral line of credit totaling $35 million which 
matures in June 2012. At that time, there was no balance outstanding under this facility. See 
Note 9 Subsequent Events. 

Pollution control series bonds are obligations ofKU issued in connection with tax-exempt 
pollution control revenue bonds issued by various governmental entities, principally counties in 
Kentucky. A loan agreement obligates KU to make debt service payments to the county that 
equate to the debt service due fl:om the county on the related pollution control revenue bonds. 
Until a series of financing transactions was completed during February 2007, the county's debt 
was also secured by an equal amount ofKU's first mortgage bonds that were pledged to the 
trustee for the pollution control revenue bonds that match the terms and conditions ofthe 
county's debt, but require no payment of principal and interest unless KU defaults on the loan 
agreement. Subsequent to Febl'L\ary 2007, the loan agreement is an unsecured obligation ofKU. 
Proceeds fi'om bond issuances for environmental equipment (primarily related to the installation of 
FGDs) were held in trust pending expenditure for qualifYing assets. At September 30, 2008, KU 
had no bond proceeds in trust, and at December 31,2007, KU had $11 million of bond proceeds in 
trust, included in restricted cash in the balance sheets. 

Several of the KU pollution control bonds are insured by monoline bond insurers whose ratings 
have been under pressure due to exposures relating to insurance of SUb-prime mortgages. At 
September 30, 2008, KU had an aggregate $333 million of outstanding pollution control 
indebtedness, of which $193 million is in the form of insured auction rate securities wherein 
interest rates are reset either weekly 01' every 35 days via an auction process. Beginning in late 
2007, the interest rates on these insured bonds began to increase due to investor concel'l1s about 
the creditwOlthiness of the bond insurers. In 2008, interest rates have continued to increase, and 
the Company has experienced "failed auctions" when there are insufficient bids for the bonds. 
When there is a failed auction, the interest rate is set pursuant to a formula stipulated in the 
indenture, which can be as high as 15%. During the nine months ended September 30, 2008 and 
2007, the average rate on the auction rate bonds was 4.72% and 3.29%, respectively. The 
instruments governing these auction rate bonds permit KU to convert the bonds to other interest 
rate modes, such as various short-term variable rates, long-term fixed rates 01' intermediate-term 
fixed rates that are reset infrequently. In the first nine months of2008, the ratings of the Carroll 
County 2004 Series A bonds were downgraded from Aaa to A2 by Moody's and from AAA to 
AA, and subsequently to A and then to BBB+, by S&P, and the Carroll County 2006 Series C 
bonds were downgraded fi'om Aaa to A2 by Moody's and fi'OID AAA to A-, and subsequently to 
BBB+, by S&P due to downgrades ofthe bond insurer. The ratings ofthe following bonds were 
downgraded from Aaa to Aa3 by Moody's and from AAA to AA by S&P due to downgrades of 
the bond insurer: Mercer County 2000 Series A, Carroll County 2002 Series C, Carroll County 
2005 Series A and B, Carroll County 2006 Series A and B, Carroll County 2007 Series A and 
Trimble County 2007 Series A. 

In Febl'L\ary 2008, KU issued a notice to bondholders of its intention to convert the Carroll 
County 2007 Series A bonds and the Trimble County 2007 Series A bonds fi'om the auction rate 
mode to a fixed interest rate mode, as permitted under the loan documents. These conversions 
were completed in April 2008, and the new rates on the bonds are 5.75% and 6.00%, 
respectively. 

In March 2008, KU issued notices to bondholders of its intention to convert the Carroll County 
2006 Series C bonds and the Mercer County 2000 Series A bonds fi'OID the auction rate mode to 
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a weekly interest rate mode, as permitted under the loan documents. The Carroll County 
conversion was completed in April 2008, and the Mercer County conversion was completed in 
May 2008. In connection with these conversions, KU purchased the bonds from the remarketing 
agent. 

In June 2008, KU issued notices to bondholders of its intention to convert the Carroll County 
2004 Series A bonds fi'om the auction rate mode to a weekly interest rate mode, as permitted 
under the loan documents. The conversion was completed in July 2008. In connection with the 
conversion, KU purchased the bonds fi'om the remarketing agent. 

As of September 30,2008, KU had repurchased bonds in the amount of$80 million. KU will 
hold some or all of such repurchased bonds until a later date, at which time KU may refinance, 
remarket or further convert such bonds. Uncertainty in markets relating to auction rate securities 
or steps KU has taken or may take to mitigate such uncertainty, such as additional conversion, 
subsequent restl'llcturings or redemption and refinancing, could result in KU incurring increased 
interest expense, transaction expenses or other costs and fees or experiencing reduced liquidity 
relating to existing or future pollution control financing structures. 

KU participates in an intercompany money pool agreement wherein RON U.S. andlor LG&E 
make fimds available to KU at market-based rates (based on highly rated commercial paper 
issues) of up to $400 million. Details of the balances are as follows: 

($ in millions) 
September 30, 2008 
December 31, 2007 

Total Money 
Pool Available 

$400 
$400 

Amount 
Outstanding 

$116 
$ 23 

Balance 
Available 

$284 
$377 

Average 
Interest Rate 

2.45% 
4.75% 

RON U.S. maintains a revolving credit facility totaling $489 million at September 30, 2008 and 
$150 million at December 31, 2007, to ensure funding availability for the money pool. The 
revolving facility as of September 30, 2008, is split into separate loans totaling $489 million. 
One facility, totaling $150 million, is with RON North America, Inc., while the remaining loans, 
totaling $339 million, are with Fidelia; both are affiliated companies. The facility as of 
December 31, 2007, is with RON North America, Inc. The balances are as follows: 

($ in millions) 
September 30, 2008 
December 31, 2007 

Total Available 
$489 
$150 

Amount 
Outstanding 

$469 
$ 62 

Balance 
Available 

$20 
$88 

Average 
Interest Rate 

3.94% 
4.97% 

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

The issuances oflong-term debt year-to-date through September 30, 2008, are summarized 
below: 

($ in millions) Principal Securedl 
Year Descri12tion Amount Rate Unsecured Maturitx 
2008 Due to Fidelia $50 6.16% Unsecured 2018 
2008 Due to Fidelia $50 5.645% Unsecured 2018 
2008 Due to Fidelia $75 5.85% Unsecured 2023 
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Except as may be discussed in this quarterly report (including Note 2), material changes have not 
occurred in the current status of various commitments or contingent liabilities from that 
discussed in KU's Annual Report for the year ended December 3 I, 2007 (including in Notes 2 
and 9 to the financial statements ofKU contained therein). See the above-referenced notes in 
KU's Annual Report regarding such commitments or contingencies. 

Owensboro Contract Litigation. In May 2004, the City of Owensboro, Kentucky and OMU 
commenced a suit now removed to the U.S. District Court for the Western District of Kentucky, 
against KU concerning a long-term power supply contract (the "OMU Agreement") with KU. 
The dispute involves interpretational differences regarding issues under the OMU Agreement, 
including various payments or charges between KU and OMU and rights concerning excess 
power, termination and emissions allowances. The complaint seeks in excess of$6million in 
damages in connection with one of its claims for periods prior to 2004, plus damages in an 
unspecified amount for later-occurring periods on that claim and for other claims. OMU has 
additionally requested injunctive and other relief, including a declaration that KU is in material 
breach ofthe contract. KU has filed an answer in this proceeding denying the OMU claims and 
presenting counterclaims and amended such filing in January 2007, to include further 
counterclaims alleging additional damages. 

During 2005, the PERC declined KU's application to exercise exclusive jurisdiction on matters. 
In July 2005, the distI'ict court resolved a summary judgment motion made by KU in OMU's 
favor, ruling that a contractual provision grants OMU the ability to terminate the contract 
without cause upon four years' prior notice. A motion to reconsider that ruling was later denied. 

In May 2006, OMU issued a notification of its intent to terminate the OMU agreement contract 
in May 2010, without cause, absent any earlier relief which may be permitted by the proceeding, 
pursuant to the summary judgment in its favor. However, KU retains the right to appeal that 
summary judgment once the remaining claims in the lawsuit are adjudicated. The parties 
completed discovery and filed various dispositive motions before the court. 

In September and October 2008, the court granted rulings on a number of summary judgment 
petitions in KU's favor, including determinations that KU's interpretation of facilities charge 
fund payments was accurate; that KU is the proportionate owner of NO x allowances allocated to 
the OMU plant by the government; that OMU's claim for back-up power charges should be 
capped at a certain price and a denial of OMU's petition to dismiss KU's counterclaim. The 
summary judgment rulings dismiss a substantial portion ofOMU's material claims. Following 
the trial or other qualifying procedural occurrence, the various summary judgment motions 
would become appealable. The trial began on October 21, 2008 on the remaining matters before 
the court, including KU's counterclaim that OMU has failed to operate and maintain its plant in a 
good and workmanlike manner. The parties retain celtain appeal rights and the Company is 
currently unable to determine the final outcome of this matter. 

Construction Program. KU had approximately $224 million of commitments in connection with 
its construction program at September 30, 2008. 

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

Te2 Air Permit. The Sierra Club and other environmental groups filed a petition challenging 
the air permit issued for the TC2 baseload generating unit which was issued by the KDAQ in 
November 2005. The filing ofthe challenge did not stay the permit, so the Company was free to 
proceed with construction during the pendancy of the action. In June 2007, the state hearing 
officer assigned to the matter recommended upholding the air permit with minor revisions. In 
September 2007, the Secretary of the Kentucky Environmental and Public Protection Cabinet 
issued a final Order approving the hearing officer's recommendation and upholding the permit. 
In September 2007, KU administratively applied for a permit revision to reflect minor design 
changes. In October 2007, the environmental groups submitted comments objecting to the draft 
permit revisions and, in patt, attempting to reassert general objections to the generating unit. In 
January 2008, the KDAQ issued a final permit revision. The environmental groups did not 
appeal the final Order upholding the permit 01' file a petition challenging the permit revision by 
the applicable deadlines. However, in October 2007, the environmental groups filed a lawsuit in 
federal court seeking an order for the EPA to grant or deny their pending petition for the EPA to 
"veto" the state air permit and in April 2008, they filed a petition seeking veto of the permit 
revision. In September 2008, the EPA issued an order denying nine of eleven claims alleged in 
one of the petitions, but finding deficiencies in two areas of the permit. The KDAQ has 90 days 
to respond to the EPA's order. Although the Company does not expect material changes in the 
permit as a result of the petitions, the EPA has yet to I'Ule on several additional claims. The 
Company is currently unable to determine the final outcome of this matter or the impact of an 
unfavorable determination upon the Company's financial condition or results of operations. 

Environmental Matters. KU's operations are subject to a number of environmental laws and 
regulations in each of the jurisdictions in which it operates, governing, among other things, ait· 
emissions, wastewater discharges, the use, handling and disposal of hazardous substances and 
wastes, soil and groundwater contamination and employee health and safety. 

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

Ambient Air Quality. The Clean Air Act requires the EPA to periodically review the available 
scientific data for six criteria pollutants and establish concentration levels in the ambient air 
sufficient to protect the public health and welfare with an extra margin for safety. These 
concentration levels are known as NAAQS. Each state must identifY "nonattainment areas" 
within its boundaries that fail to comply with the NAAQS and develop a SIP to bring such 
nonattainment areas into compliance. If a state fails to develop an adequate plan, the EPA must 
develop and implement a plan. As the EPA increases the stringency of the NAAQS through its 
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periodic reviews, the attainment status of various areas may change, thereby triggering additional 
emission reduction obligations under revised SIPs aimed to achieve attainment. 

In 1997, the EPA established new NAAQS for ozone and fine particulates that required 
additional reductions in S02 and NOx emissions fi'om power plants. In 1998, the EPA issued its 
final "NOx SIP Call" rule requiring reductions in NOx emissions of approximately 85% from 
1990 levels in order to mitigate ozone transport from the midwestern U.S. to the northeastern 
U.S. To implement the new federal requirements, Kentucky amended its SIP in 2002 to require 
electric generating units to reduce their NOx emissions to O. I 5 pounds weight per MMBtu on a 
company-wide basis. In 2005, the EPA issued the CAIR which required additional S02 emission 
reductions of70% and NOx emission reductions of 65% from 2003 levels. The CAIR provided 
for a two-phase cap and trade program, with initial reductions of NO x and S02 emissions due by 
2009 and 2010, respectively, and final reductions due by 2015. In 2006, Kentucky proposed to 
amend its SIP to adopt state requirements similar to those under the federal CAIR. Depending on 
the level of action determined necessary to bring local nonattainment areas into compliance with 
the new ozone and fine particulate standards, KU's power plants are potentially subject to 
additional reductions in S02 and NOx emissions. In March 2008, the EPA issued a revised 
NAAQS for ozone, which contains a more stringent standard than that contained in the previous 
regulation. At present, KU is unable to determine what, if any, additional requirements may be 
imposed to achieve compliance with the new ozone standard. 

In July 2008, a federal appeals COlllt issued a ruling finding statutory and regulatory infirmities in 
the CAIR and potentially vacating it, and has conducted subsequent proceedings on the matter. 
During October 2008, the appellate court issued a ruling requesting briefs of the patties 
regarding whether vacating the CAIR is the applicable reliefto be granted. KU, LG&E and 
industry parties are monitoring these further proceedings. Depending upon the course of such 
matters, the CAIR could be superseded by new or revised NOx or SO, regulations with different 
or more stringent requirements and SIPs which incorporate CAIR requirements could be subject 
to revision. KU is also reviewing aspects of its compliance plan relating to the CAIR, including 
scheduled or contracted pollution control construction programs. Finally, as discussed below, the 
current invalidation of the CAIR results in some uncertainty with respect to certain other EPA or 
state programs and proceedings and KU's and LG&E's compliance plans relating thereto, due to 
the interconnection of the CAIR and CAIR-associated steps with such associated programs. At 
present, KU is not able to predict the outcomes of the legal and regulatory proceedings related to 
the CAIR and whether such outcomes could have a material effect on the Company's financial or 
operational conditions. 

Hazardous Air Pollutants. As provided in the 1990 amendments to the Clean Air Act, the EPA 
investigated hazardous air pollutant emissions from electric utilities and submitted a report to 
Congress identifying mercury emissions from coal-fired power plants as warranting further 
study. In 2005, the EPA issued the CAMR establishing mercury standards for new power plants 
and requiring all states to issue new SIPs including mercury requirements for existing power 
plants. The EPA issued a model rule which provides for a two-phase cap and trade program with 
initial reductions due by 2010 and final reductions due by 2018. The CAMR provided for 
reductions of 70% fi'om 2003 levels. The EPA closely integrated the CAMR and CAIR programs 
to ensure that the 2010 mercury reduction targets would be achieved as a "co-benefit" of the 
controls installed for purposes of compliance with the CAIR. 
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In February 2008, a federal appellate court issued a decision vacating the CAMR. Celtain parties 
have filed a petition seeking review in the U.S. Supreme Court. Depending on the final outcome 
of the pending appeal, the CAMR could be superseded by new mercury reduction rules with 
different or more stringent requirements. Kentucky has subsequently proposed to repeal the 
corresponding state mercUlY regulations. At present, KU is not able to predict the outcomes of 
the legal and regulatory proceedings related to the CAMR and whether such outcomes could 
have a material effect on the Companies' financial or operational conditions. 

Acid Rain Program. The 1990 amendments to the Clean Air Act imposed a two-phased cap and 
trade program to reduce S02 emissions from power plants that were thought to contribute to 
"acid rain" conditions in the nOltheastern U.S. The 1990 amendments also contained 
requirements for power plants to reduce NOx emissions through the use of available combustion 
controls. 

Regional Haze. The Clean Air Act also includes visibility goals for certain federally designated 
areas, including national parks, and requires states to submit SIPs that will demonstrate 
reasonable progress toward preventing future impairment and remedying any existing 
impairment of visibility in those areas. In 2005, the EPA issued its CAVR detailing how the 
Clean Air Act's BART requirements will be applied to facilities, including power plants, built 
between 1962 and 1974 that emit celtain levels of visibility impairing pollutants. Under the final 
rule, as the CAIR provided for more visibility improvement than BART, states are allowed to 
substitute CAIR requirements in their regional haze SIPs in lieu of controls that would otherwise 
be required by BART. The final rule has been challenged in the courts. Additionally, because 
the regional haze SIPs incorporate certain CAIR requirements, the final outcome of the challenge 
to CAIR could potentially impact regional haze SIPs. See "Ambient Air Quality" above for a 
discussion of CAIR-related uncertainties. 

Installation of Pollution Controls. Many ofthe programs under the Clean Air Act utilize cap and 
trade mechanisms that require a company to hold sufficient emissions allowances to cover its 
authorized emissions on a company-wide basis and do not require installation of pollution 
controls on every generating unit. Under cap and trade programs, companies are free to focus 
their pollution control efforts on plants where such controls are particularly efficient and utilize 
the resulting emission allowances for smaller plants where such controls are not cost effective. 
KU met its Phase I S02 requirements primarily through installation ofFGD equipment on Ghent 
Unit I. KU's strategy for its Phase II S02 requirements, which commenced in 2000, includes the 
installation of additional FGD equipment, as well as using accumulated emission allowances and 
fuel switching to defer celtain additional capital expenditures. In order to achieve the NOx 
emission reductions and associated obligations, KU installed additional NOx controls, including 
SCR technology, during the 2000 to 2007 time period at a cost of$220 million. In 2001, the 
Kentucky Commission granted approval to recover the costs incurred by KU for these projects 
through the environmental surcharge mechanism. Such monthly recovery is subject to periodic 
review by the Kentucky Commission. 

In order to achieve mandated emissions reductions, KU expects to incur additional capital 
expenditures totaling approximately $520 million during the 2008 through 2010 time period for 
pollution controls, including FGD and SCR equipment, and additional operating and 
maintenance costs in operating such controls. In 2005, the Kentucky Commission granted 
approval to recover the costs incurred by KU for these projects through the ECR mechanism. 
Such monthly recovery is subject to periodic review by the Kentucky Commission. KU believes 
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its costs in reducing S02, NOx and mercury emissions to be comparable to those of similarly 
situated utilities with like generation assets. KU's compliance plans are subject to many factors 
including developments in the emission allowance and fuels markets, future legislative and 
regulatory enactments, legal proceedings and advances in clean air technology. KU will continue 
to monitor these developments to ensure that its environmental obligations are ll1et in the most 
efficient and cost-effective manner. See "Ambient Air Quality" above for a discussion ofCAIR
related uncertainties. 

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

Brown New Source Review Litigation. In April 2006, the EPA issued an NOV alleging that KU 
had violated certain provisions of the Clean Air Act's new source review rules relating to work 
performed in 1997, on a boiler and turbine at KU's E.W. Brown generating station. In December 
2006, the EPA issued a second NOV alleging the Company had exceeded heat input values in 
violation of the air permit for the unit. In March 2007, the U.S. Department of Justice filed a 
complaint in federal court in Kentucky alleging the same violations specified in the prior NOVs. 
The complaint seeks civil penalties, including potential per-day fines, remedial measures and 
injunctive relief. In April 2007, KU filed an answer in the civil suit denying the allegations. In 
July 2007, the court entered a schedule providing for a July 2009 date for trial. The parties are 
currently proceeding with discovery while concurrently engaged in active settlement 
negotiations. A $3 million accrual has been recorded based on the current status of those 
discussions, however, KU cannot determine the overall outcome or potential effects of these 
matters, including whether substantial fines, penalties or remedial measures may result, which 
could be in excess of the amount reserved. Also of uncertain potential effect, ifany, is the 
invalidation of the CAIR on the progress or content of settlement discussions. See "Ambient Air 
Quality" above for a discussion of CAIR-related uncertainties. 

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

Ghent Opacity NOV. In September 2007, the EPA issued an NOV alleging that KU had violated 
certain provisions of the Clean Air Act's operating rules relating to opacity during June and July 
of2007 at Units I and 3 ofKU's Ghent generating station. The parties have met on this matter 
and KU has received no further communications fi'om the EPA. KU is not able to estimate the 
outcome or potential effects of these matters, including whether substantial fines, penalties or 
remedial measures may result. 

General Environmental Proceedings. From time to time, KU appears before the EPA, various 
state or local regulatory agencies and state and federal courts regarding matters involving 
compliance with applicable environmental laws and regulations. Such matters include liability 
under the Comprehensive Environmental Response, Compensation and Liability Act for cleanup 
at various off-site waste sites and claims regarding GHG emissions fi'om KU's generating 
stations. Based on analysis to date, the resolution of these matters is not expected to have a 
material impact on the operations ofKU. 

Note 8 - Related Party Transactions 

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

Electric Purchases 

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

(in millions) 
Electric operating revenues from LG&E 
Purchased power from LG&E 

Interest Charges 

Three Months Ended 
September 30, 

2008 2007 
$15 $ 7 
21 18 

Nine Months Ended 
September 30, 
2008 2007 
$44 $33 

73 71 

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

(in millions) 
Interest on money pool loans 
Interest on Fidelia loans 

Other Intercompany Billings 

Three Months Ended 
September 30, 

2008 2007 
$ I $ 2 

14 9 

Nine Months Ended 
September 30, 
2008 2007 
$ I $ 5 

40 24 

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

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

Intercompany billings to and fi'om KU were as follows: 

Three Months Ended Nine Months Ended 

(in millions) 
E.ON U.S. Services billings to KU 
KU billings to LG&E 
LG&E billings to KU 
KU billings to E.ON U.S. Services 

September 30, 
2008 2007 
$62 $42 
21 II 

2 
22 

September 30, 
2008 2007 
$173 $389 

58 33 
5 35 
2 24 

In June 2008, LG&E transferred assets related to Trimble County Unit 2 with a net book value of 
$10 million to KU. 

In March, June and September 2008, KU received capital contributions fi'om its common 
shareholder, E.ON U.S., in the amounts of $25 million, $50 million and $50 million, 
respectively. 
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On October 17,2008, KU closed on a new $78 million bilateral line of credit which has a 364 
day maturity. 

On October 17, 2008, KU issued Carroll County 2008 Series A tax exempt bonds in the amount 
of$78 million. The new bonds mature on February I, 2032, and bear interest at a variable rate. 
The new bonds refinance four existing Series F bonds (Carroll County 2005 Series A and C -
$13 million each and the Carroll County 2006 Series A and C - $17 million each), and includes 
$18 million of new funding. The proceeds from the new funding will be held in escrow pending 
incurrence of qualifying expenditures. 

On October 27, 2008, KU filed an application with the Kentucky Commission requesting 
approval to establish a regulatory asset, and defer for future recovery, $3 million of expenses 
related to the Hurricane Ike wind storm restoration. An order has been requested by the end of 
the year. 

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

On November 5,2008, the ratings of the Mercer County 2000 Series A bonds, Carroll County 
2002 Series C bonds, Carroll County 2006 Series B bonds, Carroll County 2007 Series A bonds 
and Trimble County 2007 Series A bonds were downgraded from Aa3 to A2 by Moody's, due to 
downgrades of the bond insurer. 
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Management's Discussion and Analysis of Financial Condition and Results of 
Operations 

General 

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

Some of the following discussion may contain forward-looking statements that are subject to celtain 
risks, unceltainties and assumptions. Such forward-looking statements are intended to be identified 
in this document by the words "anticipate," "expect," "estimate," "objective," "possible," "potential" 
and similar expressions. Actual results may vary materially. Factors that could cause actual results 
to differ materially include: general economic conditions; business and competitive conditions in 
the energy indllstry; changes in federal or state legislation; unusual weather; actions by state or 
federal regulatory agencies; and other factors described fi'om time to time in the Company's repOlts, 
including the Annual RepOlt for the year ended December 31, 2007. 

Executive Summary 

Business 

KU, incorporated in Kentucky in 1912 and in Virginia in 1991, is a regulated public utility 
engaged in the generation, transmission, distribution and sale of electric energy in Kentucky, 
Virginia and Tennessee. As of September 30, 2008, KU provided electricity to approximately 
507,000 customers in 77 counties in central, southeastern and western Kentucky, approximately 
30,000 customers in 5 counties in southwestern Virginia and 5 customers in Tennessee. KU's 
service area covers approximately 6,600 square miles. KU's coal-fired electric generating 
stations produce most ofKU's electricity. The remainder is generated by a hydroelectric power 
plant and natural gas and oil fueled combustion turbines. In Virginia, KU operates under the 
name Old Dominion Power Company. KU also sells wholesale electric energy to 12 
municipalities. 

KU is a wholly-owned subsidiary ofE.ON U.S., an indirect wholly-owned subsidiary ofE.ON, a 
German corporation, making KU an indirect wholly-owned subsidiary ofE.ON. KU's affiliate, 
LG&E, is a regulated public utility engaged in the generation, transmission, distribution and sale 
of electric energy and the distribution of natural gas in Kentucky. 

In July 2008, KU filed an application with the Kentucky Commission requesting increases in 
base electric rates of approximately 2.0% or $22 million annually. In conjunction with the filing 
ofthe application for a change in base rates, based on previous Orders by the Kentucky 
Commission approving settlement agreements among all interested patties, the VDT surcredit 
terminated in August 2008, and the merger surcredit will terminate upon the implementation of 
new base rates. The termination of the VDT surcredit and merger surcredit will result in a $16 
million increase in revenues annually. A hearing for the Kentucky base rate case is scheduled 
beginning on January 13, 2009. The requested rates have been suspended until February 5,2009, 
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at which time they may be put into effect, subject to refund, if the Kentucky Commission has not 
issued an order in the proceeding. 

In September 2008, high winds fi'om the remnants of the Hurricane Ike wind storm passed 
through KU's service territory causing significant outages and system damage. In October 2008, 
KU filed an application with the Kentucky Commission requesting approval to establish a 
regulatory asset, and defer for future recovery, $3 million of expenses related to the storm 
restoration. An order has been requested by the end of the year. 

Environmental Matters 

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

Results of Operations 

The electric utility business is affected by seasonal temperatures. As a result, operating revenues 
(and associated operating expenses) are not generated evenly throughout the year. 

Net Income 

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

Net income for the three months ended September 30, 2008, decreased $7 million compared to 
the same period in 2007. The decrease was primarily the result of increased operating expense 
($34 million), increased interest expense ($4 million) and increased income taxes ($1 million), 
partially offset by increased electric revenues ($26 million) and other income ($6 million). 

Revenues 

Revenues increased $26 million in the three months ended September 30, 2008, primarily due to: 
• Increased fuel costs billed to customers through the FAC ($23 million) due to increased 

fuel prices 
• Increased wholesale sales ($12 million) due to increased intercompany volumes, 

increased wholesale market pricing and increased volume due to decreased native load 
• Increased ECR surcharge ($8 million) due to increased recoverable capital spending 
• Increased demand charges ($5 million) due to higher peak load 
• Decreased sales volumes to native load ($24 million) due in part to a 19% decrease in 

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

Expenses 

Fuel for electric generation comprises a large component of total operating expenses. Increases 
01' decreases in the cost of fuel are reflected in retail rates through the FAC, subject to the 
approval of the Kentucky Commission, the Virginia Commission and the FERC. 
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Fuel for electric generation increased $9 million in the three months ended September 30,2008, 
primarily due to: 

• Increased commodity and transportation costs for coal and natural gas ($14 million) 
• Decreased generation ($5 million) due to decreased native load 

Power purchased expense increased $15 million in the three months ended September 30, 2008, 
primarily due to: 

• Increased pricing and volumes on purchases for native load ($9 million) due to increased 
coal and gas costs and unit outages 

• Increased intercompany volumes purchased ($4 million) due to lower native load 
requirements for LG&E as a result of milder weather, lower industrial sales and power 
outages from the Hurricane Ike wind storm, resulting in the purchase of excess power 
fi'om LG&E 

• Increased demand payments ($1 million) due to a new capacity contract 

Other operation and maintenance expense increased $5 million in the three months ended 
September 30, 2008, due to increased maintenance expense ($3 million) and increased other 
operation expense ($2 million). 

Maintenance expense increased $3 million in the three months ended September 30, 2008, 
primarily due to: 

• Increased electric maintenance ($1 million) due to higher cost of outside contractors and 
materials 

• Increased distribution maintenance ($1 million) due to the Hurricane Ike wind storm 
• Increased cost for other indirect maintenance ($1 million) due to increased software 

maintenance lease cost 

Other operation expense increased $2 million in the three months ended September 30, 2008, 
primarily due to increased outside services due to increased legal expenses as a result of ongoing 
litigation, mainly with OMV. 

Interest expense, including interest expense to affiliated companies, increased $4 million in the 
three months ended September 30, 2008, primarily due to increased interest expense to affiliated 
companies due to increased borrowing. 

Effective Rate 
Statutory federal income tax rate 
State income taxes net of federal benefit 
Reduction of income tax reserve 
AmOltization of investment tax credits 
Dividends received deduction related 

to EEl Investment 
Other differences 
Effective income tax rate 

Three Months 
Ended 

September 30, 2008 

28 

35.0% 
2.8 
(0.8) 
(0.2) 

(3.9) 

.iUl 
30.6% 

Three Months 
Ended 

September 30, 2007 

35.0% 
3.1 

(0.7) 
(0.1) 

(2.5) 

ml 
26.5% 
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The effective income tax rate increased for the three months ended September 30, 2008, 
compared to the three months ended September 30, 2007 due primarily to the tax benefits 
resulting from income tax estimates recorded in 2006 being adjusted to the actual income tax 
return filed, which is included in the other differences, in the three months ended September 30, 
2007. This was partially offset by decreased state income taxes net offederal benefit due to an 
increase in state coal credits and an increase in tax benefits associated with increased dividends 
received fi'om EEL 

Net Income 

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

Net income for the nine months ended September 30, 2008, decreased $13 million compared to 
the same period in 2007. The decrease was primarily the result of increased operating expense 
($95 million) and increased interest expense ($11 million), partially offset by increased electric 
revenues ($76 million), lower income taxes ($9 million) and higher other income ($8 million). 

Revenues 

Revenues in the nine months ended September 30, 2008, increased $76 million primarily due to: 
• Increased fuel costs billed to customers through the FAC ($85 million) due to increased 

fiwl prices 
• Increased wholesale sales ($19 million) due to increased wholesale market pricing and 

increased volume due to decreased native load 
• Decreased sales volumes delivered to native load ($28 million) due in patt to a 24% 

decrease in cooling degree days 

Expenses 

Fuel for electric generation comprises a large component of total operating expenses. Increases 
or decreases in the cost offuel are reflected in retail rates through the FAC, subject to the 
approval ofthe Kentucky Commission, the Virginia Commission and the FERC. 

Fuel for electric generation increased $26 million in the nine months ended September 30, 2008, 
primarily due to: 

• Increased commodity and transportation costs for coal and natural gas ($21 million) 
• Increased generation ($5 million) due to increased wholesale sales 

Power purchased expense increased $35 million in the nine months ended September 30, 2008, 
primarily due to: 

• Increased pricing and volumes on purchases for native load ($28 million) due to 
increased coal and gas costs and unit outages 

• Increased intercompany costs ($4 million) due to higher fuel costs 
• Increased demand payments ($2 million) due to a capacity contract 
• Increased wholesale purchase cost ($1 million) due to increased volumes and prices 
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Other operation and maintenance expense increased $24 million in the nine months ended 
Septem ber 30, 2008, due to increased maintenance expense ($13 million) and increased other 
operation expense ($11 million). 

Maintenance expense increased $13 million in the nine months ended September 30, 2008, 
primarily due to: 

• Increased electric and boiler maintenance expense ($5 million) due to higher cost of 
outside contractors and materials 

• Increased overhead conductor and devices maintenance expense ($4 million) due to the 
Hurricane Ike wind storm and other storm restoration earlier in the year 

• Increased steam maintenance expense ($2 million) due to high energy piping inspections 
and repairs 

• Increased cost for other indirect maintenance ($2 million) due to increased software 
maintenance lease cost 

Other operation expense increased $11 million in the nine months ended September 30,2008, 
primarily due to: 

• Increased generation expense due to increased unit outages and increased transmission 
expense to covel' native load demand ($4 million) 

• Increased outside services ($3 million) due to increased legal expenses as a result of 
ongoing litigation, mainly with OMU 

• Increased expense for uncollectible accounts ($2 million) 
• Increased cost of consumables ($1 million) primarily due to increased contract pricing 
• Increased distribution expense ($1 million) due to the Hurricane Ike wind storm and other 

storm restoration earlier in the year 

Interest expense, including interest expense to affiliated companies, increased $11 million in the 
nine months ended September 30, 2008, primarily due to increased interest expense to affiliated 
companies due to increased borrowing. 

Effective Rate 
Statutory federal income tax rate 
State income taxes net of federal benefit 
Reduction of income tax reserve 
Amortization of investment tax credits 
Dividends received deduction related 

to EEl investment 
Other differences 
Effective income tax rate 

Nine Months 
Ended 

September 30. 2008 

35.0% 
2.8 
(0.3) 
(0.1) 

(4.3) 
(2.7) 

30.4% 

Nine Months 
Ended 

September 30, 2007 

35.0% 
3.3 
(0.3) 
(0.2) 

(2.7) 
Qdl 
31.6% 

The effective income tax rate decreased for the nine months ended September 30, 2008, 
compared to the nine months ended September 30, 2007. State income taxes net of federal 
benefit decreased due to an increase in state coal credits. Also contributing to the lower effective 
rate were the tax benefits associated with increased dividends received from EEL 
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Liquidity and Capital Resources 

KU uses net cash generated fi'om its operations, external financing (including financing from 
affiliates) and/or infusions of capital fi'om its parent mainly to fund construction of plant and 
equipment. KU cUl'rentiy has a working capital deficiency of$97 million, primarily due to short
term debt from affiliates associated with the repurchase of certain of its tax-exempt bonds 
totaling $80 million. These bonds are being held until they can be refinanced or restructUl'ed. 
See Notes 6 and 9 of Notes to Financial Statements. KU believes that its SOUl'ces of funds will be 
sufficient to meet the needs of its business in the foreseeable iilture. 

KU and LG&E sponsor pension and postretirement benefit plans for their employees. The 
performance of the capital markets affects the values ofthe assets that are held in trust to satisfY 
futUl'e obligations under the defined benefit pension plans. The market value of the combined 
investments within the plans declined by approximately 18% dUl'ing the nine months ended 
September 30, 2008 due to the recent volatility in the capital markets. The benefit plan assets and 
obligations of KU and LG&E are remeasured annually using a December 31 meaSUl'ement date. 
KU and LG&E expect that investment losses will result in an increase to the plans' unfunded 
status upon actuarial revaluation of the plaus. Changes in the value of plan assets will not impact 
the income statement for 2008; however, reduced benefit plan assets will result in increased 
benefit costs in future years and may increase the amount, and accelerate the timing of, required 
filture funding contributions. Such increases could be material to KU and LG&E beginning in 
2009, however, the amount of such contributions cannot be determined at this time. 

Operating Activities 

Cash provided by operations was $243 million and $209 million for the nine months ended 
September 30, 2008 and 2007, respectively. 

The 2008 increase of$34 million was primarily the result of increases in cash due to changes in: 
• Accounts payable ($37 million) 
• FAC receivable, net ($26 million) 
• Pension funding ($11 million) due to higher pension funding in 2007 
• Other current liabilities ($7 million) 
• Accounts receivable ($5 million) 
• Other ($1 million) 

These increases were partially offset by cash provided by changes in: 
• Materials and supplies ($34 million) 
• Earnings, net of non-cash items ($10 million) 
• Prepayments and other current assets ($9 million) 

Investing Activities 

The primaty use of funds for investing activities continues to be for capital expenditures. Capital 
expenditures were $554 million and $512 million in the nine months ended September 30, 2008 
and 2007, respectively. Net cash used for investing activities increased $25 million in the nine 
months ended September 30, 2008, compared to 2007, primarily due to increased capital 
expenditUl'es of$42 million and an asset transferred from LG&E of$IO million. The increase in 

31 



Attachment to Response to KU AG-1 Question No. 217 
Page 91 of 163 

Arbough 

restricted cash of$27 million represents the escrowed proceeds of the pollution control bonds 
issued, which were disbursed as qualifying costs were incurred. 

Financing Activities 

Net cash inflows from financing activities were $313 million and $315 million in the nine 
months ended September 30, 2008 and 2007, respectively. Net cash provided by financing 
activities decreased $2 million in the nine months ended September 30, 2008 compared to 2007, 
due to decreased long-term borrowings fi'om an affiliated company of$103 million, the issuance 
of pollution control bonds of$81 million in 2007 and the reacquisition of bonds in the amount of 
$80 million, partially offset by the retirement of first mortgage bonds of$107 million in 2007, 
increased short-term borrowings from an affiliated company of$85 million and increased 
infusions from E.ON U.S. of$70 million. 

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

Future Capital Requirements 

KU's construction program is designed to ensure that there will be adequate capacity and 
reliability to meet the electric needs of its service area and to comply with environmental 
regulations. These needs are continually being reassessed and appropriate revisions are made, 
when necessmy, in construction schedules. KU expects its capital expenditures for the three year 
period ending December 31, 2010, to total approximately $1,465 million, consisting primarily of 
construction estimates for installation ofFGDs on Ghent and Brown units totaling approximately 
$425 million, construction ofTC2 totaling approximately $360 million, the Brown ash pond 
totaling approximately $40 million, a customer care system totaling approximately $25 million, 
on-going construction related to generation assets totaling approximately $360 million and 
distribution assets totaling approximately $230 million and other projects including information 
technology of approximately $25 million. 

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

KU has a variety of funding alternatives available to meet its capital requirements. KU 
participates in an intercompany money pool agreement wherein E.ON U.S. andlor LG&E make 
funds of up to $400 million available to KU at market-based rates. Fidelia also provides long
term intercompany funding to KU. See Note 6 of Notes to Financial Statements. 

Regulatory approvals are required for KU to incur additional debt. The Virginia Commission and 
the FERC authorize the issuance of short-term debt while the Kentucky Commission, the 
Virginia Commission and the Tennessee Regulatory Authority authorize the issuance of long
term debt. In November 2007, KU received a two-year authorization from the FERC to borrow 
up to $400 million in short-term funds. KU also has authorization from the Virginia Commission 
that expires at the end of2009 allowing short-term borrowing of up to $400 million. 
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KU's debt ratings as of September 30, 2008, were: 

Issuer rating 
Corporate credit rating 

Moody's S&P 

A2 
BBB+ 

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

Controls and Procedures 

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

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

The Company has assessed the effectiveness of its internal control over financial reporting as of 
December 31, 2007. In making this assessment, the Company used the criteria set forth by the 
Committee of Sponsoring Organizations of the Treadway Commission in Internal Control
Integrated Framework. The Company has concluded that, as of December 31, 2007, the 
Company's internal control over financial repOlting was effective based on those criteria. There 
has been no change in the Company's internal control over financial reporting that occurred 
during the nine months ended September 30, 2008, that has materially affected, or is reasonably 
likely to materially affect, the Company's internal control over financial reporting. 

KU is not subject to the internal control and other requirements of the Sarbanes-Oxley Act of 
2002 and associated rules (the "Act") and consequently is not required to evaluate the 
effectiveness ofthe Company's internal control over financial reporting pursuant to Section 404 
of the Act. However, as discussed above, management has evaluated the effectiveness of internal 
control over financial reporting as of December 31, 2007. Management's assessment was not 
subject to audit by the Company's independent accounting firm. 
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Legal Proceedings 

For a description of the significant legal proceedings involving KU, reference is made to the 
information under the following captions of KU's Financial Statements and Additional 
Information for the year ended December 31, 2007 (the "Annual Report"): Business, Risk 
Factors, Legal Proceedings, Management's Discussion and Analysis, Financial Statements and 
Notes to Financial Statements. Reference is also made to the matters described in Notes 2 and 7 
of this qumterly report. Except as described in this quarterly report, to date, the proceedings 
reported in KU's Annual Report have not materially changed. 

Other 

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

KU, incorporated in Kentucky in 1912 and in Virginia in 1991, is a regulated public utility engaged in the 
generation, transmission, distribution and sale of electric energy in Kentucky, Virginia and Tennessee. KU 
provides electricity to approximately 506,000 customers in 77 counties in central, southeastern and western 
Kentucky, to approximately 30,000 customers in 5 counties in southwestern Virginia and 5 customers in 
Tennessee. KU's service area covers approximately 6,600 square miles. KU's coal-fired electric generating 
stations produce most ofKU's electricity. The remainder is generated by a hydroelectric power plant and 
natural gas and oil fueled CTs. In Virginia, KU operates under the name Old Dominion Power Company. KU 
also sells wholesale electric energy to 12 municipalities. 

KU is a wholly-owned subsidiary ofE.ON U.S., formerly known as LG&E Energy LLC. E.ON U.S. is an 
indirect wholly-owned subsidiary ofE.ON, a German corporation, making KU an indirect wholly-owned 
subsidiaty ofE.ON. KU's affiliate, LG&E, is a regulated public utility engaged in the generation, transmission, 
distribution and sale of electric energy and the distribution and sale of natural gas in Kentucky. 

OPERATIONS 

The sources of operating revenues and volumes of sales for the years ended December 31, 2007 and 2006, were 
as follows: 

2007 2006 
Revenues Volumes Revenues Volumes 
(millions) (OOOMwh) (millions) (OOOMwh) 

Residential $ 430 6,847 $ 380 6,313 
Industrial & Commercial 597 11,047 547 10,776 
Municipals 90 2,058 85 1,978 
Other Retail 98 1,691 89 1,608 
Wholesale 58 1,582 109 2,473 
Total $1,213 23,225 $1,210 23,148 

KU set a new record peak load of 4,344 Mw on August 9, 2007, when the temperature reached 98 degrees 
Fahrenheit in Lexington. 
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KU's power generating system includes coal-fired units operated at its four steam generating stations. Natural 
gas and oil fheled cn supplement the system during peak or emergency periods. As of December 31,2007, 
KU owned and operated the following generating stations while maintaining a 12%-14% reserve margin: 

Steam Stations: 
Tyrone - Woodford County, KY 
Green River - Muhlenberg County, KY 
E.W. Brown - Mercer County, KY 
Ghent - Carroll County, KY 

Total Steam Stations 

Dix Dam Hydroelectric Station - Mercer County, KY 

CT Generators (Peaking capability): 
E.W. Brown - Mercer County, KY* 
Haefling - Fayette County, KY 
Paddy's Run - Jefferson County, KY * 
Trimble County - Trimble County, KY * 

Total CT Generators 
Total Capability Rating 

Summer Capability 
Rating (Mw) 

71 
163 
697 

1.932 
2,863 

24 

757 
36 
74 

632 
1,499 

~ 

* Some ofthese units are jointly owned with LG&E. See Note 10 of Notes to 
Financial Statements for information regarding jointly owned units. 

At December 31,2007, KU's transmission system included 111 substations (39 ofwhich are shared with the 
distribution system) with a total capacity of approximately 17,223 MVA and approximately 4,030 miles of 
lines. The distribution system included 481 substations (39 of which are shared with the transmission system) 
with a total capacity of approximately 6,653 MVA, 14,082 miles of overhead lines and 2,046 miles of 
underground conduit. 

KU has a purchase power agreement with OMU, owns 20% ofEEI's common stock and owns 2.5% of OVEC's 
common stock. Additional information regarding these relationships is provided in Notes 1 and 9 of Notes to 
Financial Statements. 

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

RATES AND REGULATIONS 

E.ON, KU's ultimate parent, is a registered holding company under PUHCA 2005. E.ON, its utility 
subsidiaries, including KU, and certain of its non-utility subsidiaries are subject to extensive regulation by the 
FERC with respect to numerous matters, including: electric utility facilities and operations, wholesale sales of 
power and related transactions, accounting practices, issuances and sales of securities, acquisitions and sales of 
utility prope11ies, payments of dividends out of capital and surplus, financial matters and inter-system sales of 
non-power goods and services. KU believes that it has adequate authority (including financing authority) under 
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existing FERC orders and regulations to conduct its business and will seek additional authorization when 
necessary. 

In February 2007, 'KU completed a series of financial transactions that allowed it to cease periodic reporting 
under the Securities Exchange Act of 1934. See Note 7 of Notes to Financial Statements. 

KU is subject to the jurisdiction ofthe Kentucky Commission, the Virginia Commission, the Tennessee 
Regulatory Authority and the FERC in virtually all matters related to electric utility regulation, and as such, its 
accounting is subject to SFAS No. 71, Accollnting/or the EJfocts a/Certain Types a/Regulation. Given its 
competitive position in the marketplace and the status of regulation in Kentucky and Virginia, KU has no plans 
or intentions to discontinue its application of SF AS No. 71. 

For a futiher discussion of regulatory matters, see Notes 2 and 9 of Notes to Financial Statements. 

COAL SUPPLY 

Coal-fired generating units provided approximately 96% ofKU's net Kwh generation for 2007. The remaining 
net generation for 2007 was provided by natural gas and oil fueled CT peaking units and a hydroelectric plant. 
Coal is expected to be the predominant fuel used by KU in the foreseeable future, with natural gas and oil being 
used for peaking capacity and flame stabilization in coal-fired boilers or in emergencies. KU has no nuclear 
generating units and has no plans to build any in the foreseeable future. 

KU maintains its fuel inventolY at levels estimated to be necessaty to avoid operational disruptions at its coal
fired generating units. Reliability of coal deliveries can be affected from time to time by a number offactors 
including fluctuations in demand, coal mine production issues and other supplier or transpolter operating 
difficulties. 

KU has entered into coal supply agreements with various suppliers for coal deliveries for 2008 and beyond and 
normally augments its coal supply agreements with spot market purchases. KU has a coal inventory policy 
which it believes provides adequate protection under most contingencies. 

KU expects to continue purchasing most of its coal, which has sulfur content in the 0.7% - 3.5% range, fi'om 
western and eastern Kentucky, West Virginia, southern Indiana, southern Illinois and Ohio for the foreseeable 
future. With the installation ofFGDs (S02 removal systems), KU expects its use of higher sulfur coal to 
increase. Coal is delivered to KU generating stations by a mix oftransportation modes, including barge, truck 
and rail. 

ENVIRONMENTAL MATTERS 

Protection of the environment is a major priority for KU. Federal, state and local regulatory agencies have 
issued KU permits for various activities subject to air quality, water quality and waste management laws and 
regulations. See Note 9 of Notes to Financial Statements for additional information. 

COMPETITION 

At this time, neither the Kentucky General Assembly nor the Kentucky Commission has adopted or approved a 
plan or timetable for retail electric industry competition in Kentucky. The nature or timing ofthe ultimate 
legislative or regulatory actions regarding industry restructuring and their impact on KU, which may be 
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significant, cannot currently be predicted. Some states that have already deregulated have begun discussions 
that could lead to re-regulation. See Note 2 of Notes to Financial Statements for additional information. 

EMPLOYEES AND LABOR RELATIONS 

KU had 951 full-time regular employees at December 31,2007,152 of which were operating, maintenance and 
construction employees represented by the IBEW Local 21 00 and the United Steelworkers of America ("USW A") 
Local 9447-01. Effective August 1,2006, KU and its employees represented by the IBEW Local 2100 entered 
into a new three-year collective bargaining agreement. The new agreement provides for negotiated increases or 
changes to wages, benefits or other provisions and for annual wage re-openers. A wage re-opener was 
negotiated and agreed to in July 2007. KU and employees represented by the USWA Local 9447-01 entered 
into a three-year collective bargaining agreement in August 2005, with provisions for annual wage re-openers. 
Wage re-openers were negotiated in July 2006 and July 2007. 
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OFFICERS OF THE COMPANY 

At December 31. 2007: .* 

Name Age 

Victor A. Staffieri 52 

John R. McCall 64 

S. Bradford Rives 49 

Martyn Gallus • 43 

Chris Hermann 60 

Paula H. Pottinger 50 

Paul W. Thompson 50 

Wendy C. Welsh 53 

Michael S. Beer 49 

Lonnie E. Bellar 43 

Kent W. Blake 41 

D. Ralph Bowling 50 

Laura G. Douglas 58 

R. W. Chip Keeling 51 

John P. Malloy 46 

Dorothy E. O'Brien 54 

George R. Siemens 58 

P. Greg Thomas 51 

John N. Voyles, Jr. 53 

Daniel K. Arbough 46 

Valerie L. Scott 51 
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Effective Date of Election 
to 

Position Present Position 

Chairman of the Board, President and Chief May 2001 
Executive Officer 

Executive Vice President, General Counsel, July 1994 
Corporate Secretary and Chief Compliance Officer 

Chief Financial Officer September 2003 

Senior Vice President - Energy Marketing December 2000 

Senior Vice President - Energy Delivery February 2003 

Senior Vice President - Human Resources January 2006 

Senior Vice President - Energy Services June 2000 

Senior Vice President - Information Technology December 2000 

Vice President - Federal Regulation and Policy September 2004 

Vice President - State Regulation and Rates August 2007 

Vice President - Corporate Planning and August 2007 
Development 

Vice President - Power Operations - WKE August 2002 

Vice President - Corporate Responsibility and November 2007 
Community Affairs 

Vice President - Communications March 2002 

Vice President - Energy Delivery - Retail Business April 2007 

Vice President and Deputy General Counsel- Legal October 2007 
and Environmental Affairs 

Vice President - External Affairs January 200 1 

Vice President - Energy Delivery - Distribution April 2007 
Operations 

Vice President - Regulated Generation June 2003 

Treasurer December 2000 

Controller January 2005 

Officers generally serve in the same capacities at KU and its affiliates, E.ON U.S. and LG&E. 
• Mr. Gallus is serving in a position with an international E.ON affiliate, efrective January 2008 . 
• * David Sinclair, age 46, was promoted to Vice President - Energy Marketing in Janumy 2008. 

5 



Attachment to Response to KU AG-1 Question No. 217 

Page 102 of 163 

Arbough 

Risk Factors 

KU is subject to a number of risks, including without limitation, those listed below and elsewhere in this 
document. Such risks could affect actual results and cause results to differ materially fi'om those expressed in 
any forward-looking statements made by KU. 

The rates that KU charges customers, as well as other aspects of the business, are subject to significant 
and complex governmental regulation. Federal and state entities regulate many aspects of utility operations, 
including financial and capital stmcture matters; siting and construction offucilities; rates, terms and conditions 
of service and operations; mandatory reliability and safety standards; accounting and cost allocation 
methodologies; tax matters; acquisition and disposal of utility assets and securities and other matters. Such 
regulations may subject KU to higher operating costs or increased capital expenditures and failure to comply 
could result in sanctions or possible penalties. In any rate-setting proceedings, federal or state agencies, 
intervenors and other permitted parties may challenge KU's rate request and ultimately reduce, alter or limit the 
rates KU seeks. 

Changes in transmission and wholesale power marl{et stl'Uctures, as well as KU's exit from the MISO, 
could increase costs or reduce revenues. The resulting changes to transmission and wholesale power market 
structures and prices are not estimable and may result in unforeseen effects on energy purchases and sales, 
transmission and related costs or revenues. 

Transmission and interstate market activities of KU, as well as other aspects of the business, are subject 
to significant FERC I'egulation. KU's business is subject to extensive regulation under the FERC covering 
matters including rates charged to transmission users and wholesale customers; interstate power market 
structure; construction and operation of transmission facilities; mandatory reliability standards; standards of 
conduct and affiliate restrictions and other matters. Existing FERC regulation, changes thereto or issuances of 
new rules or situations of non-compliance, can affect the earnings, operations or other activities ofKU, 

KU undertakes significant capital projects and is subject to unforeseen costs, delays or failures in such 
projects, as well as risk of fulll'ecovel'Y of such costs. The completion of these facilities without delays or 
cost overruns is subject to risks in many areas, including approval and licensing; permitting; construction 
problems or delays; increases in commodity prices or labor rates; contractor performance; weather and 
geological issues and political, labor and regulatory developments. 

KU's costs of compliance with environmental laws are significant and are subject to continuing changes. 
Extensive federal, state and local environmental regulations are applicable to KU's air emissions, water 
discharges and the management of hazardous and solid waste, among other areas; and the costs of compliance 
or alleged non-compliance cannot be predicted with certainty, Costs may take the form of increased capital or 
operating and maintenance expenses; monetat'Y fines, penalties or forfeitures or other restrictions. 

KU's operating results are affected by weather conditions, including storms and seasonal temperature 
variations, as well as by significant man-made or accidental disturbances, including terrorism or natural 
disasters. These weather or man-made factors can significantly affect KU's finances or operations by changing 
demand levels; causing outages; damaging infi'astmcture or requiring significant repair costs; affecting capital 
markets or impacting future growth, 

KU is subject to risks regarding potential developments concerning global climate change matters. Such 
developments could include potential federal or state legislation or industry initiatives limiting GHG emissions; 
establishing costs or charges on GHG emissions or on fuels relating to such emissions; requiring GHG 
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remediation or sequestration; establishing renewable portfolio standards or generation fleet-diversification 
requirements to address GHG emissions; promoting energy efficiency and conservation or other measures. 
KU's generation fleet is predominantly coal-fired and may be highly impacted by developments in this area. 

KU's business is concentrated in the Midwest United States, specifically Kentucky. Local and regional 
economic conditions, such as population growth, industrial growth or expansion and economic development, as 
well as the operational or financial performance of major industries or customers, can affect the demand for 
energy. 

KU is subject to operational risks relating to its generating plants, transmission facilities and distribution 
equipment. Operation of power plants, transmission and distribution facilities subjects KU to many risks, 
including the breakdown or failure of equipment; accidents; labor disputes; delivery/transportation problems; 
disruptions of fuel supply and performance below expected levels. 

KU could be negatively affected by rising interest rates, downgrades to company 01' bond insurer credit 
ratings that could impact the Company's bond credit ratings or other negative developments in its ability 
to access capital markets. In the ordinary course of business, KU is reliant upon adequate long-term and short
term financing means to fund its significant capital expenditures, debt interest or maturities and operating needs. 
Increases in interest rates could result in increased costs to KU. 

KU is subject to commodity price risk, credit risk, counterparty risk and other risl<s associated with the 
energy business. General market or pricing developments or failures by counterparties to perform their 
obligations relating to energy, file Is, other commodities, goods, services or payments could result in potential 
increased costs to KU. 

KU is subject to risl<s associated with defined benefit retirement plans, health care plans, wages and other 
employee-related matters. Risks include adverse developments in legislation or regulation, future costs or 
fimding levels, returns on investments, interest rates and actuarial matters, as well as, changing wage levels, 
whether related to collective bargaining agreements or employment market conditions, ability to attract and 
retain key personnel and changing costs of providing health care benefits. 
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Legal Proceedings 

For a discussion of current rates and regulatory matters, including base rate increase proceedings, merger 
surcredit proceedings, VDT proceedings, TC2 proceedings, Kentucky Commission, FERC and MISO 
proceedings and other rates or regulatory matters affecting KU, see Notes 2 and 9 of Notes to Financial 
Statements. 

Environmental 

For a discussion of environmental matters including additional reductions in S02, NOx and other emissions 
mandated by recent or potential regulations; items regarding notices of violations and other emissions 
proceedings; global warming or climate change matters and other environmental items affecting KU, see Note 9 
of Notes to Financial Statements. 

Litigation 

For a discussion of litigation matters, see Note 9 of Notes to Financial Statements. 

Other 

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

Years Ended December 31 

2007 2006 2005 2004 2003 

llm $1.210 $1.207 $ 995 $ 892 

$ 268 $ 235 $ 202 L228. $ 162 

$ . 167 $ 152 $ 112 $ 134 $ 91 

~ $3,148 $2,156 $2,610 $2,505 

~ $ 843 $ 146 .L.l2!i $ 688 

Management's Discussion and Analysis and Notes to Financial Statements should be read in 
conjunction with the above information. 
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Management's Discussion and Analysis 

The following discussion and analysis by management focuses on those factors that had a material effect on KU's 
financial results of operations and financial condition during 2007 and 2006 and should be read in connection with 
the financial statements and notes thereto. 

Forward Looking Statements 

Some ofthe following discussion may contain forward-looking statements that are subject to risks, uncertainties 
and assumptions. Such forward-looking statements are intended to be identified in this document by the words 
"anticipate," "expect," "estimate," "objective," "possible," "potential" and similar expressions. Actual results 
may materially vary. Factors that could cause actual results to materially differ include: general economic 
conditions; business and competitive conditions in the energy industry; changes in federal or state legislation; 
unusual weather; actions by state or federal regulatory agencies; actions by credit rating agencies and other 
factors described fi'om time to time in KU's reports, including as noted in the Risk Factors section of this report. 

RESULTS OF OPERATIONS 

The electric utility business is affected by seasonal temperatures. As a result, operating revenues (and associated 
operating expenses) are not generated evenly throughout the year. 

Net Income 

Net income in 2007 increased $15 million compared to 2006. The increase was primarily the result of increased 
retail sales volumes, increased ECR surcharge and decreased purchased power expense. Partially offsetting 
these items were decreased wholesale sales, higher interest expense, decreased MISO related revenue and 
decreased equity in earnings of EEL 

Revenues 

Revenues in 2007 increased $63 million primarily due to: 
• Increased fuel costs ($57 million) billed to customers through the FAC due to increased fuel prices 

and sales volumes delivered 
• Increased sales volumes delivered ($30 million) resulting from a 2% increase in heating degree days 

and a 46% increase in cooling degree days 
• Increased ECR surcharge ($25 million) due to increased recoverable capital spending 
• Increased transmission service revenues ($4 million) 

These increases were partially offset by: 
• Lower wholesale sales ($37 million) due to decreased volumes and lower wholesale market pricing 
• Lower MISO related revenue ($16 million) resulting from the exit from the MISO 

Expenses 

Fuel for electric generation comprises a large component of total operating expenses. Increases or decreases in 
the cost offuel are reflected in retail rates through the FAC, subject to the approval of the Kentucky 
Commission, the Virginia Commission and the FERC. 

10 
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Fuel for electric generation increased $37 million in 2007 primarily due to: 
• Increased cost of fuel burned ($20 million) due to higher coal prices 
• Increased generation ($17 million) due to higher demand 

Power purchased expense decreased $14 million in 2007 primarily due to: 
• Decreased volumes purchased ($19 million) due to increased internal generation 
• Increased cost per Mwh of purchases ($5 million) due to higher fuel prices 

Other operation and maintenance expenses increased $1 million in 2007 primarily due to increased maintenance 
expenses ($12 million), partially offset by decreased other operation expenses ($11 million). 

Other maintenance expenses increased $12 million in 2007 primarily due to: 
• Increased boiler maintenance expense ($7 million) 
• Increased electric plant maintenance ($5 million) 
• Increased vegetation management expense ($1 million) 
• Decreased overhead conductor and devices maintenance ($1 million) 

Other operation expenses decreased $11 million in 2007 primarily due to: 
• Decreased MISO Day 1 and Day 2 expenses ($16 million) due to the exit from the MISO 

effective September 1,2006, and refunds from the MISO for certain charges 
• Decreased VDTworkforce reduction expense ($3 million) due to completion ofVDT 

amortization in March 2006 
• Increased MISO Day 1 expense ($3 million) due to credit received from the MISO for financial 

transmission rights in 2006 
• Increased outside services expense ($3 million) 
• Increased wholesale expense ($1 million) due to a recorded credit in April 2006 for a FERC 

ordered refund from the MISO for charges assessed in excess ofthe rates in the MISO 
transmission tariff 

• Increased research and development expenses ($1 million) 

Equity earnings in EEl decreased $3 million in 2007 primarily due to decreased other electric earnings at EEl, 
resulting from decreased emission allowance sales in 2007 and increased purchased power expense. 

Other income - net increased $5 million in 2007 primarily due to increased other income ($7 million) relating to 
increased allowance for funds used during construction, gain on disposal of property and increased interest 
income from bond proceeds on deposit with a tt'llstee, partially offset by increased other expenses ($2 million) 
relating to penalties. 

Interest expense increased $17 million in 2007, primarily due to increased interest expense to affiliated 
companies resulting from increased affiliate borrowings to fund increased capital additions. 

CRITICAL ACCOUNTING POLICIES/ESTIMATES 

Preparation of financial statements and related disclosures in compliance with generally accepted accounting 
principles requires the application of appropriate technical accounting t'lIles and guidance, as well as the use of 
estimates. The application of these policies necessarily involves judgments regarding future events, including legal 
and regulatory challenges and anticipated recovery of costs. These judgments could materially impact the financial 
statements and disclosures based on vmying assumptions, which may be appropriate to use. In addition, the 
financial and operating environment also may have a significant effect, not only on the operation of the business, 
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but on the results repOlted through the application of accounting measures used in preparing the financial 
statements and related disclosures, even if the nature of the accounting policies applied has not changed. Specific 
risks for these critical accounting policies are described in the Notes to Financial Statements. Each of these has a 
higher likelihood of resulting in materially different reported amounts under different conditions or using different 
assumptions. Events rarely develop exactly as forecasted and the best estimates routinely require adjustment. 

Critical accounting policies and estimates including unbilled revenue, allowance for doubtfhl accounts, regulatory 
mechanisms, pension and postretirement benefits and income taxes are detailed in Notes 1,2,3,5,6 and 9 of Notes 
to Financial Statements. 

Recent Accounting Pronouncements. Recent accounting pronouncements affecting KU are detailed in Note 1 
of Notes to Financial Statements. 

~ LIQUIDITY AND CAPITAL RESOURCES 

KU uses net cash generated fi'om its operations and external financing (including financing from affiliates) to 
fund construction of plant and equipment and the payment of dividends. KU believes that such sources of funds 
will be sufficient to meet the needs of its business in the foreseeable future. 

As of December 31, 2007, KU is in a negative working capital position in part because of the classification of 
certain variable-rate pollution control bonds totaling $33 million that are subject to tender for purchase at the 
option ofthe holder as current portion of long-tenn debt. Credit facilities totaling $35 million are in place to 
fund such tenders, if necessary. KU has never needed to access these facilities. KU expects to cover any 
working capital deficiencies with cash flow fi'om operations, money pool borrowings and borrowings from 
Fidelia. 

Operating Activities 

Cash provided by operations was $302 million and $223 million in 2007 and 2006, respectively. 

The 2007 increase of $79 million was primarily the result of increases in cash due to changes in: 
• Earnings, net of non-cash items ($55 million) 
• Material and supplies ($33 million) due to lower coal inventories on hand at December 31, 2007 
• MISO exit fee ($20 million) due to the MISO exit being completed effective September 1,2006 
• Accrued income taxes ($15 million) due to income tax accrued during 2007 being greater than estimated 

payments 
• ECR recovelY ($1 I million) 
• Prepayments and other current assets ($9 million) 
• Other current liabilities ($8 million) 
• Other liabilities ($7 million) 
• Other regulatory assets ($4 million) 
• FAC recovery ($3 million) 

These increases were partially offset by cash used for changes in: 
• Pension and postretirement funding ($36 million) 
• Accounts payable ($26 million) 
• Property and other taxes payable ($14 million) 
• Accounts receivable ($10 million) 

12 
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The primary use of funds for investing activities continues to be for capital expenditures. Net cash used for 
investing activities increased $382 million in 2007 compared to 2006 primarily due to increased capital 
expenditures of$395 million, offset by decreased restricted cash of$13 million. Restricted cash represents the 
escrowed proceeds of the Pollution Control Bonds issued, which are disbursed as qualirying costs are incurred. 

Financing Activities 

Net cash inflows fi'om financing activities were $422 million and $124 million in 2007 and 2006, respectively. 
See Note 7 of Notes to Financial Statements for information of redemptions, maturities and issuances oflong
term debt. 

~ Future Capital Requirements 

KU expects its capital expenditures for the three-year period ending December 31,2010, to total approximately 
$1,465 million, consisting primarily of construction estimates for installation of FGDs on Ghent and Brown 
units totaling approximately $425 million, construction ofTC2 totaling approximately $360 million, the Brown 
ash pond totaling approximately $40 million, a customer care system totaling approximately $25 million and 
on-going construction related to generation and distribution assets. See Note 9 of Notes to Financial Statements 
for additional information. 

KU's construction program is designed to ensure that there will be adequate capacity and reliability to meet the 
electric needs of its service area and to comply with environmental regulations. These needs are continually 
being reassessed and appropriate revisions are made, when necessary, in construction schedules. Future capital 
requirements may be affected in varying degrees by factors such as electric energy demand load growth, 
changes in construction expenditure levels, rate actions by regulatory agencies, new legislation, market entry of 
competing electric power generators, changes in commodity prices and labor rates, changes in environmental 
regulations and other regulatory requirements. See Contractual Obligations fillther below and Note 9 of Notes 
to Financial Statements for current commitments. KU anticipates funding future capital requirements through 
operating cash flow, debt andlor infusions of capital from its parent. 

Regulatory approvals are required for KU to incur additional debt. The Virginia Commission and the FERC 
authorize the issuance of shOJi-term debt while the Kentucky Commission, the Virginia Commission and the 
Tennessee Regulatory Authority authorize the issuance of long-term debt. In November 2007, KU received a 
two-year authorization fi'om the FERC to borrow up to $400 million in short-term funds. KU also has 
authorization fi'om the Virginia Commission that expires at the end of2009 allowing short-term borrowing of 
up to $400 million. 

KU's debt ratings as of December 31, 2007, were: 

Pollution control revenue bonds 
Issuer rating 
Corporate credit rating 

Moody's 
A2 
A2 

S&P 
BBB+ 

BBB+ 

These ratings reflect the views of Moody's and S&P. A security rating is not a recommendation to buy, sell 01' 

hold securities and is subject to revision 01' withdrawal at any time by the rating agency. See Note 7 of Notes to 
Financial Statements for a discussion of recent downgrade actions related to the pollution control revenue 
bonds. 

13 
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The following is provided to summarize contractual cash obligations for periods after December 31, 2007. KU 
anticipates cash from operations and external financing will be sufficient to fund future obligations. Future 
interest obligations cannot be quantified because most ofKU's debt is variable rate. See Statements of 
Capitalization. 

(in millions) Payments Due by Period 
Contractual Cash Obligations 2008 2009 2010 2011 2012 Thereafter Total 

Short·term debt (a) $ 23 $ S - $ $ - $ $ 23 
Long-term debt 33 50 1,181 (b) 1,264 
Operating leases (c) 6 5 3 2 2 4 22 
Unconditional power 

purchase obligations (d) 23 25 16 8 9 143 224 
Coal and gas purchase 
obligations (e) 329 146 93 57 57 682 
Retirement obligations (f) 23 24 23 23 23 124 240 
Other obligations (g) 307 ---.J2. ----.fi - -- - ~ --
Total contractual 

cash obligations $711 $212 $174 S2Q $141 ~ ~ 

(a) Represents borrowings from affiliated company due within one year. 
(b) Includes long-term debt of $33 million classified as current liabilities because these bonds are subject to tendel' for 

purchase at the option of the holder and to mandato!}' tender for purchase upon the occurrence of certain events. These 
bonds mature in 2032. KU does not expect to pay these amounts in 2008. 

(c) Represents future operating lease payments. 
(d) Represents future minimum payments under OMU and aVEC power purchase agreements through 2010 and 2026, 

respectively. 
(e) Represents contracts to purchase coal and natural gas. 
(t) Represents currently projected cash flows for pension, postretirement and other post~etnployment benefit plans as 

calclliated by the actuary. 
(g) Represents construction commitments, including commitments for TCZ and the FGDs. 

CONTROLS AND PROCEDURES 

The Company is responsible for establishing and maintaining adequate internal control over financial reporting. 
Internal control over financial reporting is a process designed to provide reasonable assurance regarding the 
reliability of financial reporting and the preparation of financial statements for external purposes in accordance 
with generally accepted accounting principles. A company's internal control over financial reporting includes 
those policies and procedures that peliain to the maintenance of records that, in reasonable detail, accurately and 
fairly reflect the transactions and dispositions of the assets of the company; provide reasonable assurance that 
transactions are recorded as necessary to permit preparation of financial statements in accordance with generally 
accepted accounting principles, and that receipts and expenditures of the company are being made only in 
accordance with authorizations of management and directors of the company; and provide reasonable assurance 
regarding prevention or timely detection of unauthorized acquisition, use, 01' disposition ofthe company's assets 
that could have a material effect on the financial statements. 

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

The Company has assessed the effectiveness of its internal control over financial reporting as of December 31, 
2007. In making this assessment, the Company used the criteria set forth by the Committee of Sponsoring 
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Organizations of the Treadway Commission in Internal Control- Integrated Framework ("COSO"). The 
Company has concluded that, as of December 31, 2007, the Company's internal control over financial reporting 
was effective based on those criteria. 

KU is no longer subject to the internal control and other requirements ofthe Sarbanes-Oxley Act of2002 and 
associated rules (the "Act") and consequently has not issued Management's Report on Internal Controls over 
Financial Reporting pursuant to Section 404 ofthe Act. 
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OPERATING REVENUES: 

Kentucky Utilities Company 
Statements ofIncome 

(Millions of$) 

Total operating revenues (Note 11) .................................................. . 

OPERATING EXPENSES: 
Fuel for electric generation ............................................................... . 
Power purchased (Notes 9 and II) .................................................. .. 
Other operation and maintenance expenses ............... " ..................... . 
Depreciation and amortization (Note 1) .................................. " ... " .. . 

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

Net operating incolne ............................................................................. . 

Equity earnings in EEl (Note 1 ) ............................................................ .. 
Other inC0l11e - net ................................................................................ . 
Interest expense (Notes 7 and 8) ............................................................ . 
Interest expense to affiliated companies (Note II) ................................ . 

Incolne before incolne taxes .................................. ,', ............................ . 

Federal and state income taxes (Note 6) ................................................ . 

Net incolne ............................................................................................. . 

The accompanying notes are an integral part ofthese financial statements. 

Years Ended December 31 
2007 2006 

$1.273 WllL 

461 424 
168 182 
255 254 

--.l.ll .-l.l.J. 
1.005 ~ 

268 235 

(26) (29) 
(6) (1) 
15 15 

-.1l --...M 

244 226 

--.1l. ~ 

$ 167 $ 152 

Statements of Retained Earnings 
(Millions of$) 

Balance J anuaty I .................................................................................. . 
Add net incOlue ...................................................................................... . 
Balance December 31 ........................................................................... .. 

The accompanying notes are an integral part ofthese financial statements. 
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ll.Qll 
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Kentucky Utilities Company 
Statements of Comprehensive Income 

(Millions of$) 

Net incoille .................................................................................................................... . 

Additional minimum pension liability adjustment, net oftax expense 
of$O and $13 for 2007 and 2006, respectively (Note 5) ......................................... . 

Other comprehensive income, net of tax (Note 12) ........................................ " ............ . 

C0l11prehensive incolne ................................................................................................. . 

The accompanying notes are an integral part of these financial statements. 
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ASSETS: 
Current assets: 

Kentucky Utilities Company 
Balance Sheets 

(Millions of $) 

Cash and cash equivalents (Note I) ................................................................... . 

Restricted cash (Note 1) """""'"'''''''''''''''''''''''''''''''''''''''''''''''''''''''''''''''''''''''' 
Accounts receivable -less reserve of$2 in 2007 and 2006 (Note I) ................ . 
Accounts receivable from affiliated companies (Note II) ................................ . 
Materials and supplies (Note I): 

Fuel (predominantly coal) "'''''''''''''''''''''''''''''''''''''''''''''''''''''''''''''''''''''''''' 
Other Inaterials and supplies ........................................................................ . 

PrepaYlnents and other current assets ............................................................... ,. 
Total current assets ................................................................................................. . 

Other property and investments (Note 1) ............................................................... .. 

Utility plant, at original cost (Note 1) ..................................................................... . 

Less: reserve for depreciation ........................................................................... . 
Total utility plant, net ........................................................................................ . 

Construction ,york in progress ........................................................................... . 
Total utility plant and construction work in progress ............................................. . 

Deferred debits and other assets: 
Regulatory assets (Note 2): 

Pension and postretirement benefits (Notes 1 and 2) .................................. .. 
Other .............. """"""'''''''''' ........................................................................ . 

Cash surrender value of key man life insurance ................................................ . 
Other assets ...................................................................................................... .. 

Total deferred debits and other assets ..................................................................... . 

Total Assets ........................................................................................................... .. 

The accompanying notes are an integral part ofthese financial statements. 
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December 31 
2007 2006 

$ $ 6 
11 23 

172 123 
17 50 

42 64 
34 34 

~ __ 18 

288 318 

--.12 ~ 

3,868 3,681 

1,622 1,553 
2,246 2,128 

Jml ~ 
3,317 2,615 

28 64 
86 83 
37 35 

__ 1_1 __ 8 

~ --.l2Q 

~ ~ 
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LIABILITIES AND EQUITY: 
Current liabilities: 

Kentucky Utilities Company 
Balance Sheets (continued) 

(Millions of$) 

Current portion of long-term debt (Note 7) ............................................................. . 
Notes payable to affiliated companies (Notes 8 and II) ........................................ .. 
Accounts payable .................................................................................................... . 
Accounts payable to affiliated companies (Note II) .............................................. .. 
Custolner deposits ................................................................................................... . 
Other current liabilities ............................................................................... " ........... . 

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

Long-term debt: 
Long-term bonds (Note 7) ....................................................................................... . 
Long-term notes to affiliated company (Note 7) .................................................... .. 

Total long-term debt .................................................................................................... .. 

Deferred credits and other liabilities: 
Accumuhited deferred income taxes (Note 6) ........................................................ .. 
Accumulated provision for pensions and related benefits (Note 5) ........................ .. 
Investment tax credit (Note 6) ................................................................................ . 
Asset retircluent obligations ... : ................................................................................ . 
Regulatory liabilities (Note 2): 

Accumulated cost of removal of utility plant.. ................................................... . 
Deferred inconle taxes ...................................................................................... . 

Other regulatory liabilities ............................................................................ """""" 
Other liabilities ...................................................................................... """"""""" 

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

Commitments and contingencies (Note 9) 

COMMON EQUITY: 
Common stock, without par value ~ 

Authorized 80,000,000 shares, outstanding 37,817,878 shares ....................... .. 
Additional paid-in-capital (Note II) ...................................................................... . 

Retained earnings ................................................................................................... . 
Undistributed subsidiary earnings .......................................................................... . 
Total retained earnings ........................................................................................... . 
Total COllllllon equity .............................................................................................. . 

Total Liabilities and Equity ................................................................................... : .... .. 

The accompanying notes are an integral part of these financial statements. 
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December 31 
2007 2006 

$ 33 $ 141 
23 97 

160 83 
48 87 
20 19 
~ ~ 
Jl2 ~ 

300 219 
.-ill ~ 
1,231 --...lQ2 

285 289 
83 126 
55 13 
30 28 

310 297 
22 27 
10 6 

---.n ---.lZ 
--.ll.Ii ~ 

308 308 
90 15 

1,016 854 
~ -.lQ 
1,037 ~ 
1,435 1,193 

~ ~ 
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Kentucky Utilities Company 
Statements of Cash Flows 

(Millions of $) 

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

Depreciation and amortization .................................................... . 
Deferred incolne taxes-net .......................................................... . 
Inveshnent tax credit-net ............................................................. . 
Provision for pension and postretirement plans " ....................... . 
Other ........................................................................................... . 

Change in certain current assets and liabilities: 
Accounts receivable ................................................................... .. 
Materials and supplies ................................................................. . 
Accounts payable ....................................................................... .. 
Accrued incolTIe taxes ................................................................. . 
Property and other taxes payable ............................................... .. 
Prepayments and other current assets ........................................ .. 
Other current liabilities ............................................................... . 

Pension and postretirement funding ................................................ .. 
MISO exit fee ................................................................................... . 
Environmental cost recovery mechanism refundable ...................... .. 
Other ................................................................................................ .. 

Net cash provided by operating activities .................................. .. 
CASH FLOWS FROM INVESTING ACTIVITIES: 

Construction expenditures ................................................................ . 
Change in restricted cash .................................................................. . 

Net cash used for investing activities .......................................... . 
CASH FLOWS FROM FINANCING ACTIVITIES: 

Long-term borrowings from affiliated company ............................. .. 
Short-term borrowings from affiliated company .............................. . 
Repayment of short-term borrowings from affiliated company ...... .. 
Retirement of first mortgage bonds ................................................. .. 
Issuance of pollution control bonds .................................................. . 
Additional paid-in capital ................................................................ .. 

Net cash provided by financing activities .................................. .. 
Change in cash and cash equivalents .................................................... .. 
Cash and cash equivalents at beginning of year .................................... .. 
Cash and cash equivalents at end of year ............................................... . 

Supplemental disclosures of cash flow information: 
Cash paid during the year for: 

Incolne taxes .............................................................................. .. 
Interest on borro\ved lnoney ....................................................... . 
Interest to affiliated companies on borrowed money ................. .. 

The accompanying notes are an integral part of these financial statements. 
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Years Ended December 31 
2007 2006 

$ 167 $ 152 

121 115 
(6) 14 
42 11 
36 4 
(7) 2 

(16) (6) 
22 (11) 

(26) 
2 (13) 

(4) 10 
1 (8) 

10 2 
(43) (7) 

(20) 
(I) (12) 

_~4 ----1lQ) 
302 223 

(742) (347) 

~ -----11) 
-IDQ) (348) 

448 100 
289 763 

(363) (736) 
(108) (36) 

81 33 

---.12 
422 124 

(6) (1) 
_~6 __ 7 

$ - $ 6 

$38 $82 
16 15 
29 20 
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LONG-TERM DEBT (Note 7): 
First mortgage bonds: 

Kentucky Utilities Company 
Statements of Capitalization 

(Millions of$) 

P due May 15, 2007, 7.92% (Note 3) ................................................................ . 
Pollution control series: 

10, due NovelTIber 1,2024, variable % ............................................................ .. 
Mercer Co. 2000 Series A, due May 1,2023, variable % ................................. . 
Carroll Co. 2002 Series A, due February 1,2032, variable % .......................... . 
Carroll Co. 2002 Series B, due February 1,2032, variable % .......................... . 
Muhlenberg Co. 2002 Series A, due February 1,2032, variable % .................. . 
Mercer Co. 2002 Series A, due February 1,2032, variable % .......................... . 
Carroll Co. 2002 Series C, due October 1,2032, variable % ............................ . 
Carroll Co. 2004 Series A, due October 1, 2034, variable % ........................... . 
Carroll Co. 2005 Series A, due June 1,2035, variable % ................................. . 
Carroll Co. 2005 Series B, due June 1,2035, variable % ................................. . 
Carroll Co. 2006 Series A, due June 1,2036, variable % ................................. . 
Carroll Co. 2006 Series C, due June 1,2036, variable % ................................. . 
Carroll Co. 2007 Series A, due February 1, 2026, variable % .......................... . 
Carroll Co. 2006 Series B, due October 1, 2034, variable % ............................ . 
Trimble Co. 2007 Series A, due March 1,2037, variable % ............................ . 

Notes payable to Fidelia: 
Due November 24, 2010, 4.24%, unsecured ................................................... '" 
Due January 16,2012, 4.39%, unsecured ......................................................... . 
Due April 30, 2013, 4.55%, unsecured ............................................................. . 
Due August 15,2013, 5.31%, unsecured .......................................................... . 
Due July 8, 2015, 4.735%, unsecured ............................................................... . 
Due December 21,2015,5.36%, unsecured .................................................... .. 
Due October 25,2016, 5.675% unsecured ........................................................ . 
Due June 23, 2036, 6.33%, unsecured .................... " ....................................... .. 
Due December 19,2014,5.45% unsecured ...................................................... . 
Due June 20, 2017, 5.98% unsecured ............................................................... . 
Due October 25, 2019, 5.71% unsecured .......................................................... . 
Due February 7, 2022, 5.69% unsecured ......................................................... .. 
Due September 14, 2028, 5.96% uusecured ..................................................... . 
Due March 30, 2037, 5.86% unsecured ............................................................ . 

Total long-term debt outstanding ........................................................................... . 

Less Cllrrent portion oflong-tenn debt ................................................................... . 

Long-term debt ....................................................................................................... . 

COMMON EQUITY: 
Common stock, without par value -

Authorized 80,000,000 shares, outstanding 37,817,878 shares ........................ . 
Additional paid·in·capital (Note 11) ...................................................................... . 

Retained earnings ................................................................................................... . 
Undistributed subsidiaty earnings .......................................................................... . 
Total retained earnings ........................................................................................... . 
Total common equity .............................................................................................. . 

Total capitalization ...................................................................................................... . 

The accompanying notes are an integral part ofthese financial statements. 
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December 31 
2007 2006 

13 
21 

2 
2 
8 

96 
50 
13 
13 
17 
17 
18 
54 
9 

33 
50 

100 
75 
50 
75 
50 
50 

100 
50 
70 
53 

100 
~ 

308 
90 

1,016 
---.1.l 

1,037 
1,435 
~ 

54 

54 
13 
21 

2 
2 
8 

96 
50 
13 
13 
17 
17 

33 
50 

100 
75 
50 
75 
50 
50 

308 
15 

854 
---.l.§ 

~ 
1,193 

~ 
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Kentucky Utilities Company 
Notes to Financial Statements 

Note 1 - Summary of Significant Accounting Policies 

Arbough 

KU, incorporated in Kentucky in 1912 and in Virginia in 1991, is a regulated public utility engaged in the 
generation, transmission, distribution and sale of electric energy in Kentucky, Virginia and Tennessee. KU 
provides electricity to approximately 506,000 customers in 77 counties in central, southeastern and western 
Kentucky, to approximately 30,000 customers in 5 counties in southwestern Virginia and 5 customers in 
Tennessee. KU's coal-fired electric generating stations produce most ofKU's electricity. The remainder is 
generated by a hydroelectric power plant and natural gas and oil fueled CTs. In Virginia, KU operates under the 
name Old Dominion Power Company. KU also sells wholesale electric energy to 12 municipalities. 

KU is a wholly-owned subsidiary ofE.ON U.S., formerly known as LG&E Energy LLC. E.ON U.S. is an 
indirect wholly-owned subsidiary ofE.ON, a German corporation, making KU an indirect wholly-owned 
subsidiary ofE.ON. KU's affiliate, LG&E, is a regulated public utility engaged in the generation, transmission, 
distribution and sale of electric energy and the distribution and sale of natural gas in Kentucky. 

Certain reclassification entries have been made to the previous years' financial statements to conform to the 
2007 presentation with no impact on net assets, liabilities and capitalization or previously reported net income 
and cash flows. 

Regulatory Accounting. KU is subject to SFAS No. 71, under which regulatory assets are created based on 
expected recovery from customers in future rates to defer costs that would otherwise be charged to expense. 
Likewise, regulatory liabilities are created based on expected return to customers in future rates to defer credits 
that would otherwise be reflected as income, or, in the case of costs of removal, are created to match long-term 
future obligations arising from the current use of assets. The accounting for regulatory assets and liabilities is 
based on specific ratemaking decisions or precedent for each item as prescribed by the FERC, the Kentucky 
Commission or the Virginia Commission. See Note 2, Rates and Regulatory Matters, for additional detail 
regarding regulatory assets and liabilities. 

Cash and Cash Equivalents. KU considers all highly liquid investments with an original maturity of three months 
or less to be cash equivalents. 

Restricted Cash. Proceeds fi'om bond issuances for environmental equipment (primarily related to the installation 
ofFGDs) are held in trust pending expenditure for qualifYing assets. 

Allowance for Doubtful Accounts. The allowance for doubtful accounts is based on the ratio of the amounts 
charged-off during the last twelve months to the retail revenues billed over the same period mUltiplied by the retail 
revenues billed over the last four months. Accounts with no payment activity are charged-off after four months, 
although collection effOlts continue thereafter. 

Materials and Supplies. Fuel and other materials and supplies inventories are accounted for using the average-cost 
method. Emission allowances are included in other materials and supplies and are not currently traded by KU. At 
December 31,2007 and 2006, the emission allowances inventOlY was less than $1 million and approximately $2 
million, respectively. 
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Other Property and Investments. Other propeliy and investments on the balance sheets consists ofKU's 
investment in EET, economic development loans provided to various communities in KU's service territory, KU's 
investment in OVEC, fimds related to KU's long-term purchased power contract with OMU and non-utility plant. 

Although KU holds investment interests in OVEC and EEl, it is not the primary beneficiary, therefore, neither 
are consolidated into KU's financial statements. KU and 11 other electric utilities are participating owners of 
OVEC, located in Piketon, Ohio. OVEC owns and operates two power plants that burn coal to generate 
electricity, Kyger Creek Station in Ohio and Clifty Creek Station in Indiana. Pursuant to current contractual 
arrangements, KU's share of OVEC's output is 2.5%, approximately 55 Mw of generation capacity. 

As of December 3 1,2007 and 2006, KU's investment in OVEC totaled less than $1 million and is accounted for 
under the cost method of accounting. KU's maximum exposure to loss as a result of its involvement with 
OVEC is limited to the value of its investment. In the event ofthe inability ofOVEC to fulfill its power 
provision requirements, KU anticipates substituting such power supply with either owned generation or market 
purchases and believes it would generally recover associated incremental costs through regulatory rate 
mechanisms. See Note 9, Commitments and Contingencies, for fm1hel' discussion of developments regarding 
KU's ownership interests and power purchase rights. 

KU owns 20% of the common stock of EEl, which owns and operates a 1,162-Mw generating station in 
southern Illinois. Prior to 2006, KU was entitled to take 20% of the available capacity of the station under a 
pricing formula comparable to the cost of other power generated by KU. This contract governing the purchases 
fi'om EEl terminated on December 31, 2005. Since December 31, 2005, EEl has sold power under general 
market-based pricing and terms. KU has not contracted with EEl for power under the new arrangements, but 
maintains its 20% ownership in the common stock ofEEI. Replacement power for the EET capacity has been 
largely provided by KU generation. 

KU's investment in EET is accounted for under the equity method of accounting and, as of December 31, 2007 
and 2006, totaled $23 million and $18 million, respectively. KU's direct exposure to loss as a result of its 
involvement with EEl is generally limited to the value of its investment. 

Utility Plant. KU's utility plant is stated at original cost, which includes payroll-related costs such as taxes, fi'inge 
benefits and administrative and general costs. Construction work in progress has been included in the rate base for 
determining retail customer rates in Kentucky. KU has not recorded a significant allowance for funds used during 
construction. 

The cost of plant retired or disposed of in the normal course of business is deducted fi'om plant accounts and such 
cost is charged to the reserve for depreciation. When complete operating units are disposed of, appropriate 
adjustments are made to the reserve for depreciation and gains and losses, if any, are recognized. 

Depreciation and Amortization. Depreciation is provided on the straight-line method over the estimated 
service lives of depreciable plant. The amounts provided were approximately 3.2% in 2007 and 3. 1% in 2006 of 
average depreciable plant. Of the amount provided for depreciation at December 3 1,2007 and 2006, 
approximately 0.5% was related to the retirement, removal and disposal costs of[ong lived assets. 

Unamortized Debt Expense. Debt expense is capitalized in deferred debits and am0l1ized using the straight line 
method, which approximates the effective interest method, over the lives of the related bond issues. 

Income Taxes. Income taxes are accounted for under SFAS No. 109, Accollntingjor Income Taxes and FIN 48, 
Accountingjor Uncertainty in Inc0111e Taxes, an Inte/pretarion ojSFAS No. 109. In accordance with these 
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statements, deferred tax assets and liabilities are recognized for the future tax consequences attributable to 
differences between the financial statement carrying amounts of existing assets and liabilities and their 
respective tax bases, as measured by enacted tax rates that are expected to be in effect in the periods when the 
deferred tax assets and liabilities are expected to be settled or realized. Significant judgment is required in 
determining the provision for income taxes, and there are transactions for which the ultimate tax outcome is 
uncertain. FIN 48 prescribes a recognition threshold and measurement attribute for the financial statement 
recognition and measurement of a tax position taken or expected to be taken in a tax retul'l1 .. Uncertain tax 
positions are analyzed periodically and adjustments are made when events occur to warrant a change. See Note 
6, Income Taxes. 

Deferred Income Taxes. Deferred income taxes are recognized at currently enacted tax rates for all material 
temporary differences between the financial reporting and income tax bases of assets and liabilities. 

Investment Tax Credits. The EPAct 2005 added Section 48A to the Internal Revenue Code, which provides for 
an investment tax credit to promote the commercialization of advanced coal technologies that will generate 
electricity in an environmentally responsible manner. KU and LG&E received an investment tax credit related 
to TC2, for more details see Note 6, Income Taxes. Investment tax credits prior to 2006 resulted fi'OIIi provisions 
of the tax law that permitted a reduction ofKU's tax liability based on credits for construction expenditures. 
Deferred investment tax credits are being amortized to income over the estimated lives of the related propelty that 
gave rise to the credits. 

Revenue Recognition. Revenues are recorded based on service rendered to customers through month-end. KU 
accrues an estimate for unbilled revenues fi'om each meter reading date to the end of the accounting period based 
on allocating the daily system net deliveries between billed volumes and unbilled volumes. The allocation is based 
on a daily ratio of the number of meter reading cycles remaining in the month to the total number of meter reading 
cycles in each month. Each day's ratio is then multiplied by each day's system net deliveries to determine an 
estimated billed and unbilled volume for each day of the accounting period. The un billed revenue estimates 
included in accounts receivable were $59 million and $42 million at December 31, 2007 and 2006, respectively. 

Fuel Costs. The cost of fuel for generation is charged to expense as used. 

Management's Use of Estimates. The preparation of financial statements in conformity with generally accepted 
accounting principles requires management to make estimates and assumptions that affect the reported assets and 
liabilities and disclosure of contingent items at the date ofthe financial statements and the repOlted amounts of 
revenues and expenses during the repOlting period. Accrued liabilities, including legal and environmental, are 
recorded when they are probable and estimable. Actual results could differ fi'om those estimates. 

Recent Accounting Pronouncements. The following are recent accounting pronouncements affecting KU: 

SFAS No. 160 

In December 2007, the FASB issued SFAS No. 160, Noncontrolling Interests in Consolidated Financial 
Statements, which is effective for fiscal years, and interim periods within those fiscal years, beginning on or 
after December 15,2008. The objective ofthis statement is to improve the relevance, comparability and 
transparency of financial information in a reporting entity's consolidated financial statements. The Company 
expects the adoption of SF AS No. 160 to have no impact on its statements of operations, financial position and 
cash flows. 
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In February 2007, the FASB issued SFAS No. 159, The Fair Value Optionfor Financial Assets and Financial 
Liabilities - Including an Amendment ofFASB Statement No. 115. SF AS No. 159 permits entities to choose to 
measure many financial instruments and certain other assets and liabilities at fair value on an instrument -by
instrument basis (the fair value option). Unrealized gains and losses on items for which the fair value option has 
been elected are to be recognized in earnings at each subsequent repotting date. SF AS No. 159 is effective for 
fiscal years beginning after November 15, 2007. SFAS No. 159 was adopted effective January 1,2008 and had 
no impact on the statements of operations, financial position and cash flows. 

SFASNo.I57 

In September 2006, the FASB issued SFAS No. 157, Fail' Value Measurements, which, except as described 
below, is effective for fiscal years beginning after November 15,2007. This statement defines fail' value, 
establishes a framework for measuring fair value in generally accepted accounting principles and el(pands 
disclosures about fair value measurements. SFAS No. 157 does not expand the application off ail' value 
accounting to new circumstances. In February 2008, the FASB issued FASB Staff Position 157-2, Effective 
Date of FASB Statement No. 157, which delays the effective date of SF AS No. 157 for all nonfinancial assets 
and liabilities, except those that are recognized or disclosed at fair value in the financial statements on a 
recurring basis (at least annually), to fiscal years beginning after November 15,2008 and interim periods within 
those fiscal years. SFAS No. 157 was adopted effective January 1, 2008, except as it applies to those 
nonfinancial assets and liabilities, and had no impact on the statements of operations, financial position and cash 
flows, however, the Company will provide additional disclosures relating to its financial derivatives, AROs and 
pension assets as required in 2008. 

FIN 48 

In July 2006, the FASB issued FIN 48 which clarifies the accounting for the uncertainty of income tax positions 
recognized in an enterprise's financial statements in accordance with SFAS No. 109. This interpretation 
prescribes a recognition threshold and measurement attribute for the financial statement recognition and 
measurement of a tax position taken or expected to be taken in a tax return. 

The evaluation of a tax position in accordance with FIN 48 is a two-step process. The first step is recognition 
based on the determination of whether it is "more likely than not" that a tax position will be sustained upon 
examination. The second step is to measure a tax position that meets the "more likely than not" threshold. The 
tax position is measured as the amount of potential benefit that exceeds 50% likelihood of being realized. 

FIN 48 is effective for fiscal years beginning after December 15,2006, and was adopted effective January 1, 
2007. The impact of FIN 48 on the statements of operations, financial position and cash flows was not material. 

Note 2 - Rates and Regulatory Matters 

KU is subject to the jurisdiction of the Kentucky Commission, the Virginia Commission, the Tennessee 
Regulatory Authority and the FERC in virtually all matters related to electric utility regulation, and as such, its 
accounting is subject to SFAS No.7!. Given its competitive position inthe marketplace and the status of 
regulation in Kentucky and Virginia, KU has no plans or intentions to discontinue its application of SFAS No. 
71. 

25 



Rate Case 

Attachment to Response to KU AG-1 Question No. 217 

Page 122 of 163 

Arbough 

In December 2003, KU filed an application with the Kentucky Commission requesting an adjustment in KU's 
rates. The revenue increase requested was $58 million. In June 2004, the Kentucky Commission issued an 
Order approving an increase in KU's base rates of approximately $46 million (7%). The rate increase took 
effect on July 1, 2004. 

Final proceedings took place during the first quarter of2006 concerning the sole remaining open issue relating 
to state income tax rates used in calculating the granted rate increase. On March 31, 2006, the Kentucky 
Commission issued an Order resolving this issue in KU's favor consistent with the original rate increase order. 

Regulatory Assets and Liabilities 

The following regulatory assets and liabilities were included in the balance sheets as of December 3 I : 

(in millions) 2007 2006 
ARO $ 24 $ 22 
MISO exit 20 20 
FAC 17 16 
Unamortized loss on bonds 10 10 
ECR I 1 10 
Other __ 4 __ 5 

Subtotal 86 83 

Pension and postretirement benefits ~ ~ 
Total regulatory assets $ 114 $ 147 

Accumulated cost of removal of utility plant $ 310 $ 297 
Deferred income taxes - net 22 27 
Other --.lQ __ 6 
Total regulatory liabilities $ 342 $ 330 

KU does not currently earn a rate of return on the FAC regulatory asset, which is a separate recovery 
mechanism with recovery within twelve months. No return is earned on the pension and postretirement benefits 
regulatory asset which represents the changes in funded status of the plans. The Company wiII seek recovery of 
this asset in future proceedings with the Kentucky and Virginia Commissions. No return is currently earned on 
the ARO asset. This regulatory asset will be offset against the associated regulatory liability, ARO asset and 
ARO liability at the time the underlying asset is retired. The MISO exit amount represents the costs relating to 
the withdrawal from MISO membership. KU will seek recovery of this asset in future proceedings with the 
Kentucky and Virginia Commissions. KU currently eal'lls a rate of return on the remaining regulatory assets. 
Other regulatory assets include VDT costs, the merger surcredit and deferred storm costs. Other regulatory 
liabilities include DSM and MISO costs included in base rates that wiII be netted against costs of withdrawing 
fi'om the MISO in the next rate case. 
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ARO. A summary ofKU's net ARO assets, regulatory assets, liabilities and cost of removal established under 
FIN 47, Accollnting/or Conditional Asset Retirement Obligations, an Intelpretation o/SFAS No. 143, and 
SFAS No. 143, Accounting/or Asset Retirement Obligations, follows: 

ARONet ARO RegulatOlY Regulatory Accumulated Cost of Removal 
(in millions) Assets Liabilities Assets Liabilities Cost of Removal Depreciation 
As of December 31,2005 $6 $(27) $20 $ (2) $2 $ I 
ARO accretion (1) I 
ARO depreciation ..il) _1 --
As of December 31,2006 5 (28) 22 (2) 2 
ARO accretion - ----12) .--l -- -
As of December 31,2007 U. ,ruQ) $24 W) $2 II 

Pursuant to regulatory treatmeut prescribed under SF AS No. 71, an offsetting regulatOlY credit was recorded in 
depreciation and amOltization in the income statement of $2 million in 2007 and 2006 for the ARO accretion 
and depreciation expense. KU AROs are primarily related to the final retirement of assets associated with 
generating units. For assets associated with AROs, the removal cost accrued through depreciation under 
regulatory accounting is established as a regulatory liability pursuant to regulatory treatment prescribed under 
SF AS No. 71. There were no FIN 47 net asset additions during 2007 or 2006. For the years ended December 31, 
2007 and 2006, KU recorded less than $1 million of depreciation expense related to the cost of removal of ARO 
related assets. An offsetting regulatory liability was established pursuant to regulatory treatment prescribed 
under SFAS No. 71. 

KU transmission and distribution lines largely operate under perpetual property easement agreements which do 
not generally require restoration upon removal of the property. Therefore, under SFAS No. 143, no material 
asset retirement obligations are recorded for transmission and distribution assets. 

MISO Exit. Following receipt of applicable FERC, Kentucky Commission and other regulatory orders, KU 
withdrew from the MISO effective September I, 2006. Specific proceedings regarding the costs and benefits of 
the MISO and exit matters had been underway since July 2003. Since the exit fi'om the MISO, KU has been 
operating under a FERC-approved open access-transmission tariff. KU now contracts with the Tennessee 
Valley Authority to act as its transmission Reliability Coordinator and Southwest Power Pool, Inc. to function 
as Independent Transmission Organization, pursuant to FERC requirements. 

KU and the MISO have agreed upon overall calculation methods for the contractual exit fee to be paid by the 
Company following its withdrawal. In October 2006, KU paid approximately $20 million to the MISO pursuant 
to an invoice regarding the exit fee and made related FERC compliance filings. The Company's payment of this 
exit fee amount was with reservation of its rights to contest the amount, or components thereof, following a 
continuing review of its calculation and supporting documentation. In December 2006, KU provided notice to 
the MISO of its disagreement with the calculation of the exit fee. KU and the MISO have resolved their dispute 
regarding the calculation of the exit fee and, in November 2007, filed an application with the FERC for 
approval of a recalculation agreement. In March 2008, the FERC approved the parties' recalculation ofthe exit 
fee, and the approved agreement provides KU with an immediate recovery of $1 million and will provide an 
estimated $3 million over the next eight years for credits realized from other payments the MISO will receive, 
plus interest. Orders of the Kentucky Commission approving the Company's exit fi'om the MISO have 
authorized the establishment of a regulatOlY asset for the exit fee, subject to adjustment for possible future 
MISO credits, and a regulatory liability for certain revenues associated with fonner MISO administrative 
charges, which may continue to be collected via base rates. The treatment of the regulatory asset and liability 
will be determined in KU's next rate case, however, the Company historically has received approval to recover 
and refund regulatory assets and liabilities. 
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FAC. KU's retail rates contain an FAC, whereby increases and decreases in the cost of fuel for generation are 
reflected in the rates charged to retail customers. The FAC allows the Company to adjust customers' accounts 
for the difference between the fuel cost component of base rates and the actual fuel cost, including 
transportation costs. Refunds to customers occm' ifthe actual costs are below the embedded cost component. 
Additional charges to customers occur if the actual costs exceed the embedded cost component. The amount of 
the regulatory asset or liability is the amount that has been under- or over-recovered due to timing or 
adjustments to the mechanism. 

The Kentucky Commission requires public hearings at six-month intervals to examine past fuel adjustments, 
and at two-year intervals to review past operations ofthe fuel clause and transfer of the then current fuel 
adjustment charge or credit to the base charges. 

In January 2008, the Kentucky Commission initiated a routine examination ofKU's FAC for the six-month 
period May 1,2007 through October 31, 2007. Data discovery is ongoing and a public hearing is scheduled in 
March 2008. 

In August 2007, the Kentucky Commission initiated a routine examination ofKU's FAC for the six-month 
period of November 1,2006 through April 30, 2007. Data discovery has concluded and a public hearing was 
held in October 2007. The Kentucky Commission issued an Order in January 2008, approving the charges and 
credits billed through the F AC during the review period. 

In December 2006, the Kentucky Commission initiated its periodic two-year review ofKU's past operations of 
the fuel clause and transfer of fuel costs from the FAC to base rates for November 1,2004 through October 31, 
2006. In March 2007, the KIUC challenged KU's recovery of approximately $5 million in aggregate fuel costs 
KU incurred during a period prior to its exit fi'om the MISO and requested the Kentucky Commission disallow 
this amount. A public hearing was held in May 2007. In October 2007, the Kentucky Commission issued its 
Order approving the calculation and application ofKU's FAC charges and fuel procurement practices and 
indicated that KU was in compliance with the provisions of Administrative Regulation 807 KAR 5:5056. The 
Kentucky Commission further approved KU's recommendation for the transfer of fuel cost from the FAC to 
base rates. In November 2007, the KIUC filed a petition for rehearing, claiming the Kentucky Commission 
misinterpreted the KIUC's arguments in the proceeding. In the same month, the Kentucky Commission issued 
an Order denying the KIUC's request for rehearing. An appeal was not filed by the KlUC. 

In July 2006, the Kentucky Commission initiated a six-month review of the FAC for KU for the period of 
November 1, 2005 through April 30, 2006. The Kentucky Commission issued an Order in November 2006, 
approving the charges and credits billed through the FAC during the review period. 

In January 2003, the Kentucky Commission reviewed KU's FAC for the six-month period ended October 31, 
2001. The Kentucky Commission ordered KU to reduce its fuel costs for purposes of calculating its FAC by 
less than $1 million. At issue was the purchase of approximately 102,000 tons of coal from Western Kentucky 
Energy Corp., a non-regulated affiliate, for use at KU's Ghent facility. The Kentucky Commission further 
ordered that an independent audit be conducted to examine operational and management aspects of both KU's 
and LG&E's fuel procurement functions. The final repOli's recommendations, issued in February 2004, related 
to documentation and process improvements. Management Audit Action Plans were agreed upon by KU and the 
Kentucky Commission Staff in the second quarter of2004, and resulted in Audit Progress Reports being filed 
by KU with the Kentucky Commission. In February 2007, the Kentucky Commission staff indicated that KU 
fully complied with all audit recommendations and that no fmiher reports are required. 
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KU also employs an FAC mechanism for Virginia customers that uses an average fuel cost factor based Arhough 
primarily on projected fuel costs. The fuel cost factor may be adjusted annually for over or under collections of 
fuel costs from the previous year. In February 2007, KU filed an application with the Virginia Commission 
seeking approval of an increase of approximately $4 million in its fuel cost factor to reflect higher fuel costs 
incurred and under-collected during 2006, and anticipated higher fuel costs to be incurred in 2007. The Virginia 
Commission approved KU's request in April 2007. In February 2008, KU filed an application with the Virginia 
Commission seeking approval of a decrease of 0.S99 centslKWh in its fuel cost factor applicable during the 
billing period April 2008 through March 2009. The decrease was requested because KU has fully recovered its 
under-recovered fuel expenses from the prior periods. 

Unamortized Loss on Bonds. The costs of early extinguishment of debt, including call premiums, legal and 
other expenses, and any unamortized balance of debt expense are amortized using the straight line method, 
which approximates the effective interest method, over the life of either replacement debt (in the case of 
refinancing) or the original life of the extinguished debt. 

ECR. Kentucky law permits KU to recover the costs of complying with the Federal Clean Air Act, including a 
retul'l1 of operating expenses, and a retul'l1 of and on capital invested, through the ECR mechanism. The amount 
of the regulatory asset or liability is the amount that has been under- or over-recovered due to timing or 
adjustments to the mechanism. 

In September 2007, the Kentucky Commission initiated six-month and two-year reviews for periods ending 
Octobet· 31,2006 and April 30, 2007, respectively, of KU's environmental surcharge. Data discovery concluded 
in December 2007, and all parties to the case submitted requests with the Kentucky Commission to waive rights 
to a hearing on this matter. The case is submitted for decision and an order is anticipated in the second quarter 
of2008. 

In June 2006, KU filed an application for a CCN to construct an SCR at the Ghent station and to amend its ECR 
plan with the Kentucky Commission seeking approval to recover investments in environmental upgrades at the 
Company's generating facilities. The estimated capital cost of the upgrades for the years 2008 through 2010 is 
approximately $12S million, of which approximately $11S million is for the Air Quality Control System at TC2. 
A final Order was issued by the Kentucky Commission in December 2006, approving all expenditures and 
investments as submitted. In October 2007, KU met with the Kentucky Commission and other interested parties 
to discuss the status of the Ghent Unit 2 SCR construction. KU informed the Kentucky Commission that 
construction of the Ghent Unit 2 SCR was not going to commence before the CCN expired in December 2007, 
due to a change in the economics for the project. The CCN expired in December 2007, and KU has delayed 
construction of the Ghent Unit 2 SCR. 

In April 2006, the Kentucky Commission initiated six-month and two-year reviews ofKU's environmental 
surcharge for six-month periods ending July 2003, January 2004, January 200S, July 200S and January 2006 
and for the two-year period ending July 2004. A final Order was received in January 2007, approving the 
charges and credits billed through the ECR during the review period as well as approving billing adjustments, a 
roll-in to base rates, revisions to the monthly surcharge filing and the rate of retul'l1 on capital. 

VDT. In December 200 I, the Kentucky Commission issued an Order approving a settlement agreement 
allowing KU to set up a regulatory asset of $S4 million for workforce reduction costs and begin amortizing it 
over a five-year period starting in April 200 I. Some employees rescinded their patticipation in the voluntary 
enhanced severance program which, along with the non-recurring charge of $7 million for FERC and Virginia 
jurisdictions, thereby decreased the charge to the regulatory asset from $64 million to $S4 million. The Order 
reduced revenues by approximately $11 million through a surcredit on bills to ratepayers over the same five-
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year period, reflecting a sharing (40% to the ratepayers and 60% to KU) of savings as stipulated by KU, rM'olfugh 

amortization costs of the workforce reduction. The five-year VDT amortization period expired in March 2006. 

As part of the settlement agreement in the rate case, in September 2005, KU filed with the Kentucky 
Commission a plan for the future ratemaking treatment of the VDT surcredit and costs. In February 2006, the 
AG, KIUC and KU reached a settlement agreement on the future ratemaking treatment of the VDT surcredits 
and costs and subsequently submitted a joint motion to the Kentucky Commission to approve the unanimous 
settlement agreement. Under the terms of the settlement agreement, the VDT surcredit will continue at the 
current level until such time as KU files for a change in base rates. The Kentucky Commission issued an Order 
in March 2006, approving the settlement agreement. 

Merger Surcredit. As patt of the LG&E Energy merger with KU Energy Corporation in 1998, KU estimated 
non-fuel savings over a ten-year period following the merger. Costs to achieve these savings were deferred and 
amortized over a five-year period pursuant to regulatory orders. In approving the merger, the Kentucky 
Commission adopted KU's proposal to reduce its retail customers' bills based on one-half of the estimated 
merger-related savings, net of deferred and amOltized amounts, over a five-year period. The surcredit 
mechanism provides that 50% of the net non-fuel cost savings estimated to be achieved from the merger be 
provided to ratepayers through a monthly bill credit, and 50% be retained by KU over a five-year period. In that 
same order, the Kentucky Commission required KU, after the end of the five-year period, to present a plan for 
sharing with ratepayers the then-projected non-fuel savings associated with the merger. KU submitted this filing 
in January 2003, proposing to continue to share with ratepayers, on a 50%150% basis, the estimated fifth-year 
gross level of non-fuel savings associated with the merger. In October 2003, the Kentucky Commission issued 
an Order approving a settlement agreement reached with the parties in the case. According to the Order, KU's 
merger surcredit would remain in place for another five-year term beginning July 1,2003, the merger savings 
would continue to be shared 50% with ratepayers and 50% with shareholders and KU would file a plan for the 
merger surcredit six months before its expiration. 

In December 2007, KU submitted to the Kentucky Commission its plan to allow the merger surcredit to 
terminate as scheduled on June 30, 2008. The Kentucky Commission has not issued a procedural schedule for 
this proceeding. 

Deferred Storm Costs. Based on an Order from the Kentucky Commission in June 2004, KU reclassified from 
maintenance expense to a regulatory asset, $4 million related to costs not reimbursed from the 2003 ice storm. 
These costs will be amOltized through June 2009. KU earns a return of these amortized costs, which are 
included in KU's jurisdictional operating expenses. 

Pension and Postretirement Benefits. KU adopted SFAS No. 158, Employers' Accounting/or Defined Benefit 
Pension and Other Postretirement Plans, in 2006. This statement requires employers to recognize the over
funded or under-funded status of a defined benefit pension and postretirement plan as an asset or liability in the 
balance sheet and to recognize through comprehensive income the changes in the funded status in the year in 
which the changes occur. Under SF AS No. 71, KU can defer recoverable costs that would otherwise be charged 
to expense or equity by non-regulated entities. Current rate recovery in Kentucky and Virginia is based on 
SFAS No. 87, Employers' Accounting/or Pensions, and SFAS No. 106, Employers' Accounting/or 
Postretirement Benefits Other than Pensions, both of which were amended by SFAS No. 158. Regulators have 
been clear and consistent with their historical treatment of such rate recovery, therefore, KU has recorded a 
regulatory asset representing the probable recovety of the portion of the change in funded status of the pension 
and postretirement plans that is expected to be recovered. The regulatory asset will be adjusted annually as prior 
service cost and actuarial gains and losses are recognized in net periodic benefit cost. 
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Accumulated Cost of Removal of Utility Plant. As of December 31, 2007 and 2006, KU has segregate~~ough 
cost of removal, previously embedded in accumulated depreciation, of $31 0 million and $297 million, 
respectively, in accordance with FERC Order No. 631. This cost of removal component is for assets that do not 
have a legal ARO under SFAS No. 143. For repOliing purposes in the balance sheets, KU has presented this 
cost of removal as a regulatory liability pursuant to SFAS No. 71. 

Deferred Income Taxes - Net. Deferred income taxes represent the future income tax effects of recognizing 
the regulatory assets and liabilities in the income statement. Deferred income taxes are recognized at currently 
enacted tax rates for all material temporary differences between the financial repOliing and income tax bases of 
assets and liabilities. 

DSM. KU's rates contain a DSM provision. The provision includes a rate mechanism that provides for 
concurrent recovery ofDSM costs and provides an incentive for implementing DSM programs. The provision 
allows KU to recover revenues from lost sales associated with the DSM programs based on program plan 
engineering estimates and post-implementation evaluations. 

In July 2007, KU and LG&E filed an application with the Kentucky Commission requesting an order approving 
enhanced versions ofthe existing DSM programs along with the addition of several new cost effective 
programs. The total annual budget for these programs is approximately $26 million, an increase over the 
existing annual budget of approximately $\0 million. Data discovery concluded in November 2007, and the 
Community Action Council ("CAC") for Lexington-Fayette, Bourbon, Harrison and Nicholas counties and the 
Kentucky Association for Community Action ("KACA"), filed a motion for hearing. In January 2008, the CAC 
and KACA filed a motion with the Kentucky Commission to withdraw the request because the parties reached a 
settlement. The Kentucky Commission is allowing the current tariffs to remain in effect until a final order is 
issued. 

Other Regulatory Matters 

Utility Competition in Virginia. The Commonwealth of Virginia passed the Virginia Electric Utility 
Restructuring Act in 1999. This act gave Virginia customers the ability to choose their electric supplier. Rates 
are capped at current levels through December 2010. The Virginia Commission will continue to require each 
Virginia utility to make annual filings of either a base rate change or an Annual Informational Filing consisting 
of a set of standard financial schedules. The Virginia Commission Staff will issue a Staff RepOli regarding the 
individual utility's financial performance during the historic 12-month period. The Staff Report can lead to an 
adjustment in rates, but through December 2010, rates are subject to the capped rate period and essentially 
"frozen". In April 2007, Virginia passed legislation terminating this competitive market and commencing re
regulation of utility rates in Virginia. The new act will end the cap on rates at the end of2008, rather than 
through December 20 I 0, and end customer choice for most consumers in the applicable regions of the state. 
Thereafter, a hybrid model of regulation is expected to apply in Virginia, whereby utility rates would be 
reviewed every two years and a utility's rate of return on equity shall not be set lower than the average ofthe 
rates of return for other regional utilities, with certain caps, floors or adjustments. The legislation was effective 
in July 2007, and also includes a \0% nonbinding goal for renewable power generation by 2022, as well as 
incentives for new generation, including renewables. Under the legislation, KU retains an existing exemption 
from customer choice and other restructuring activities as applicable to KU's limited service territory in 
Virginia. However, subject to future developments, KU mayor may not undertake such a rate proceeding in the 
first six months of2009 based on calendar year 2008 financial data under the hybrid model of regulation, or 
make biennial rate filings with the Virginia Commission thereafter. 
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Regional Reliability Council. KU has changed its regional reliability council membership from the ReliOOi~\lJlgh 
First Corporation to the SERC Reliability Corporation ("SERC"), effective January 1,2007. Regional reliability 
councils are industry consoltiums that promote, coordinate and ensure the reliability of the bulk electric supply 
systems in North America. 

TC2 CCN Application. A CCN application for construction of the new, base-load, coal fired unit TC2, which 
will be jointly owned by KU and LG&E, was approved by the Kentucky Commission in November 2005, and 
initial CCN applications for three transmission lines were approved in September 2005 and May 2006. In 
August 2006, KU obtained dismissal of a judicial review of such CCN approvals by certain property owners. In 
December 2007, the Kentucky Court of Appeals reversed and remanded the lower Comt's dismissal. Both 
patties have filed for reconsideration of elements of the appellate court's ruling. The transmission lines are also 
subject to routine regulatory filings and the right-of-way acquisition process. See Note 9, Commitments and 
Contingencies, for fUlther discussion regarding the TC2 air permit. 

~ Ghent FGD Inquiry. In October 2006, the Kentucky Commission commenced an inquiry into elements of 
KU's planned construction of one of its three new FGDs at the Ghent generating station. The proceeding 
requested, and KU provided, additional information regarding configuration details, expenditures and the 
proposed construction sequence applicable to future construction phases of the Ghent FGD project. In January 
2007, the Kentucky Commission issued an Order completing its inquiry in the matter and confirming its 
approval ofKU's construction plan. The Order also provided general guidance for jurisdictional utilities 
regarding applicable information and data requirements for future CCN applications and subsequent 
proceedings. 

Market-Based Rate Authority. In July 2006, the FERC issued an Order in KU's market-based rate proceeding 
accepting KU's further proposal to address certain market power issues the FERC had claimed would arise 
upon an exit from the MISO. In particular, KU received permission to sell power at market-based rates at the 
interface of control areas in which it may be deemed to have market power, subject to a restriction that such 
power not be collusively re-sold back into such control areas. However, restrictions exist on sales by KU of 
power at market-based rates in the KUILG&E and Big Rivers Electl'ic Corporation control areas. In June 2007, 
the FERC issued Order No. 697 implementing celtain reforms to market-based rate regulations, including 
restrictions similar to those previously in place for KU's power sales at control area interfaces. As a condition 
of receiving and retaining market-based rate authority, KU must comply with applicable affiliate restrictions set 
forth in FERC's regulation. 

FERC Audit Results. In July 2006, the FERC issued a final report under a routine audit that its Office of 
Enforcement (formerly its Office of Market Oversight and Investigations) had conducted regarding the 
compliance ofE.ON U.S. and its subsidiaries, including KU, under the FERC's standards of conduct and codes 
of conduct requirements, as well as other areas. The final report contained celtain findings calling for 
improvements in E.ON U.S. and its subsidial'ies' structures, policies and procedures relating to transmission, 
generation dispatch, energy marketing and other practices. E.ON U.S. and its subsidiaries have agreed to certain 
corrective actions and have submitted procedures related to such corrective actions to the FERC. The corrective 
actions are in the nature of organizational and operational improvements as described above and are not 
expected to have a material adverse impact on the Company's results of operations or financial condition. 

Mandatory Reliability Standards. As a result of EPAct 2005, certain formerly voluntary reliability standards 
became mandatory in June 2007, and authority was delegated to various regional reliability organizations 
("RRO") by the Electric Reliability Organization, which was authorized by the FERC to enforce compliance 
with such standards, including promulgating new standards. Failure to comply with mandatory reliability 
standards can subject a registered entity to sanctions, including potential fines of up to $1 million per day as 
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well as non-monetary penalties, depending upon the circumstances of the violation. KU is a member oftlt.rbough 
SERC, which acts as KU's RRO. The SERC is currently assessing KU's compliance with certain existing 
mitigation plans resulting from a prior RRO's audit of various reliability standards. While KU believes itself to 
be in substantial compliance with the mandatory reliability standards generally, KU cannot predict the outcome 
of the current SERC proceeding or of other analysis which may be conducted regarding compliance with 
particular reliability standards. 

IRP. Integrated resource planning regulations in Kentucky require major utilities to make triennial IRP filings 
with the Kentucky Commission. In April 2005, KU and LG&E filed their 2005 joint IRP with the Kentucky 
Commission. The IRP provides historical and projected demand, resource and financial data, and other 
operating performance and system information. The AG and the KIUC were granted intervention in the IRP 
proceeding. The Kentucky Commission issued its staff repOit with no substantive issues noted and closed the 
case by Order in February 2006. KU and LG&E will submit the next joint triennial filing in April 2008. 

~ PUHCA 2005. E.ON, KU's ultimate parent, is a registered holding company under PUHCA 2005. E.ON, its 
utility subsidiaries, including KU, and certain of its non-utility subsidiaries, are subject to extensive regulation 
by the FERC with respect to numerous matters, including: electric utility facilities and operations, wholesale 
sales of power and related transactions, accounting practices, issuances and sales of securities, acquisitions and 
sales of utility properties, payments of dividends out of capital and surplus, financial matters and inter-system 
sales of non-power goods and services. KU believes that it has adequate authority (including financing 
authority) under existing FERC orders and regulations to conduct its business and will seek additional 
authorization when necessary. 

EP Act 2005. The EPAct 2005 was enacted in August 2005. Among other matters, this comprehensive 
legislation contains provisions mandating improved electric reliability standards and performance; granting 
enhanced civil penalty authority to the FERC; providing economic and other incentives relating to transmission, 
pollution control and renewable generation assets; increasing funding for clean coal generation incentives; 
repealing the Public Utility Holding Company Act of 1935; enacting PUHCA 2005 and expanding FERC 
jurisdiction over public utility holding companies and related matters via the Federal Power Act and PUHCA 
2005. 

In February 2006, the Kentucky Commission initiated an administrative proceeding to consider the 
requirements of the EPAct 2005, Subtitle E Section 1252, Smmt Metering, which concerns time-based metering 
and demand response, and Section 1254, Interconnections. EPAct 2005 requires each state regulatory authority 
to conduct a formal investigation and issue a decision on whether or not it is appropriate to implement celtain 
Section 1252, Smmt Metering standards within eighteen months after the enactment of EP Act 2005 and to 
commence consideration of Section 1254, Interconnection standards within one year after the enactment of 
EPAct 2005. Following a public hearing with all Kentucky jurisdictional electric utilities, in December 2006, 
the Kentucky Commission issued an Order in this proceeding indicating that the EPAct 2005 Section 1252, 
Smart Metering and Section 1254, Interconnection standards should not be adopted. However, all five Kentucky 
Commission jurisdictional utilities are required to file real-time pricing pilot programs for their large 
commercial and industrial customers. KU developed a real-time pricing pilot for large industrial and 
commercial customers and filed the details of the plan with the Kentucky Commission in April 2007. Data 
discovery concluded in July 2007, and no parties to the case requested a hearing. In February 2008, the 
Kentucky Commission issued an Order approving the real-time pricing pilot program proposed by KU for 
implementation within approximately eight months. KU will notify the Kentucky Commission 10 days prior to 
the actual implementation date and will file annual reports on the program within 90 days of each plan year-end 
for the 3-year pilot period. 
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Green Energy Riders. In February 2007, KU and LG&E filed a Joint Application and Testimony for Pr~e~gh 
Green Energy Riders. The AG and KIUC were granted full intervention. In May 2007, a Kentucky Commission 
Order was issued authorizing KU to establish Small and Large Green Energy Riders, allowing customers to 
contribute funds to be used for the purchase of renewable energy credits. 

Home Energy Assistance Program. In July 2007, KU filed an application with the Kentucky Commission for 
the establishment of a new Home Energy Assistance program. During September 2007, the Kentucky 
Commission approved KU's new five-year program as filed, effective in October 2007. The program terminates 
in September 2012, and is funded through a $0.10 per month meter charge. 

Depreciation Study. In December 2007, KU filed a depreciation study with the Kentucky Commission 
requesting a change in the depreciation rates as required by a previous Order. An adjustment to the depreciation 
rates is dependent on an order being received by the Kentucky Commission, the timing of which cannot 
currently be determined. 

Note 3 - Financial Instruments 

The cost and estimated fair values of KU's non-trading financial instruments as of December 31 follow: 

2007 2006 
Carrying Fair Carrying Fair 

(in millions) Value Value Value Value 
Long-term debt (including 
current portion of $33 million) $333 $333 $360 $360 

Long-term debt from affiliate $931 $996 $483 $487 

All of the above valuations reflect prices quoted by exchanges except for the loans from affiliate which are fair 
valued using accepted valuation models. The fair values of cash and cash equivalents, accounts receivable, cash 
surrender value of key man life insurance, accounts payable and notes payable are substantially the same as their 
carrying values. 

Interest Rate Swaps (hedging derivatives). KU has used over-the-counter interest rate swaps to hedge 
exposure to market fluctuations in certain of its debt instruments. Pursuant to Company policy, use of these 
financial instruments has been intended to mitigate risk, earnings and cash flow volatility and was not 
speculative in nature. Management had designated all of the interest rate swaps as hedge instruments. Financial 
instruments designated as fair value hedges and the underlying hedged items are periodically marked to market 
with the resulting net gains and losses recorded directly into net income. Upon termination of any fair value 
hedge, the resulting gain or loss is recorded into net income. 

KU had no outstanding interest rate swap agreements at December 31, 2007. KU was party to an interest rate 
swap agreement with a notional amount of$53 million as of December 31, 2006. The interest rate swap was 
terminated in February 2007, when the underlying debt was defeased. Under this swap agreement, KU paid 
variable rates based on the London Interbank Offer Rate averaging 7.44% and received fixed rates averaging 
7.92% at December 31,2006. The swap agreement in effect at December 31,2006 had been designated as a fair 
value hedge. The fair value designation was assigned because the underlying fixed rate debt had a firm future 
commitment. For 2007 and 2006, the effect of marking these financial instruments and the underlying debt to 
market resulted in pre-tax gains of less than $1 million recorded in interest expense. 
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Interest rate swaps hedge interest rate risk on the underlying debt under SFAS No. 133, Accounting/or Arbough 
Derivative Instruments and Hedging Activities, as amended, in addition to swaps being marked to market, the 
item being hedged must also be marked to market. Consequently, at December 31, 2006, KU's debt reflects a 
mark-to-market adjustment of less than $1 million. 

Energy Risk Management Activities (non-hedging derivatives). KU conducts energy trading and risk 
management activities to maximize the value of power sales from physical assets it owns. Energy trading 
activities are principally forward financial transactions to hedge price risk and are accounted for on a mark-to
market basis in accordance with SFAS No. 133, as amended. 

The table below summarizes KU's energy trading and risk management activities: 

(in millions) 
Fair value of contracts at beginning of period, net asset 

Unrealized gains and losses recognized at contract 
inception during the period 

Realized gains and losses recognized during the period 
Changes in fair values attributable to changes in valuation 

techniques and assumptions 
Other unrealized gains and losses and changes in fair values 

Fair value of contracts at end of period, net asset 

2007 
$ I 

(I) 

2006 
$ I 

(2) 
_I 
II 

No changes to valuation techniques for energy trading and risk management activities occurred during 2007 or 
2006. Changes in market pricing, interest rate and volatility assumptions were made during both years. All 
contracts outstanding at December 3 I, 2007 and 2006, have a maturity of less than one year and are valued 
using prices actively quoted for proposed or executed transactions or quoted by brokers. 

KU maintains policies intended to minimize credit risk and revalues credit exposures daily to monitor 
compliance with those policies. At December 3 I, 2007, 100% of the trading and risk management commitments 
were with counterparties rated BBB-/Baa3 equivalent or better. 

KU hedges the price volatility of its forecasted electric wholesale sales with the sales of market-traded electric 
fOlward contracts for periods of less than one year. Hedge accounting treatment has not been elected for these 
transactions, and therefore gains and losses are shown in the statements of income in other income - net. No 
material pre-tax gains and losses resulted in 2007. Pre-tax gains of$1 million resulted in 2006. 

Note 4 - Concentrations of Credit and Other Risk 

Credit risk represents the accounting loss that would be recognized at the reporting date if counterparties failed 
to perform as contracted. Concentrations of credit risk (whether on- or off-balance sheet) relate to groups of 
customers or counterparties that have similar economic or industry characteristics that would cause their ability 
to meet contractual obligations to be similarly affected by changes in economic or other conditions. 

KU's customer receivables and revenues arise from deliveries of electricity to approximately 506,000 customers 
in over 600 communities and adjacent suburban and rural areas in 77 counties in central, southeastern and 
western Kentucky, to approximately 30,000 customers in five counties in southwestern Virginia and 5 
customers in Tennessee. For the years ended December 31, 2007 and 2006,100% of total revenue was derived 
from electric operations. 
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Effective August I, 2006, KU and its employees represented by the IBEW Local 2100 entered into a newltliR,QPgh 
year collective bargaining agreement. The new agreement provides for negotiated increases or changes to 
wages, benefits or other provisions and for annual wage re-openers. A wage re-opener was negotiated in July 
2007. KU and its employees represented by the USWA Local 9447-01 entered into a three-year collective 
bargaining agreement effective August 2005, with authorized annual wage re-openers. The employees 
represented by these two bargaining units comprise approximately 16% ofKU's workforce at December 31, 
2007. Wage re-openers were negotiated in July 2006, and July 2007. 

Note 5 - Pension and Other Postretirement Benefit Plans 

KU has both funded and unfunded non-contributory defined benefit pension plans and other postretirement 
benefit plans that together cover substantially all of its employees. The healthcare plans are contributory with 
participants' contributions adjusted annually. KU uses December 31 as the measurement date for its plans. 

Obligations and Funded Status. The following tables provide a reconciliation of the changes in the plans' 
benefit obligations and fair value of assets over the two-year period ending December 31, 2007, and a statement 
of the funded status as of December 31 for KU's sponsored defined benefit plans: 

Other Postretirement 
(in millions) Pension Benefits Benefits 

2007 2006 2007 2006 
Change in benefit obligation 

Benefit obligation at beginning of yeat· $ 303 $ 318 $ 88 $ 95 
Service cost 6 6 2 2 
Interest cost 17 17 5 5 
Benefits paid, net of retiree contributions (19) (19) (5) (5) 
Actuarial gain and other {232 {192 {142 {92 

Benefit obligation at end of year $ 284 $ 303 $ 76 $ 88 

Change in plan assets 
Fair value of plan assets at beginning of year $ 253 $ 247 $ 12 $ 9 

Actual return on plan assets 17 26 I 
Employer contributions 13 6 7 
Benefits paid, net of retiree contributions (19) (19) (5) (5) 

Administrative expenses and other {l2 
Fair value of plan assets at end of year $ 264 $ 253 $ 13 $ 12 

Funded status at end of year $ (20) $ {50) $ {632 $ 0 62 
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Amounts Recognized in Statement of Financial Position. The following tables provide the amounts Arbough 
recognized in the balance sheets and information for plans with benefit obligations in excess of plan assets as of 
December 31 : 

(in millions) Pension Benefits 
2007 2006 

Regulatory assets $ 37 $ 59 
Accrued benefit liability (non-current) (20) (50) 

Other Postretirement 
Benefits 

2007 2006 
$ (9) $ 5 

(63) (76) 

Additional year-end information for plans with accumulated benefit obligations in excess of plan assets: 

(in millions) 

Benefit obligation 
Accumulated benefit obligation 
Fair value of plan assets 

Pension Benefits 
2007 2006 

$ 284 $ 303 
243 258 
264 253 

Other Postretirement 
Benefits 

2007 2006 
$ 76 $ 88 

13 12 

Components of Net Periodic Bcncfit Cost. The following table provides the components of net periodic 
benefit cost for the plans: 

(in millions) 

Service cost 
Interest cost 
Expected return on plan assets 
Amortization of prior service costs 
Amortization of actuarial loss 
Amortization of transitional obligation 
Benefit cost at end of year 

Pension Benefits 
2007 2006 

$ 6 $ 6 
17 17 

(21) (20) 
I 1 
2 4 

$ 5 $ 8 

Other Postretirement 
Benefits 

2007 2006 
$ 2 $ 2 

5 5 
(l) (1) 

I 

1 
$ 6 $ 8 

The assumptions used in the measurement ofKU's pension benefit obligation are shown in the following table: 

Weighted-average assumptions as of December 31: 
Discount rate 
Rate of compensation increase 

6.66% 
5.25% 

5.96% 
5.25% 

The discount rate is based on the November Mercer Pension Discount Yield Curve, adjusted by the basis point 
change in the Moody's Corporate Aa Bond Rate in December. 
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The assumptions used in the measurement ofKU's net periodic benefit cost are shown in the following ta\Jr8;(JUgh 

Discount rate 
Expected long-term return on plan assets 
Rate of compensation increase 

5.90% 
8.25% 
5.25% 

5.50% 
8.25% 
5.25% 

To develop the expected long-term rate of return on assets assumption, KU considered the current level of 
expected returns on risk free investments (primarily government bonds), the historical level of the risk premium 
associated with the other asset classes in which the portfolio is invested and the expectations for future returns 
of each asset class. The expected return for each asset class was then weighted based on the target asset 
allocation to develop the expected long-term rate of return on assets assumption for the portfolio. 

The following describes the effects on pension benefits by changing the major actuarial assumptions discussed 
~ above: 

• A 1 % change in the assumed discount rate could have an approximate $30 million positive or 
negative impact to the 2007 accumulated benefit obligation and an approximate $40 million positive 
or negative impact to the 2007 projected benefit obligation. 

• A 25 basis point change in the expected rate of return on assets would have an approximate $1 
million positive or negative impact on 2007 pension expense. 

Assumed Healthcare Cost Trend Rates. For measurement purposes, a 9% annual increase in the per capita 
cost of covered healthcare benefits was assumed for 2007. The rate was assumed to decrease gradually to 5% by 
2015 and remain at that level thereafter. 

Assumed healthcare cost trend rates have a significant effect on the amounts reported for the healthcare plans. A 
I % change in assumed healthcare cost trend rates would have resulted in an increase or decrease of less than $1 
million on the 2007 total of service and interest costs components and an increase or decrease of $4 million in 
year-end 2007 postretirement benefit obligations. 

Expected Future Benefit Payments and Medicare Subsidy Receipts. The following list provides the amount 
of expected future benefit payments, which reflect expected future service and the estimated gross amount of 
Medicare subsidy receipts: 

Other Medicare 
Pension Postretirement Subsidy 

(in millions) Plans Benefits Receillts 
2008 $ 18 $ 6 $ (I) 
2009 18 7 (I) 
2010 17 7 (I) 
2011 17 7 (1) 
2012 17 7 (1) 
2013-17 90 37 (3) 
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Plan Assets. The following table shows KU's weighted-average asset allocation by asset category at De~Ii\m¥gh 
3 I: 

Pension Plans Target Range 2007 2006 
Equity securities 45% -75% 57% 61% 
Debt securities 30%- 50% 43% 39% 
Other 0%- 10% 0% 0% 
Totals 100% 100% 

The investment policy of the pension plans was developed in conjunction with financial consultants, investment 
advisors and legal counsel. The goal of the investment policy is to preserve the capital of the fund and maximize 
investment earnings. The return objective is to exceed the benchmark retul'll for the policy index comprised of 
the following: Russell 3000 Index, MSCI-EAFE Index, Lehman Aggregate and Lehman U.S. Long 
Government/Credit Bond Index in proportions equal to the targeted asset allocation. 

Evaluation of performance focuses on a long-term investment time horizon of at least three to five years or a 
complete market cycle. The assets of the pension plans are broadly diversified within different asset classes 
(equities, fixed income securities and cash equivalents). 

To minimize the risk of large losses in a single asset class, no more than 5% of the pOlifolio will be invested in 
the securities of anyone issuer with the exclusion of the U.S. government and its agencies. The equity pOliion 
of the fund is diversified among the market's various subsections to diversify risk, maximize returns and avoid 
undue exposure to any single economic sector, industry group or individual security. The equity subsectors 
include, but are not limited to, growth, value, small capitalization and intel'llational. 

In addition, the overall fixed income portfolio may have an average weighted duration, or interest rate 
sensitivity which is within +/- 20% of the duration of the overall fixed income benchmark. Foreign bonds in the 
aggregate shall not exceed 10% of the total fund. The portfolio may include a limited investment of up to 20% 
in below investment grade securities provided that the overall average pOlifolio quality remains "AA" or better. 
The below investment grade securities include, but are not limited to, medium-term notes, corporate debt, non
dollar and emerging market debt and asset backed securities. The cash investments should be in securities that 
either are of short maturities (not to exceed 180 days) or readily marketable with modest risk. 

Derivative securities are permitted only to improve the portfolio's risk/retul'll profile, to modify the portfolio's 
duration or to reduce transaction costs and must be used in conjunction with underlying physical assets in the 
portfolio. Derivative securities that involve speculation, leverage, interest rate anticipation, or any undue risk 
whatsoever are not deemed appropriate investments. 

The investment objective for the postretirement benefit plan is to provide current income consistent with 
stability of principal and liquidity while maintaining a stable net asset value of $1.00 per share. The 
postretirement funds are invested in a prime cash money market fund that invests primarily in a pOlifolio of 
short-term, high-quality fixed income securities issued by banks, cOI'porations and the U.S. government. 

Contributions. KU made a discretionary contribution to the pension plan of$13 million in January 2007. After 
this payment, KU's pension plan assets are in excess of the December 31,2007 accumulated benefit obligation. 

In addition, KU made contributions to other postretirement benefit plans of $6 million and $7 million in 2007 
and 2006, respectively. In 2008, KU anticipates making voluntary contributions to fund the Voluntary 
Employee Beneficiary Association trusts to match the annual postretirement expense and funding the 40 I (h) 
plan up to the maximum amount allowed by law. 
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Arbough 

Pension Legislation. The Pension Protection Act of2006 was enacted in August 2006. The new rules are 
generally effective for plan years beginning after 2008. Among other matters, this comprehensive legislation 
contains provisions applicable to defined benefit plans which generally (i) mandate 100% funding of current 
liabilities within seven years; (ii) increase tax-deduction levels regarding contributions; (iii) revise celtain 
actuarial assumptions, such as mortality tables and discount rates; and (iv) raise federal insurance premiums and 
other fees for under-funded and distressed plans. The legislation also contains similar provisions relating to 
defined-contribution plans and qualified and non-qualified executive pension plans and other matters. 

Thrift Savings Plans. KU has a thrift savings plan under section 401(k) of the Intemal Revenue Code. Under the 
plan, eligible employees may defer and contribute to the plan a pOltion of current compensation in order to provide 
future retirement benefits. KU makes contributions to the plan by matching a pOltion of the employee contributions. 
The costs of this matching were $2 million for 2007 and 2006. 

~ Note 6 - Income Taxes 

A United States consolidated income tax retul'll is filed by E.ON U.S.'s direct parent, E.ON US Investments 
Corp., for each tax period. Each subsidiary of the consolidated tax group, including KU, will calculate its 
separate income tax for the tax period. The resulting separate-retul'll tax cost or benefit will be paid to or 
received from the parent company or its designee. KU also files income tax retul'llS in various state jurisdictions. 
With few exceptions, KU is no longer subject to U.S. federal income tax examinations for years before 2004. 
Statutes of limitations related to 2004 and later returns are still open. Tax years 2005, 2006 and 2007 are under 
audit by the IRS with the 2007 return being examined under an IRS pilot program named "Compliance 
Assurance Process". This program accelerates the IRS's review to the actual calendar year applicable to the 
return and ends 90 days after the retul'll is filed. 

KU adopted the provisions of FIN 48 effective January 1,2007. At the date of adoption, KU had less than $1 
million of unrecognized tax benefits, primarily related to federal income taxes. If recognized, the less than $1 
million of unrecognized tax benefits would reduce the effective income tax rate. Additions and reductions of 
uncertain tax positions during 2007 were less than $1 million. 

Possible amounts of uncertain tax positions for KU that may decrease within the next 12 months total less than 
$1 million and are based on the expiration of statutes during 2008. 

KU, upon adoption of FIN 48, adopted a new financial statement classification for interest and penalties. Prior 
to the adoption of FIN 48, KU recorded interest and penalties for income taxes on the income statements in 
income tax expense and in the taxes accrued balance sheet account, net of tax. Upon adoption of FIN 48, 
interest is recorded as interest expense and penalties are recorded as operating expenses on the income 
statement and accrued expenses in the balance sheets, on a pre-tax basis. Interest of less than $1 million was 
accrued for 2007 and 2006 based on IRS and Kentucky Department of Revenue large corporate interest rates for 
underpayment of taxes. No penalties were accrued by KU upon adoption of FIN 48 or through December 31, 
2007. 
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Components of income tax expense are shown in the table below: 

(in millions) 2007 2006 
Current - federal $ 28 $ 51 

- state 13 II 
Deferred - federal - net (5) 

- state - net (I) I 
Investment tax credit - deferred 43 12 
Amortization of investment tax credit -ill --1l) 
Total income tax expense $77 $ 74 

Current federal income tax expense decreased and investment tax credit - deferred increased primarily 
due to the recording of investment tax credits of $43 million and $12 million at December 31, 2007 and 
2006, respectively, as discussed below. 

Arbough 

In June 2006, KU and LG&E filed ajoint application with the U.S. Department of Energy ("DOE") 
requesting cettification to be eligible for investment tax credits applicable to the construction ofTC2. 
The EPAct 2005 added Section 48A to the Internal Revenue Code, which provides for an investment tax 
credit to promote the commercialization of advanced coal technologies that will generate electricity in 
an environmentally responsible manner. KU's and LG&E's application requested up to the maximum 
amount of "advanced coal project" credit allowed per taxpayer, or $125 million, based on an estimate of 
15% of projected qualifying TC2 expenditures. In November 2006, the DOE and the IRS announced 
that KU and LG&E were selected to receive the tax credit. A final IRS certification required to obtain 
the investment tax credit was received in August 2007. KU's portion of the TC2 tax credit will be 
approximately $100 million over the construction period and will be amortized to income over the life of 
the related propetty beginning when the facility is placed in service. Based on eligible construction 
expenditures incurred, KU recorded investment tax credits of$43 million and $12 million in 2007 and 
2006, respectively, decreasing current federal income taxes. 

In September 2007, KU received Order 2007-00178 from the Kentucky Commission approving the accounting 
of the investment tax credit. In March 2008, certain groups filed suit in federal court in Notth Carolina against 
the DOE and IRS claiming the investment tax credit program was violative of cettain environmental laws and 
demanded relief, including suspension or termination of the program. KU is not able to predict the ultimate 
outcome of this proceeding. 
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Components of net deferred tax liabilities included in the balance sheets are shown below: Arbough 

(in millions) 2007 2006 
Deferred tax liabilities: 
Depreciation and other plant-related items $292 $291 
Regulatory assets and other --.±Q ~ 
Total deferred tax liabilities 332 328 

Deferred tax assets: 
Income taxes due to customers 9 10 
Pensions and related benefits 17 11 
Liabilities and other ~ ----.n 
Total deferred tax assets -±2 ~ 

Net deferred income tax liability $283 $284 

Balance sheet classification 
Current assets $ (2) $ (5) 
Non-current liabilities 285 289 

Net deferred income tax liability $283 $284 

A reconciliation of differences between the statutory U.S. federal income tax rate and KU's effective income 
tax rate follows: 

Statutory federal income tax rate 
State income taxes, net of federal benefit 
Reduction of income tax accruals 
Qualified production deduction 
EEl dividend 
Amortization of investment tax credit 
Other differences 
Effective income tax rate 

35.0% 
3.4 

(0.4) 
(1.2) 
(2.9) 
(0.4) 
iL2) 
31.6% 

35.0% 
3.9 

(0.5) 
(0.4) 
(3.4) 
(0.5) 
ill) 
32.7% 

The EEl dividend for 2007 and 2006 reflects tax benefits associated with the receipt of dividends from KU's 
investment in EEL Subsequent to an EEl management decision regarding changes in the distribution of EEl's 
previous earnings, KU elected to provide deferred taxes for all book and tax temporary differences in this 
investment. 

Other differences primarily relate to excess deferred taxes which reflect the benefits of deferred taxes reversing 
at tax rates that differ from statutory rates and various other permanent differences. 

H. R. 4520, known as the "American Jobs Creation Act of 2004", allows electric utilities to take a deduction for 
qualified production activities income starting in 2005. 

Kentucky House Bill 272, also known as "Kentucky's Tax Modernization Plan", was signed into law in March 
2005. This bill contains a number of changes in Kentucky's tax system, including the reduction of the Corporate 
income tax rate from 8.25% to 7% effective January 1,2005, and a further reduction to 6% effective January 1, 
2007. As a result of the income tax rate changes, KU's deferred tax reserve amount will exceed its actual 
deferred tax liability attributable to existing temporary differences, since the new statutory rates are lower than 
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rates when the deferred tax liability originated. In December 2006, KU received approval from the Kenttihyough 
Commission to establish and amortize a regulatory liability of $11 million for these net excess deferred income 
tax balances. KU will amortize these depreciation-related excess deferred income tax balances under the 
average rate assumption method which matches the amortization of the excess deferred income taxes with the 
life of the timing differences to which they relate. Excess deferred income tax balances related to non
depreciation timing differences were expensed in 2006 due to their immaterial amount. There were no 
additional adjustments in 2007. 

KU expects to have adequate levels of taxable income to realize its recorded deferred tax assets. 

Notc 7 - Long-Term Debt 

As of December 31, 2007 and 2006, long-term debt and the current portion of long-term debt consist primarily 
of pollution control bonds and long-term loans from affiliated companies as summarized below. 

(in millions) 
Outstanding at December 31, 2007: 

Noncurrent portion 
Current portion 

Outstanding at December 31, 2006: 
Noncurrent pOttion 
Current pOltion 

Stated 
Interest Rates 

Variable - 6.33% 
Variable 

Variable - 6.33% 
Variable - 7.92% 

Maturities 

2010-2037 
2032 

2010-2036 
2007-2032 

Principal 
Amounts 

$1,231 
$ 33 

$ 702 
$ 141 

Pollution control series bonds are obligations ofKU issued in connection with tax-exempt pollution control 
revenue bonds issued by various governmental entities, principally counties in Kentucky. A loan agreement 
obligates KU to make debt service payments to the county that equate to the debt service due from the county 
on the related pollution control revenue bonds. Until a series of financing transactions was completed during 
February 2007, the county's debt was also secured by an equal amount ofKU's first mortgage bonds that were 
pledged to the trustee for the pollution control revenue bonds that match the terms and conditions of the 
county's debt, but require no payment of principal and interest unless KU defaults on the loan agreement. 
Proceeds from bond issuances for environmental equipment (primarily related to the installation ofFGDs) are held 
in trust pending expenditure for qualifying assets. At December 31, 2007, and 2006, KU had $11 million and $23 
million, respectively, of bond proceeds in trust, included in restricted cash in the balance sheets. 

Several of the KU pollution control bonds are insured by mono line bond insurers whose ratings have been 
under pressure due to exposures relating to insurance of sub-prime mOltgages. At December 31, 2007, KU had 
an aggregate $333 million of outstanding pollution control indebtedness, of which $300 million is in the form of 
insured auction rate securities wherein interest rates are reset either weekly or every 35 days via an auction 
process. Beginning in late 2007, the interest rates on these insured bonds began to increase due to investor 
concerns about the creditwotthiness of the bond insurers. In 2008, interest rates have continued to increase, and 
the Company has experienced "failed auctions" when there are insufficient bids for the bonds. When there is a 
failed auction, the interest rate is set pursuant to a formula stipulated in the indenture which can be as high as 
15%. During 2007, the average rate on the auction rate bonds was 3.96%, whereas the average rate in January 
and February of2008 was 4.72%. The instruments governing these auction rate bonds permit KU to convett the 
bonds to other interest rate modes, such as various short-term variable rates, long-term fixed rates or 
intermediate-term fixed rates that are reset infrequently. In the first quatter of2008, the ratings of the Carroll 
County 2004 Series A bonds were downgraded from AAA to AA and subsequently to A by S&P and from Aaa 
to A2 by Moody's, and the Carroll County 2006 Series C bonds were downgraded from Aaa to A2 by Moody's 
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and from AAA to A- by S&P due to downgrades of the bond insurer. In February 2008, KU issued a not~~ItB\lgh 
bondholders of its intention to convert the Carroll County 2007 Series A bonds and the Trimble County 2007 
Series A bonds from the auction rate mode to a fixed interest rate mode, as permitted under the loan documents. 
In March 2008, KU will issue notices to bondholders of its intention to conveli the Carroll County 2006 Series 
C bonds and the Mercer County 2000 Series A bonds from the auction mode to a weekly interest rate mode, as 
permitted under the loan documents. KU expects to purchase such bonds and hold some 01' all such bonds until 
a later date, including potential further conversion, remarketings or refinancings. Unceliainty in markets relating 
to auction rate securities 01' steps KU has taken 01' may take to mitigate such uncertainty, such as additional 
conversions, subsequent restructurings 01' redemptions and refinancings, could result in KU incurring increased 
interest expense, transaction expenses or other costs and fees or experiencing reduced liquidity relating to 
existing 01' futlll'e pollution contl'Ol financing structlll'es. See Note 13, Subsequent Events. 

All ofKU's first mortgage bonds were released and terminated in February 2007. Only the tax-exempt pollution 
control revenue bonds issued by the counties remain. Under the provisions for certain ofKU's variable-rate 
pollution control bonds, the bonds are subject to tender for purchase at the option of the holder and to 
mandatory tender for purchase upon the occurrence of certain events, causing the bonds to be classified as 
current pOliion of long-term debt in the balance sheets. The average annualized interest rate for these bonds 
during 2007 and 2006 was 3.72% and 3.56%, respectively. 

At December 31, 2006, KU had an interest rate swap used to hedge KU's underlying debt obligations. The swap 
hedged specific debt issuances and, consistent with management's designation, was accorded hedge accounting 
treatment. The swap effectively converted the fixed rate obligation on KU's first mortgage bond Series P to 
variable-rate. At December 31, 2006, the remaining swap had a notional value of $53 million. The swap was 
terminated in February 2007, when the underlying bond was defeased. See Note 3, Financial Instruments. 

Redemptions and maturities of long-term debt for 2007 and 2006 are summarized below: 

($ in millions) Principal Secured! 
Year Description Amount Rate Unsecured Matlll'itx 
2007 Pollution contl'Ol bonds $ 54 Variable Secured 2024 
2007 First mortgage bonds $ 54 7.92% Secured 2007 
2006 First mOligage bonds $ 36 5.99% Secured 2006 
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Issuances of long-term debt for 2007 and 2006 are summarized below: Arbough 

($ in millions) Principal Secured/ 
Year Description Amount Rate Unsecured Maturity 
2007 Pollution control bonds $ 54 Variable Unsecured 2034 
2007 Pollution control bonds $ 18 Variable Unsecured 2026 
2007 Pollution control bonds $ 9 Variable Unsecured 2037 
2007 Due to Fidelia $ 53 5.69% Unsecured 2022 
2007 Due to Fidelia $ 75 5.86% Unsecured 2037 
2007 Due to Fidelia $ 50 5.98% Unsecured 2017 
2007 Due to Fidelia $100 5.96% Unsecured 2028 
2007 Due to Fidelia $ 70 5.71% Unsecured 2019 
2007 Due to Fidelia $100 5.45% Unsecured 2014 
2006 Pollution control bonds $ 17 Variable Unsecured 2036 
2006 Pollution control bonds $ 17 Variable Unsecured 2036 
2006 Due to Fidelia $ 50 5.675% Unsecured 2016 
2006 Due to Fidelia $ 50 6.33% Unsecured 2036 

In February 2007, KU completed a series of financial transactions impacting its periodic repOliing requirements. 
The $54 million Pollution Control Series 10 bond was refinanced and replaced with a new unsecured tax
exempt bond of the same amount maturing in 2034. The $53 million Series P bond was defeased and replaced 
with an intercompany loan totaling $53 million from Fidelia. In conjunction with the defeasance, the Company 
terminated the related interest rate swap. Fidelia also agreed to eliminate the second lien on its two secured 
loans. Pursuant to the terms of the remaining tax-exempt bonds, the first mOligage bonds were cancelled and the 
underlying lien on substantially all ofKU's assets was released following the completion of these steps. KU no 
longer has any secured debt and is no longer subject to periodic repoliing under the Securities Exchange Act of 
1934. 

Long-term debt maturities for KU are shown in the following table: 

(in millions) 
2008 - 2009 $ 
2010 33 
2011 
2012 50 
Thereafter 1,181 (a) 
Total $1,264 

(a) Includes long-term debt of$33 million classified as current liabilities because these bonds are subject to 
tender for purchase at the option of the holder and to mandatory tender for purchase upon the occurrence of 
certain events. These bonds mature in 2032. KU does not expect to pay these amounts in 2008. 
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Note 8 - Notes Payable and Other Short-Term Obligations Arbough 

KU participates in an intercompany money pool agreement wherein E.ON U.S. and/or LG&E make funds 
available to KU at market-based rates (based on an index of highly mted commercial paper issues) up to $400 
million. 

($ in millions) 
December 31, 2007 
December 31, 2006 

Total Money 
Pool Available 

$400 
$400 

Amount 
Outstanding 

$23 
$97 

Balance 
Available 

$377 
$303 

Average 
Interest Rate 

4.75% 
5.25% 

As of December 31, 2007 and 2006, E.ON U.S. maintained a revolving credit facility totaling $150 million and 
$200 million, respectively, with an affiliated company, E.ON North America, Inc., to ensure funding 
availability for the money pool. The balance is as follows: 

($ in millions) 
December 31, 2007 
December 31, 2006 

Total 
Available 

$150 
$200 

Amount 
Outstanding 

$ 62 
$102 

Balance 
Available 

$88 
$98 

Average 
Interest Rate 

4.97% 
5.49% 

During June 2007, KU entered into a short-term bilateral line of credit totaling $35 million. During the third 
quarter of2007, KU extended the maturity date on this facility to June 2012. There was no outstanding balance 
under this facility at December 31, 2007. 

The covenants under this revolving line of credit include: 
• The debt/total capitalization ratio must be less than 70% 
• E.ON must own at least 66.667% of voting stock ofKU directly or indirectly 
• The corporate credit rating of the Company must be at or above BBB- and Baa3 as determined by 

S&P and Moody's 
• A limitation on disposing of assets aggregating more than 15% of total assets as of December 31, 

2006 

Note 9 - Commitments and Contingencies 

Operating Leases. KU leases office space, office equipment and vehicles and accounts for these leases as 
operating leases. In addition, KU reimburses LG&E for a pottion of the lease expense paid by LG&E for KU's 
usage of office space leased by LG&E. Total lease expense was $6 million for 2007 and 2006. The future 
minimum annual lease payments for operating leases for years subsequent to December 31,2007, are shown in the 
following table: 

(in millions) 
2008 $ 6 
2009 5 
2010 3 
2011 2 
2012 2 
Thereafter --1 
Total $22 
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Owensboro Contract Litigation. In May 2004, the City of Owensboro, Kentucky and OMU commencet\.'aq,Wh 

now removed to the U.S. District Court for the Western District of Kentucky, against KU concerning a long-
term power supply contract (the "OMU Agreement") with KU. The dispute involves interpretational differences 
regarding issues under the OMU Agreement, including various payments or charges between KU and OMU and 
rights concerning excess power, termination and emissions allowances. The complaint seeks in excess of $6 
million in damages in connection with one of its claims for periods prior to 2004, plus damages in an 
unspecified amount for later-occurring periods on that claim and for other claims. OMU has additionally 
requested injunctive and other relief, including a declaration that KU is in material breach of the contract. KU 
has filed an answer in that court denying the OMU claims and presenting counterclaims and amended such 
filing in January 2007, to include further counterclaims alleging additional damages. During 2005, the FERC 
declined KU's application to exercise exclusive jurisdiction on matters. In July 2005, the district court resolved 
a summary judgment motion made by KU in OMU's favor, ruling that a contractual provision grants OMU the 
ability to terminate the contract without cause upon four years' prior notice, for which ruling KU retains certain 
rights to appeal. A motion to reconsider that ruling is presently pending before the Court. The patties are 
continuing various discovery proceedings, as well as settlement negotiations. A trial date has been set for 
October 2008. In May 2006, OMU issued a notification of its intent to terminate the OMU agreement contract 
in May 2010, without cause, absent any earlier relief which may be permitted by the proceeding. The Company 
is currently unable to determine the final outcome of this matter. 

Sale and Leasebacl{ Transaction. KU is a patticipant in a sale and leaseback transaction involving its 62% 
interest in two jointly owned CTs at KU's E.W. Brown generating station (Units 6 and 7). Commencing in 
December 1999, KU and LG&E entered into a tax-efficient, I8-year lease of the CTs. KU and LG&E have 
provided funds to fully defease the lease, and have executed an irrevocable notice to exercise an early purchase 
option contained in the lease after 15.5 years. The financial statement treatment of this transaction is no 
different than ifKU had retained its ownership. The leasing transaction was entered into following receipt of 
required state and federal regulatory approvals. 

In case of default under the lease, KU is obligated to pay to the lessor its share of cettain fees 01' amounts. 
Primary events of default include loss 01' destruction of the CTs, failure to insure 01' maintain the CTs and 
unwinding of the transaction due to governmental actions. No events of default currently exist with respect to 
the lease. Upon any termination of the lease, whether by default 01' expiration of its term, title to the CTs reverts 
jointly to KU and LG&E. 

At December 31, 2007, the maximum aggregate amount of default fees 01' amounts was $10 million, of which 
KU would be responsible for 62% (approximately $6 million). KU has made arrangements with E.ON U.S., via 
guarantee and regulatoty commitment, for E.ON U.S. to pay KU's full pottion of any default fees 01' amounts. 

Letter of Credit. KU has provided a letter of credit totaling less than $1 million to support cettain obligations 
related to workers' compensation. 

Purchased Power. KU has purchased power arrangements with OMU and OVEC. Under the OMU agreement, 
which could last through January 1,2020, KU purchases all of the output of an approximately 400-Mw coal
fired generating station not required by OMU. The amount of purchased power available to KU during 2008-
2010, which is expected to be approximately 6% ofKU's total Kwh native load energy requirements, is 
dependent upon a number off actors including the OMU units' availability, maintenance schedules, fuel costs 
and OMU requirements. Payments are based on the total costs of the station allocated pel' terms of the OMU 
agreement. Included in the total costs is KU's proportionate share of debt service requirements on $246 million 
of OMU bonds outstanding at December 31, 2007. The debt service is allocated to KU based on its annual 
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allocated share of capacity, which averaged approximately 39% in 2007. KU does not guarantee the oM6rbough 
bonds, or any requirements therein, in the event of default by OMU. 

KU has a contract for purchased power with OVEC, terminating in 2026, for various Mw capacities. KU has an 
investment of2.5% ownership in OVEC's common stock, which is accounted for on the cost method of 
accounting. KU's share of OVEC's output is 2.5%, approximately 55 Mw of generation capacity. Future 
obligations for power purchases are shown in the following table: 

(in millions) 
2008 $ 23 
2009 25 
2010 16 
2011 8 
2012 9 
Thereafter --.l.1l 
Total $.224. 

Construction Program. KU had approximately $392 million of commitments in connection with its consttuction 
program at December 31, 2007. 

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

TC2 Ail' Permit. The Sierra Club and other environmental groups filed a petition challenging the air permit 
issued for the TC2 base load generating unit which was issued by the Kentucky Division of Air Quality in 
November 2005. The filing of the challenge did not stay the permit, so the Company was free to proceed with 
construction during the pendancy of the action. In June 2007, the state hearing officer assigned to the matter 
recommended upholding the ail' permit with minor revisions. In September 2007, the Secretary of the Kentucky 
Environmental and Public Protection Cabinet issued a final Order approving the hearing officer's recommenda
tion and upholding the permit. In September 2007, KU administratively applied for a permit revision to reflect 
minor design changes. In October 2007, the environmental groups submitted comments objecting to the draft 
permit revisions and, in pati, attempting to reassert general objections to the generating unit. An agency 
decision on the final permit revisions may occur during 2008. The Company is currently unable to determine 
the final outcome of this matter. 

Mine Safety Compliance Costs. In March 2006, the Mine Safety and Health Administration enacted 
Emergency Temporary Standards regulations and has issued additional regulations as the result of the passage 
of the Mine Improvement and New Emergency Response Act of2006, which was signed into law in June 2006. 
At the state level, Kentucky and other states that supply coal to KU, have passed new mine safety legislation. 
These pieces of legislation require all underground coal mines to implement new safety measures and install 
new safety equipment. Under the terms of some of the coal contracts KU has in place, provisions are made to 
allow for price adjustments for compliance costs resulting from new 01' amended laws 01' regulations. KU has 
begun to receive information from the mines it contracts with regarding price adjustments related to these 
compliance costs and has hired a consultant to review all supplier claims for validity and reasonableness. At this 
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time KU has not been notified of claims by all mines and is reviewing those claims it has received. An Arbough 
adjustment will be made to the value of the coal inventory once the amount is determinable, however, the 
amount cannot be estimated at this time. The Company expects to recover these costs through the FAC. 

Environmental Matters. KU's operations are subject to a number of environmental laws and regulations in each 
of the jurisdictions in which it operates, governing, among other things, air emissions, wastewater discharges, the 
use, handling and disposal of hazardous substances and wastes, soil and groundwater contamination and employee 
health and safety. 

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

Ambient Ail' Quality. The Clean Air Act requires the EPA to periodically review the available scientific data for 
six criteria pollutants and establish concentration levels in the ambient air sufficient to protect the public health 
and welfare with an extra margin for safety. These concentration levels are known as national ambient air 
quality standards ("NAAQS"). Each state must identify "nonattainment areas" within its boundaries that fail to 
comply with the NAAQS and develop a SIP to bring such nonattainment areas into compliance. If a state fails 
to develop an adequate plan, the EPA must develop and implement a plan. As the EPA increases the stringency 
of the NAAQS through its periodic reviews, the attainment status of various areas may change, thereby 
triggering additional emission reduction obligations under revised SIPs aimed to achieve attainment. 

In 1997, the EPA established new NAAQS for ozone and fine particulates that required additional reductions in 
SOz and NOx emissions from power plants. In 1998, the EPA issued its final "NO x SIP Call" rule requiring 
reductions in NOx emissions of approximately 85% from 1990 levels in order to mitigate ozone transpOlt from 
the midwestern U.S. to the northeastern U.S. To implement the new federal requirements, Kentucky amended 
its SIP in 2002 to require electric generating units to reduce their NOx emissions to 0.15 pounds weight per 
MMBtu on a company-wide basis. In 2005, the EPA issued the CAIR which requires additional SOz emission 
reductions of 70% and NOx emission reductions of 65% from 2003 levels. The CAIR provides for a two-phase 
cap and trade program, with initial reductions of NO x and SOz emissions due by 2009 and 20 I 0, respectively, 
and final reductions due by 2015. The final rule is currently under challenge in a number offederal court 
proceedings. In 2006, Kentucky proposed to amend its SIP to adopt state requirements similar to those under 
the federal CAIR. Depending on the level of action determined necessary to bring local nonattainment areas 
into compliance with the new ozone and fine particulate standards, KU's power plants are potentially subject to 
additional reductions in SOz and NOx emissions. KU's weighted-average company-wide emission rate for S02 
in 2007 was approximately 1.33 Ibs.IMMBtu of heat input, with evety generating unit below its emission limit 
established by the Kentucky Division for Air Quality. 

Hazardous Ail' Pollutants. As provided in the 1990 amendments to the Clean Air Act, the EPA investigated 
hazardous air pollutant emissions from electric utilities and submitted a report to Congress identifying mercUty 
emissions from coal-fired power plants as warranting further study. In 2005, the EPA issued the CAMR 
establishing mercury standards for new power plants and requiring all states to issue new SIPs including 
mercury requirements for existing power plants. The EPA issued a model rule which provides for a two-phase 
cap and trade program with initial reductions due by 2010 and final t'eductions due by 2018. The CAMR 
provides for reductions of70% from 2003 levels. The EPA closely integrated the CAMR and CAIR programs 
to ensure that the 2010 mercury reduction targets will be achieved as a "co-benefit" of the controls installed for 
purposes of compliance with the CAIR. The final rule is also currently under challenge in the federal courts. In 
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February 2008, a federal appellate COUtt issued a decision in one of the proceedings vacating the current Al'bough 
CAMR, an outcome that may have the effect of resulting in more stringent mercury reduction rules. However, 
the ruling could be subject to further appeal. In 2006, Kentucky proposed to amend its SIP to adopt state 
requirements similar to those under the federal CAMR. In 2006, the Kentucky air agency adopted a regulation 
aimed at regulating additional hazardous air pollutants from sources including power plants, but it was 
withdrawn in 2007. To the extent those rules are final, they are not expected to have a material impact on KU's 
power plant operations. 

Acid Rain Program. The 1990 amendments to the Clean Air Act imposed a two-phased cap and trade program 
to reduce S02 emissions from power plants that were thought to contribute to "acid rain" conditions in the 
nOltheastern U.S. The 1990 amendments also contained requirements for power plants to reduce NOx emissions 
through the use of available combustion controls. 

Regional Haze. The Clean Air Act also includes visibility goals for certain federally designated areas, including 
national parks, and requires states to submit SIPs that will demonstrate reasonable progress toward preventing 
future impairment and remedying any existing impairment of visibility in those areas. In 2005, the EPA issued 
its Clean Air Visibility Rule detailing how the Clean Air Act's BART requirements will be applied to facilities, 
including power plants, built between 1962 and 1974 that emit certain levels of visibility impairing pollutants. 
Under the final rule, as the CAIR will result in more visibility improvement than BART, states are allowed to 
substitute CAIR requirements in their regional haze SIPs in lieu of controls that would otherwise be required by 
BART. The final rule has been challenged in the COUtts. 

Installation of Pollution Controls. Many of the programs under the Clean Air Act utilize cap and trade 
mechanisms that require a company to hold sufficient emissions allowances to cover its authorized emissions on 
a company-wide basis and do not require installation of pollution controls on every generating unit. Under cap 
and trade programs, companies are free to focus their pollution control effOlts on plants where such controls are 
pmticularly efficient and utilize the resulting emission allowances for smaller plants where such controls are not 
cost effective. KU met its Phase I S02 requirements primarily through installation of FGD equipment on Ghent 
Unit 1. KU's combined strategy for its Phase II S02 requirements, which commenced in 2000, includes the 
installation of additional FGD equipment, as well as using accumulated emissions allowances and fuel 
switching to defer certain additional capital expenditures. In order to achieve the NOx emission reductions and 
associated obligations, KU installed additional NOx controls, including SCR technology, during the 2000 to 
2007 time period at a cost of $220 million. In 200 I, the Kentucky Commission granted approval to recover the 
costs incurred by KU for these projects through the environmental surcharge mechanism. Such monthly 
recovery is subject to periodic review by the Kentucky Commission. 

In order to achieve the emissions reductions mandated by the CAIR and CAMR, KU expects to incur additional 
capital expenditures totaling approximately $675 million during the 2008 through 2010 time period for 
pollution controls including FGD and SCR equipment, and additional operating and maintenance costs in 
operating such controls. In 2005, the Kentucky Commission granted approval to recover the costs incurred by 
KU for these projects through the ECR mechanism. Such monthly recovery is subject to periodic review by the 
Kentucky Commission. KU believes its costs in reducing S02, NOx and mercury emissions to be comparable to 
those of similarly situated utilities with like generation assets. KU's compliance plans are subject to many 
factors including developments in the emission allowance and fuels markets, future legislative and regulatory 
enactments, legal proceedings and advances in clean ail' technology. KU will continue to monitor these 
developments to ensure that its environmental obligations are met in the most efficient and cost-effective 
manner. 
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Potential GHG Controls. In 2005, the Kyoto Protocol for reducing GHG emissions took effect, obligating\J~ough 
industrialized countries to undertake substantial reductions in GHG emissions. The U.S. has not ratified the 
Kyoto Protocol and there are currently no mandatory GHG emission reduction requirements at the federal level. 
Legislation mandating GHG reductions has been introduced in the Congress, but no federal legislation has been 
enacted to date. In the absence of a program at the federal level, various states have adopted their own GHG 
emission reduction programs. Such programs have been adopted in various states including II northeastern 
U.S. states and the District of Columbia under the Regional GHG Initiative program and California. Substantial 
efforts to pass federal GHG legislation are ongoing. In addition, litigation is currently pending before various 
COUtts to determine whether the EPA and the states have the authority to regulate GHG emissions under existing 
law. In April 2007, the U.S. Supreme COUtt tuled that the EPA has the authority to regulate GHG under the 
Clean Air Act. KU is monitoring ongoing efforts to enact GHG reduction requirements at the state and federal 
level and is assessing potential impacts of such programs and strategies to mitigate those impacts. KU is unable 
to predict whether mandatory GHG reduction requirements will ultimately be enacted. As a Company with 
significant coal-fired generating assets, KU could be substantially impacted by programs requiring mandatory 
reductions in GHG emissions, although the precise impact on the operations ofKU, including the reduction 
targets and deadlines that would be applicable, cannot be determined prior to the enactment of such programs. 

Brown New Source Review Litigation. In April 2006, the EPA issued an NOV alleging that KU had violated 
certain provisions of the Clean Air Act's new source review rules relating to work performed in 1997, on a 
boiler and turbine at KU's E.W. Brown generating station. In December 2006, the EPA issued a second NOV 
alleging the Company had exceeded heat input values in violation of the air permit for the unit. During 2006, 
KU provided data responses to the EPA with respect to the allegations in the NOVs. In March 2007, the 
Department of Justice filed a complaint in federal court in Kentucky alleging the same violations specified in 
the prior NOVs. The complaint seeks civil penalties, including potential per-day fines, remedial measures and 
injunctive relief. In April 2007, KU filed an answer in the civil suit denying the allegations. In July 2007, a July 
2009 date for trial on the merits was scheduled. The parties continue periodic settlement discussions and a $2 
million accrual has been recorded based on the current status of those discussions, however, KU cannot 
determine the overall outcome or potential effects ofthese matters, including whether substantial fines, 
penalties or remedial construction may result. 

Section 114 Requests. In August 2007, the EPA issued administrative information requests under Section 114 of 
the Clean Air Act requesting new source review-related data regarding celtain construction and maintenance 
activities at LG&E's Mill Creek 4 and Trimble County I generating units and KU's Ghent 2 generating unit. 
The Companies are complying with the information requests and are not able to predict further proceedings in 
this matter at this time. 

Ghent Opacity NO V. In September 2007, the EPA issued an NOV alleging that KU had violated certain 
provisions of the Clean Ail' Act's operating rules relating to opacity during June and July of2007 at Units I and 
3 ofKU's Ghent generating station. The parties have commenced initial discussions on this matter. KU is not 
able to estimate the outcome or potential effects of these matters, including whether substantial fines, penalties 
01' remedial construction may result. 

General Environmental Proceedings. KU has recently settled celtain environmental matters. During 2005 and 
2006, final judicial and administrative approvals were received regarding a consent decree relating to the 
October 1999 leak of approximately 38,000 gallons of diesel fuel (of which 34,000 gallons were recovered) 
from an underground pipeline at KU's E.W. Brown Station. Under the terms of the settlement, KU paid a civil 
penalty in 2006 and has agreed to construct a supplemental environmental project and maintain the project for 
ten years, each at a cost of less than $1 million. During 2006, final judicial and administrative approvals were 
received regarding a settlement associated with a former transformer scrap-yard which had been the subject of 
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April 2002 correspondence to KU and other potentially responsible parties. Under the terms of the settle,iMillpugh 
the pallies bore aggregate cleanup costs of approximately $2 million, of which KU's share was less than $1 
million, which was paid in December 2006. 

From time to time, KU appears before the EPA, various state or local regulatory agencies and state and federal 
courts regarding matters involving compliance with applicable environmental laws and regulations. Such 
matters include liability under the Comprehensive Environmental Response, Compensation and Liability Act 
for cleanup at various off-site waste sites and ongoing claims regarding GRG emissions from KU's generating 
stations. Based on analysis to date, the resolution of such matters is not expected to have a material impact on 
the operations ofKU. 

Note 10 - Jointly Owned Electric Utility Plant 

KU and LG&E have begun construction of TC2, a jointly owned unit at the Trimble County site. KU 
and LG&E own undivided 60.75% and 14.25% interests, respectively, in TC2. Of the remaining 25% of 
TC2, Illinois Municipal Electric Agency ("IMEA") owns a 12.12% undivided interest and Indiana 
Municipal Power Agency (HIMPA") owns a 12.88% undivided interest. Each company is responsible for 
its proportionate share of capital cost during construction, and fuel, operation and maintenance cost 
when TC2 begins operation, which is expected to occur in 2010. 

TC2 
LG&E KU IMPA IMEA Total 

Ownership interest 14.25% 60.75% 12.88% 12.12% 100% 
Mw capacity 107 455 97 91 750 

(in millions) LG&E KU 
Construction work in progress $74 $332 

KU and LG&E jointly own the following CTs and related equipment: 

($ in millions) KU LG&E Total 
(S) (S) ($) 

($) Net ($) Net ($) Nct 
Mw ($) Depre- Book Mw ($) Depre- Book Mw ($) Depre- Book 

Ownership Perccntage Capacity Cost ciation Valne Capacity Cost ciation Valne Capacity Cost ciation Valne 

KU 47%, LG&E 53% (I) 129 51 (II) 40 146 58 (12) 46 275 109 (23) 86 
KU 62%, LG&E 38% (2) 190 78 (14) 64 118 50 (10) 40 308 128 (24) 104 
KU 71%, LG&E 29% (3) 228 80 (14) 66 92 32 (6) 26 320 112 (20) 92 
KU 63%, LG&E 37% (4) 404 137 (17) 120 236 79 (8) 71 640 216 (25) 191 
KU 71%, LG&E29% (5) nla 9 (2) 7 nla 3 3 nla 12 (2) 10 

1) Comprised of Paddy's Run 13 and E.W. Brown 5. In addition to the above jointly owned utility plant, there 
is an inlet ail' cooling system attributable to Unit 5 and units 8-11 at the E.W. Brown facility. This inlet ail' 
cooling system is not jointly owned, however, it is used to increase production on the units to which it 
relates, resulting in an additional 88 Mw of capacity for KU. 

2) Comprised of units 6 and 7 at the E.W. Brown facility. 
3) Comprised of units 5 and 6 at the Trimble County facility. 
4) Comprised ofCT Substation 7-10 and units 7, 8, 9 and 10 at the Trimble County facility. 
5) Comprised of CT Substation 5 and 6 and CT Pipeline at the Trimble County facility. 
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Both KU's and LG&E's participating share of direct expenses of the jointly owned plants is included in the 
cOl1"esponding operating expenses on its respective income statement (e.g., fuel, maintenance of plant, other 
operating expense). 

Note 11 - Related Party Transactions 

KU, subsidiaries ofE.ON U.S. and subsidiaries ofE.ON engage in related patty transactions. Transactions 
between KU and E.ON U.S. subsidiaries are eliminated upon consolidation ofE.ON U.S. Transactions between 
KU and E.ON subsidiaries are eliminated upon consolidation ofE.ON. These transactions are generally 
performed at cost and are in accordance with the FERC regulations under PUHCA 2005 and the applicable 
Kentucky Commission and Virginia Commission regulations. The significant related patty transactions are 
disclosed below. 

~ Electric Purchases 

KU and LG&E purchase energy fi'om each other in order to effectively manage the load of their retail and 
wholesale customers. These sales and purchases are included in the statements of income as operating revenues 
and purchased power operating expense. KU intercompany electric revenues and purchased power expense for 
the years ended December 31, were as follows: 

(in millions) 
Electric operating revenues from LG&E 
Purchased power from LG&E 

Interest Charges 

2007 
$46 

93 

2006 
$77 
99 

See Note 8, Notes Payable and Other Short-Term Obligations, for details of intercompany borrowing 
arrangements. Intercompany agreements do not require interest payments for receivables related to services 
provided when settled within 30 days. 

KU's intercompany interest income and expense for the years ended December 31, were as follows: 

(in millions) 
Interest on money pool loans 
Interest on Fidelia loans 

Other Intercompany Billings 

2007 
$ 6 

35 

2006 
$ 3 

21 

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

In addition, KU and LG&E provide services to each other and to E.ON U.S. Services. Billings between KU and 
LG&E relate to labor and overheads associated with union employees performing work for the other utility, 
charges related to jointly owned CTs and other miscellaneous charges. Billings from KU to E.ON U.S. Services 
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relate to cash received by E.ON U.S. Services on behalf of KU, primarily tax settlements, and other paymiliBough 
made by KU on behalf of other non-regulated businesses which are paid through E.ON U.S. Services. 

Intercompany billings to and from KU for the years ended December 31, were as follows: 

(in millions) 
E.ON U.S. Services billings to KU 
KU billings to LG&E 
LG&E billings to KU 
KU billings to E.ON U.S. Services 

2007 
$488 

6 
12 
26 

2006 
$353 

56 
53 
23 

In September and December 2007, KU received capital contributions from its shareholder, E.ON U.S. in the 
amount of $55 million and $20 million, respectively. 

~ Note 12 - Accumulated Other Comprehensive Income 

Accumulated other comprehensive income (loss) consisted ofthe following: 

Minimum 
Pension 
Liability Income 

(in millions) Adjustment Pre-Tax Taxes Net 
Balance at December 31,2005 $ (32) $ (32) $ 13 $(19) 

Minimum pension liability adjustment ~ ~ .---UJl --112) 
Balance at December 31, 2006 L-: L-: L-: L-: 

Balance at December 31, 2007 $ - $ - $ - $ -

Subsequent to the application of SFAS No. 158, adjustments to the minimum pension liability are recorded as 
regulatory assets and liabilities. As a result, there are no adjustments to the minimum pension liability recorded 
in accumulated other comprehensive income at December 31,2007 or 2006. 

Note 13 - Subsequent Events 

On January 18, 2008, the Kentucky Commission issued an Order approving the charges and credits billed 
through the FAC during the review period of November 1,2006 through April 30, 2007. 

On January 31, 2008 and February 14,2008, the ratings of the Carroll County 2004 Series A bonds were 
downgraded from AAA to AA by S&P and from Aaa to A2 by Moody's, respectively, due to downgrades of the 
bond insurer. On February 25, 2008, the bonds were subsequently downgraded from AA to A by S&P, due to a 
further downgrade of the insurer. 

On February 1,2008, the Kentucky Commission issued an Order approving the real-time pricing pilot program 
proposed by KU, for implementation within approximately eight months, for its large commercial and industrial 
customers. 

On February 7, 2008 and February 25, 2008, the Carroll County 2006 Series C bonds were downgraded from 
Aaa to A2 by Moody's and from AAA to A- by S&P, due to downgrades of the bond insurer. 
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On February 26, 2008, KU commenced steps, including notice to relevant patties, to convert the Carroll County 
2007 Series A bonds and the Trimble County 2007 Series A bonds, from the auction rate mode to a fixed 
interest rate mode. Such conversions are scheduled to occur on April 4, 2008. 

Beginning in late 2007, the interest rates on the insured bonds, wherein interest rates are reset either weekly or 
every 35 days via an auction process, began to increase due to investor concerns about the creditworthiness of 
the bond insurers. In 2008, interest rates have continued to increase, and the Company has experienced "failed 
auctions" when there are insufficient bids for the bonds. When there is a failed auction, the interest rate is set 
pursuant to a formula stipulated in the indenture which can be as high as 15%. During 2007, the average rate on 
the auction rate bonds was 3.96%, whereas the average rate in January and February of2008 was 4.72%. 

On Mat'ch 4, 2008, the FERC issued an Order approving the MISO exit fee recalculation agreement which 
provides KU with an immediate recovety of $1 million and an estimated $3 million over the next eight years for 
credits realized from other payments the MISO will receive, plus interest. 

On March 17, 2008, KU commenced steps, including notice to relevant parties, to convett the Carroll County 
2006 Series C bonds from the auction rate mode to a weekly interest rate mode. Such conversion is scheduled 
to occur on April 16, 2008. 
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To the Shareholder of Kentucky Utilities Company: 

In our opinion, the accompanying balance sheets and the related statements of capitalization, income, retained 
earnings, cash flows and comprehensive income present fairly, in all material respects, the financial position of 
Kentucky Utilities Company at December 3l, 2007 and 2006, and the results of its operations and its cash flows 
for the years then ended in conformity with accounting principles generally accepted in the United States of 
America. These financial statements are the responsibility of the Company's management. Our responsibility 
is to express an opinion on these financial statements based on our audits. We conducted our audits of these 
statements in accordance with auditing standards generally accepted in the United States of America. Those 
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial 
statements are free of material misstatement. An audit includes examining, on a test basis, evidence suppOt1ing 
the amounts and disclosures in the financial statements, assessing the accounting principles used and significant 
estimates made by management, and evaluating the overall financial statement presentation. We believe that 
our audits provide a reasonable basis for our opinion. 

As discussed in Note 2 to the financial statements, Kentucky Utilities Company changed the manner in which it 
accounts for defined benefit pension and other postretirement benefit plans as of December 3l, 2006. 

/s/ PricewaterhouseCoopers LLP 
Louisville, Kentucky 
March l8, 2008 
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APPENDIX B-1 

Opinion of Bond Counsel dated May 19,2000 relating to the Bonds 



LomSVILLE OFFIOE 
<6(2) 682-3871 

T£L(:COPIER Usoe) 1502-39013 

Attachment to Response to KU AG-l Question No. 217 
Page 155 of163 
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May 19,2000 

Al'bough 

COVu(OTON OFFIC£ 
(eoe) 491'0712 

TELECOPIER (606) 491·0107 

Re: $12,900,000 County of Mercer, Kentucky, Solid Waste Disposal Facility Revenue Bonds, 
2000 Series A (Kentucky Utilities Company Project) 

We hereby certify that we have examined certified copies of the proceedings of record of the 
County of Mercer, Kentucky (the "County"), acting by and through its Fiscal Court as its duly 
authorized governing body, preliminary to and in connection with the issuance by the County of its 
Solid Waste Disposal Facility Revenue Bonds, 2000 Series A (Kentucky Utilities Company Project), 
dated the date of the Bonds, in the aggregate principal amount of$12,900,000 (the "Bonds"). The 
Bonds will be issued under the provisions of Sections 103.200 to 103.285, inclusive, of the Kentucky 
Revised Statutes (the" Act"), for the purpose of providing funds which will be used, with other funds 
provided by Kentucky Utilities Company (the "Company") for the current refunding of$12,900,000 
aggregate principal amount of the County's Collateralized Solid Waste Disposal Facility Revenue 
Bonds (Kentucky Utilities Company Project) 1990 Series A, dated May I, 1990 (the "Prior Bonds"), 
the proceeds of which were loaned to the Company to finance the construction of solid waste 
disposal facilities to serve the Brown Generating Station of the Company in Mercer County, 
Kentucky ("the Project") in order to provide for the collection, storage, treatment, processing and 
final disposal of solid waste, as provided by the Act. 

The Bonds bear interest initially at the Dutch Auction Rate, as defined in the Indenture, 
hereinafter described, subject to change as provided in such Indenture. The Bonds will be subject 
to optional and mandatory redemption prior to maturity at the times, in the maimer and upon the 
terms set forth in each of the Bonds. From such examination of the proceedings of the Fiscal Court 
of the County referred to above and from an examination ofthe Act, we are of the opinion that the 
County is duly authorized and empowered to issue the Bonds under the laws of the Commonwealth 
of Kentucky now in force. 

We have examined an executed counterpart ofa certain Loan Agreement, dated as of May I, 
2000 (the "Loan Agreement"), between the County and the Company and a certified copy of the 
proceedings of record of the Fiscal Court of the County preliminary to and in connection with the 
execution and delivery of the Loan Agreement, pursuant to which the County has agreed to issue the 
Bonds and to lend the proceeds thereof to the Company to provide funds to pay and discharge, with 
other funds provided by the Company, the Prior Bonds and the Company has agreed to make Loan 
payments to the Trustee at times and in amounts fully adequate to pay maturing principal of, interest 
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HARPER, FERGUSON & DAv4~ough 

on and redemption premium, if any, on the Bonds as same become due and payable. From such 
examination, we are of the opinion that such proceedings of the Fiscal Court of the County show 
lawful authority for the execution and delivery ofthe Loan Agreement; that the Loan Agreement has 
been duly authorized, executed and delivered by the County; and that the Loan Agreement is a legal, 
valid and binding obligation ofthe County, enforceable in accordance with its terms, subject to the 
qualification that the enforcement thereof may be limited by laws relating to bankruptcy, insolvency 
or other similar laws affecting creditors' rights generally, including equitable provisions where 
equitable remedies are sought. 

We have also examined an executed counterpart of a certain Indenture of Trust, dated as of 
May 1,2000 (the "Indenture"), by and between the County and The Bank of New York, New York, 
New York, as trustee (the "Trustee"), securing the Bonds and setting forth the covenants and 
undertakings of the County in connection with the Bonds and a certified copy ofthe proceedings of 
record of the Fiscal Court of the County preliminary to and in cOlmection with the execution and 
delivery of the Indenture. Pursuant to the Indenture, certain of the County's rights under the Loan 
Agreement, including the right to receive payments thereunder, and all moneys and securities held 
by the Trustee in accordance with the Indenture (except moneys and securities in the Rebate Fund 
created thereby) have been assigned to the Trustee, as security for the holders ofthe Bonds. From 
such examination, we are of the opinion that such proceedings of the Fiscal Court of the County 
show lawful authority for the execution and delivery of the Indenture; that the Indenture has been 
duly authorized, executed and delivered by the County; and that the Indenture is a legal, valid and 
binding obligation upon the parties thereto according to its terms, subject to the qualification that the 
enforcement thereof may be limited by laws relating to bankruptcy, insolvency or other similar laws 
affecting creditors' rights generally, including equitable provisions where equitable remedies are 
sought. 

In our opinion the Bonds have been validly authorized, executed and issued in accordance 
with the laws of the Commonwealth of Kentucky now in full force and effect, and constitute legal, 
valid and binding special obligations of the County entitled to the benefit of the security provided 
by the Indenture and enforceable in accordance with their terms, subject to the qualification that the 
enforcement thereof may be limited by laws relating to bankruptcy, insolvency or other similar laws 
affecting creditors' rights generally, including equitable provisions where equitable remedies are 
sought. The Bonds are payable by the County solely and only from payments and other amounts 
derived from the Loan Agreement and as provided in the Indenture. 
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In our opinion, under existing laws, including current statutes, regulations, administrative 
rulings and official interpretations by the Internal Revenue Service, subject to the exceptions and 
qualifications contained in the succeeding paragraph, interest on the Bonds is excluded from the 
gross income of the recipients thereof for federal income tax purposes, except that no opinion is 
expressed regarding such exclusion from gross income with respect to any Bond during any period 
in which it is held by a "substantial user" of the Project or a "related person," as such terms are used 
in Section 147(a) of the Internal Revenue Code of 1986, as amended (the "Code"). Interest on the 
Bonds is an item of tax preference in determining alternative minimum taxable income for 
individuals and corporations under the Code. In arriving at this opinion, we have relied upon 
representations, factual statements and certifications ofthe Company with respect to certain material 
facts which are solely within the Company's knowledge in reaching our conclusion, inter alia, that 
all of the proceeds of the Prior Bonds were used to finance solid waste disposal facilities qualified 
for financing under Section 142(a)(6) of the Internal Revenue Code of 1986, as amended. Further, 
in arriving at the opinion set forth in this paragraph as to the exclusion from gross income ofinterest 
on the Bonds, we have assumed and this opinion is conditioned on, the payment and discharge of 
the Prior Bonds on or before the 90th day from the date of issuance of the Bonds, and the accuracy 
of and continuing compliance by the Company and the County with representations and covenants 
set forth in the Loan Agreement and the Indenture which are intended to assure compliance with 
certain tax-exempt interest provisions of the Code. Such representations and covenants must be 
accurate and must be complied with subsequent to the issuance of the Bonds in order that interest 
on the Bonds be excluded from gross income for federal income tax purposes. Failure to comply 
with certain of such representations and covenants in respect of the Bonds subsequent to the issuance 
of the Bonds could cause the interest thereon to be included in gross income for federal income tax 
purposes retroactively to the date of issuance of the Bonds. We express no opinion (i) regarding the 
exclusion of interest on any Bond from gross income for federal income tax purposes on or after the 
date on which any change, including any interest rate conversion, permitted by the documents with 
the approval of bond counsel (other than this firm) is taken which adversely affects the tax treatment 
of the Bonds or (ii) as to the treatment for purposes offederal income taxation ofinterest on the 2000 
Bonds upon a Determination of Taxability. We are further of the opinion that interest on the Bonds 
is excluded from gross income of the recipients thereof for Kentucky income tax purposes and that 
the Bonds are exempt from ad valorem taxation by the Commonwealth of Kentucky and all political 
subdivisions thereof. 

Our opinion as to the exclusion ofintel'est on the Bonds from gross income for federal income 
tax purposes and federal tax treatment of interest on the Bonds is subject to the following exceptions 
and qualifications: 
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(a) The Code provides for a "branch profits tax" which subjects to tax, at a rate of 30%, the 
effectively connected earnings and profits ofa foreign corporation which engages in a United States 
trade or business. Interest on the Bonds would be includable in the amount of effectively connected 
earnings and profits and thus would increase the branch profits tax liability. 

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

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

Holders ofthe Bonds should be aware that the ownership of the Bonds may result in collateral 
federal income tax consequences. For instance, the Code provides that, for taxable years beginning 
after December 31, 1986, property and casualty insurance companies will be required to reduce their 
loss reserve deductions by 15% of the tax-exempt interest received on certain obligations, such as 
the Bonds, acquired after August 7, 1986. (For purposes of the immediately preceding sentence, a 
portion of dividends paid to an affiliated insurance company may be treated as tax-exempt interest.) 
The Code further provides for the disallowance of any deduction for interest expenses incurred by 
banks and certain other financial institutions allocable to carrying certain tax-exempt obligations, 
such as the Bonds, acquired after August 7, 1986. The Code also provides that, with respect to 
taxpayers other than such financial institutions, such taxpayers will be unable to deduct any portion 
of the interest expenses incurred or continued to purchase or carry the Bonds. The Code also 
provides, with respect to individuals, that interest on tax-exempt obligations, including the Bonds, 
is included in modified adjusted gross income for purposes of determining the taxability of social 
security and railroad retirement benefits. Furthermore, the earned income credit is not allowed for 
individuals with an aggregate amount of disqualified income within the meaning of section 32 of the 
Code, which exceeds $2,200. Interest on the Bonds will be taken into account in the calculation of 
disqualified income. 

We have received opinions of John R. McCall, Esq., General Counsel of the Company and 
Gardner, Carton & Douglas, Chicago, Illinois, counsel to the Company, of even date herewith. In 
rendering this opinion, we have relied upon said opinions with respect to the matters therein. We 
have also received an opinion of even date herewith ofHon. Douglas Greenburg, County Attorney 
of the County, and relied upon said opinion with respect to the matters therein. Said opinions are 
in forms satisfactory to us as to both scope and content. 
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We express no opinion as to the title to, the description of, or the existence or priority of any 
liens, charges or encumbrances on, the Project. 

In rendering the foregoing opinions, we are passing upon only those matters specifically set 
forth in such opinions and are not passing upon the investment quality of the Bonds or the accuracy 
or completeness of any statements made in connection with any sale thereof. The opinions herein 
are expressed as of the date hereof and we assume no obligation to supplement or update such 
opinions to reflect any facts or circumstances that may hereafter come to our attention 01' any changes 
in law that may hereafter occur. 

We are members oflhe Bar of the Commonwealth of Kentucky and do not purport to be 
experts on the laws of any jurisdiction other than the Commonwealth of Kentucky and the United 
States of America, and we express no opinion as to the laws of any jurisdiction other than those 
specified, 

HARPER, FERGUSON & DAVIS 
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(Form of Reoffering Opinion of Bond Counsel) 

December 17, 2008 

County of Mercer, Kentucky 
Harrodsburg, Kentucky 40330 

The Bank of New York Mellon, 
as Trustee 

Re: 

West Paterson, New Jersey 07424 

Reoffering of $12,900,000 "County of Mercer, Kentucky, Solid Waste Disposal Facility 
Revenue Bonds, 2000 Series A (Kentucky Utilities Company Project)" 

Ladies and Gentlemen: 

This opinion is being furnished in accordance with the requirements of the Indenture of 
Trust, dated as of May I, 2000 (the "Indenture"), between the County of Mercer, Kentucky (the 
"Issuer") and The Bank of New York Mellon, as Trustee (the "Trustee"), pertaining to 
$12,900,000 principal amount of County of Mercer, Kentucky, Solid Waste Disposal Facility 
Revenue Bonds, 2000 Series A (Kentucky Utilities Company Project), dated May 19, 2000 (the 
"Bonds"), in order to satisfy certain requirements of the Indenture. Pursuant to the authority of 
the Indenture and an ordinance adopted by the Issuer, the Company is terminating a municipal 
bond insurance policy insuring the Bonds and simultaneously delivering a letter of credit to the 
Trustee for the benefit of the Bondholders. The terms used herein denoted by initial capitals and 
not othelwise defined shall have the meanings specified in the Indenture. 

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

Based upon the foregoing, as of the date hereof, we are of the opinion that the delivery of 
a letter of credit and the reoffering of the Bonds as described herein (a) is authorized or permitted 
by the Act and the Indenture and (b) will not adversely affect the validity of the Bonds or any 
exclusion from gross income for federal income tax purposes to which interest on the Bonds 
would otherwise be entitled. Interest on the Bonds is not and will not be excluded from gross 
income during any period when the Bonds are held by the Company or a "related person" of the 
Company as defined in Section I 47(a) of the Internal Revenue Code of 1986, as amended. 

In rendering this opinion, we assume, without verifying, that the Issuer and the Company 
have complied and will comply with all covenants contained in the Indenture, the Loan 
Agreement between the Issuer and the Company, dated May I, 2000, and other documents 
relating to the Bonds. We rendered our approving opinion at the time of the issuance of the 
Bonds relating to, among other things, the validity of the Bonds and the exclusion from federal 
income taxation of interest on the Bonds. We have not been requested to update or continue 
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such opinion and have not undertaken to do so. Accordingly, we do not express any opinion 
with respect to the Bonds except as set forth above. 

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

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

Respectfully submitted, 

STOLL KEENON OGDEN PLLC 
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APPENDIXC 

Commerzbank AG, New York Branch 

Commerzbank Aktiengesellschaft ("Commerzbank" or the "Bank") is a major German 
private-sector bank. Its products and services for retail and corporate customers extend to all 
aspects of banking. The Bank is also active in specialized fields - paliially covered by its 
subsidiaries - such as mortgage banking and real-estate business, leasing and asset management. 
Its services are concentrated on managing customers' accounts and handling payment 
transactions, loan, savings and investment plans, and also on securities transactions. Additional 
financial services are offered within the framework of the Bank's "bancassurance" strategy of 
cooperating with leading companies in finance-related sectors, including home loan savings 
schemes and insurance products. The Commerzbank Group's operating business has been 
categorized into six segments: Private and Business Customers, Mittelstandsbank, Central & 
Eastern Europe, Corporates & Markets, Commercial Real Estate as well as Public Finance and 
Treasury. On August 31, 2008, Commerzbank announced that Commerzbank and Allianz SE 
have agreed upon the sale of 100% of Dresdner Bank AG to Commerzbank. The transaction will 
occur in two steps and is expected to be completed by the end of2009, subject to regulatory and 
antitrust approvals. 

As of September 30, 2008, the Commerzbank Group had total assets of approximately 
595.6 billion euros and total shareholders' equity of approximately $15.257 billion euros. The 
shares of Commerzbank are fully paid-up and are in bearer form. They are listed on all seven 
German stock exchanges as well as on the London Stock Exchange and the Swiss Exchange 
based in Zurich. There is also a sponsored-ADR program in the USA. 

In the Federal Republic of Germany ("Germany"), Commerzbank manages a nationwide 
branch network covering all customer segments from its headquarters in Frankfurt am Main. 
Abroad, Commerzbank has branches, representative offices and key subsidiaries in 
approximately 50 countries. 

Commerzbank conducts extensive banking business in the United States, concentrating 
primarily in corporate lending, letter of credit and bankers' acceptance facilities, syndicated loan 
transactions and treasury operations including foreign exchange transactions. Commerzbank has 
branches in New York, Chicago and Los Angeles and has an agency office in Atlanta. 

For fmiher information on the Commerzbank Group, a copy of Commerzbank's annual 
repOli can be obtained by contacting Ms. Karin Rapaglia at 2 World Financial Center, New 
York,NewYork 10281. 

Commerzbank is authorized to conduct general banking business and to provide financial 
services under and, subject to the requirements set fOlth in, the German Banking Act 
(Kreditwesengesetz). The Bank is subject to comprehensive regulation and supervision by the 
German Financial Services Supervisory Authority (Bundesanstalt ftir 
Finanzdienstleistungsaufsicht) and by the German central bank (Deutsche Bundesbank). The 
European Central Bank regulates Commerzbank in relation to minimum reserves on deposits. In 
addition, Commerzbank is subject to regulation by the countries in which it operates. 

C-l 
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The New York Branch of Commerzbank is licensed by the Superintendent' of Banks of 
the State of New York. It is subject to the banking laws of the State of New York and is 
examined annually by the New York State Banking Department. Commerzbank's branches in 
Chicago and Los Angeles are subject to similar regulation by the states in which they operate. In 
addition to being subject to state laws and regulations, Commerzbank is also subject to federal 
regulation under the International Banking Act, as amended, (the "IBA") and, through the IBA, 
the Bank Holding Company Act, as amended, (the "BHCA"). In this regard, the Commerzbank 
U.S. branches and the Atlanta Agency are also examined annually by the Federal Reserve Banks 
in the states in which they are located. 

C-2 
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Offering Memorandum Strictly Private and Confidential 

$1,500,000,000 

Kentucky Utilities Company 
$250,000,000 1.625% First Mortgage Bonds due 2015 
$500,000,0003.250% First Mortgage Bonds due 2020 
$750,000,0005.125% First Mortgage Bonds due 2040 

Kentucky Utilities Company is hereby offering $250,000,000 of First Mortgage Bonds, 1.625% Series due 2015 (the 
"2015 Bonds"), $500,000,000 of First Mortgage Bonds, 3.250% Series due 2020 (the "2020 Bonds") and $750,000,000 of 
First Mortgage Bonds, 5.125% Series due 2040 (the "2040 Bonds" and, together with the 2015 Bonds and the 2020 Bonds, 
the "Bonds"). Interest on the Bonds is payable on May 1 and November I of each year, beginning on May I, 2011. The 
2015 Bonds will mature on November 1, 2015, the 2020 Bonds will mature on November 1, 2020 and the 2040 Bonds will 
mature on November 1, 2040. \Ve may redeem some or all of the Bonds at our option, in whole at any time or in part from 
time to time, at the redemption prices set forth in this offering memorandum under "Description of the Bonds
Redemption." The Bonds will be issued in minimum denominations of $2,000 and in multiples of $1,000 in excess 
thereof. 

Each series of Bonds wiII be our senior secured indebtedness and will rank equally with all of our other outstanding 
senior secured indebtedness from time to time outstanding and issued under our 2010 mortgage indenture, as described in 
"Description of the Bonds - Security; Lien of the Mortgage" herein. 

Investing in the Bonds involves certain risks. See "Risl, Factors" beginning on page 7 ofthis 
offering memorandum, 

Price pel' 2015 Bond: 99.650% plus accrued interest, if any, from November 16, 2010 
Price pel' 2020 Bond: 99.622% plus accrued interest, if any, from November 16, 2010 
Price pel' 2040 Bond: 98.915% plus accl'Ued interest, if any, from November 16, 2010 

The Bonds have not been registered under the Securities Act of 1933, as amended (the "Securities Act"), or any state 
securities laws. Accordingly, the Bonds are being offered and sold only to "qualified institutional buyers" in accordance 
with Rule 144A under the Securities Act and outside the United States to non-U.S. persons in accordance with 
Regulation S under the Securities Act. Prospective purchasers that are qualified institutional buyers are hereby notified 
that the seller of the Bonds may be relying on the exemption from the provisions of Section 5 of the Securities Act 
provided by Rule 144A. For a description of certain restrictions on transfers of the Bonds, see "Transfer Restrictions" and 
"Plan of Distribution." The Bonds will not be listed on any securities exchange. 

\Ve will enter into a registration rights agreement pursuant to which we will agree to file a registration statement with 
the U.S. Securities and Exchange Commission relating to an offer to exchange the Bonds for publicly tradable securities 
having substantially identical terms. See "Registration Rights Agreement" for a description of this commitment. 

The initial purchasers expect to deliver the Bonds to purchasers in book-entry form only through the facilities of The 
Depository Tmst Company (HDTC") and its participants, on or about November 16, 2010. 

Joint Book-Rullning Managers 

BofA Merrill Lynch 

BNP PARIBAS Mitsubishi UFJ Securities 
Co-Managers 

BBVA Secul'ities RBC Capital Markets 

RBS 

Credit Suisse 

Scotia Capital 

Santander 

SunTrust Robinson Humphrey The Williams Capital Group, L.P. 

The date of this offering memorandum is November 8, 2010. 

Arbough 
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In maldng your investment decision, you should rely only on the information contained in this offering 
memorandum and in any communication from us or the initial purchasers specifying the final terms of the 
offering. Neither we nor the initial purchasers have authorized anyone to provide you with different 
information. If anyone provides you with different or inconsistent information, you should not rely on it. 
\Ve are not, and the initial purchasers are not, making an offer of the Bonds in any jurisdiction where the 
offer thel'cofis not permitted. The information contained in this offering memorandum speaks only as of the 
date of this offering memorandum. 

References to the "Company," "we," "us" and "our" in this offering memorandum are references to Kentucky 
Utilities Company specifically or, if the context requires, to Kentucky Utilities Company and its subsidiaries, 
collectively. The term "initial purchasers" refers to Credit Suisse Securities (USA) LLC and Merrill Lynch, Pierce, 
Fenner & Smith Incorporated and the other initial purchasers listed in "Plan of Distribution." 
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We have prepared this offering memorandulll solely for use in connection with the proposed sale of the 
Bonds described herein. The Company and the initial purchasers reserve the right to reject any offer to 
purchase, in whole or in part, for any reason, or to scHIess than the amount of Bonds offered hereby. This 
offering memoranduIll is personal to each offeree and does not constitute an offer to any other person or to 
tlte public generally to subscribe for or otherwise acquire securities. This offering memorandum is a 
confidential document which we are providing only to prospective buyers of the Bonds in places where sales 
arc permitted and not otherwise deemed unlawful. Distribution of this offering memorandum to any person 
other than the prospective investor and any person retained to advise such prospective investor with respect 
to its purchase is unaut.horized, and any disclosure of any of the contents of this offering memorandum, 
without our prior written consent, is prohibited. Each prospective investOl; by accepting delivery of this 
offering memorandum, agrees to the foregoing and agrees further not to make any photocopies of this 
offering memorandum, and if a prospective investor does not purchase Bonds or the offering is terminated, to 
destroy or return this offering memorandum to Kentucky Utilities Company, One Quality Street, Lexington, 
Kentucky 40507, Attention: Corporate Secretary. 

\Ve have prepared this offering memorandum and we are solely responsible for its contents. You are 
responsible for making your own examination of the Company and your own assessment of the merits and 
risks of investing in the Bonds. By purchasing any Bonds, you will be deemed to have acknowledged that: 

you have revie,ved this offering memorandum; and 

you have had an opportunity to request any additional information that you need from us. 

\Ve are not providing you with any legal, business, tax or other advice in this offering memorandum. You 
should consult with your own advisors as needed to assist you in making your investment decision and to 
advise you as to whether you are legally permitted to purchase the Bonds. 

You must comply with all laws and regulations that apply to you in any place in which you buy, offer or 
sell any Bonds or possess or distribute this offering memorandum. You must also obtain any consents or 
approvals that you need in order to purchase any Bonds. Neither the Company nor any of the initial 
purchasers is responsible for your compliance with these legal requirements. 

\Ve are offering the Bonds in reliance on exemptions from the registratiollrequirements of the Securities 
Act. These exemptions apply to offers amI sales of securities that do not involve a public sale. The Bonds have 
not been recommended by any federal, state or foreign securities authorities, including the Securities and 
Exchange Commission ("SEC"), nor have any such authorities determined that this offering memorandum is 
accurate or complete. Any representation to the contrary is a criminal offense. 

The Bonds are subject to restrictions on resale and transfer as described under "Transfer Restrictions" 
and "Plan of Distribution" and may not be resold or transferred except as permitted under the Securities Act 
and the applicable state securities laws pursuant to registration or exemption therefrom. By purchasing 
Bonds, you ",ill be deemed to have made certain aclmowledgments, representations and agl'eements as 
described in the "Transfer Restrictions" section of this offering memorandum. You may be required to bear 
the financial risks of investing in the Bonds for an indefinite period of time. 

The laws of certain jurisdictions may restrict the distribution of this offering memorandum and the offer 
and sale of the Bonds. Persons into whose possession this offering memorandum or any of the Bonds come 
must inform themselves about, and observe, any such restrictions. None of the Company or its represen
tatives, or any of the initial purchasers or any of their representatives, is making any representation to you 
regarding the legality of any investment in the Bonds by you under applicable legal investment or similar laws 
or regulations. 

This offering memorandum contains summaries believed to be accurate with respect to certain 
documents, but reference is made t.o the actual documents for complete information. All such sunullal'ies 
are qualified in their entirety by such reference. Copies of documents referred to herein (excluding 
confidential information contained therein, if any) will be made available to you upon request to the 
Company or the initial purchasers. 

ii 
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AVAILABLE INFORMATION 

The Company is not subject to the informational requirements of the Securities Exchange Act of 1934, as 
amended (the "Exchange Act") and therefore does not file periodic reports or other information required thereby 
with the SEC. We have agreed to make certain information available to holders of the Bonds, as described under 
"Description of the Bonds - Agreement to Provide Information," 

The Company will furnish upon the request of any holder of the Bonds, to such holder and a prospective 
purchaser designated by such holder, the information required to be delivered under Rule 144A(d)(4) under the 
Securities Act if at the time of the request the Company is not a reporting company under Section 13 or 
Section 15(d) of the Exchange Act. 

You may obtain such information from us, without charge, by either calling or writing to us at: 

Kentucky Utilities Company 
One Quality Street 

Lexington, Kentucky 40507 
Attention: Corporate Secretary 

Telephone: (502) 627-2000 

NOTICE TO NEW HAMPSHIRE RESIDENTS 

NEITHER THE FACT THAT A REGISTRATION STATEMENT OR AN APPLICATION FOR A LICENSE 
HAS BEEN FILED UNDER CHAPTER 421-B OF THE NEW HAMPSHIRE UNIFORM SECURITIES ACT 
("RSA 421-B") WITH THE STATE OF NEW HAMPSHffiE NOR THE FACT THAT A SECURITY IS 
EFFECTfVELY REGISTERED OR A PERSON IS LICENSED IN THE STATE OF NEW HAMPSHIRE 
CONSTITUTES A FINDING BY THE SECRETARY OF STATE OF NEW HAMPSHIRE THAT ANY DOC
UMENT FILED UNDER RSA 421-B IS TRUE, COMPLETE AND NOT MISLEADING. NEITHER ANY SUCH 
FACT NOR THE FACT THAT AN EXEMPTION OR EXCEPTION IS AVAILABLE FOR A SECURITY OR A 
TRANSACTION MEANS THAT THE SECRETARY OF STATE OF NEW HAMPSHIRE HAS PASSED IN ANY 
WAY UPON THE MERITS OR QUALIFICATIONS OF, OR RECOMMENDED OR GIVEN APPROVAL TO, 
ANY PERSON, SECURITY OR TRANSACTION. IT IS UNLAWFUL TO MAKE, OR CAUSE TO BE MADE, 
TO ANY PROSPECTIVE PURCHASER. CUSTOMER OR CLIENT ANY REPRESENTATION INCONSIS
TENT WITH THE PROVISIONS OF THIS PARAGRAPH. 

REGISTRATION RIGHTS; SEC REVIEW 

We have agreed to file a registration statement with the SEC with respect to an exchange offer for the Bonds or 
a shelf registration with respect to resales of the Bonds. See "Registration Rights Agreement." In the course of the 
review by the SEC of the registration statement, we may be required or we may elect to make changes to the 
information contained in this offering memorandum, including the description of our business, financial statements 
and other financial or other information. \Ve believe that the financial data, including pro fonna financial data, and 
other information included in this offering memorandum have been prepared in a manner that complies, in all 
material respects, with current practice and generally accepted accounting principles in the United States of 
America ("U.S. GAAP"). However, comments by the SEC on any such registration statement may require 
modification, deletion 01' reformulation of the financial data and other information presented in this offering 
memorandum to comply with the regulations published by the SEC. Any such modification or reformulation may 
be significant. 

iii 
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A WARNING ABOUT FORWARD·LOOKING STATEMENTS 

\Ve use forward-looking statements in this offering memorandum. Statements that arc not historical facts arc 
forward-looking statements, and are based on beliefs and assumptions of our management, and OIl information 
currently available to management. Forward-looking statements include statements preceded by. followed by or 
using such words as "believe," "expect," "anticipate," "plan," "estimate" or similar expressions. Such statements 
speak only as of the date they are made, and we undertake no obligation to update publicly any of them in light of 
new information or future events. Actual results may materially differ from those implied by forward-looking 
statements due to known and unknown risks and uncertainties. Factors that could cause actual results to differ 
materially from those indicated in any forward-looking statement include, but arc not limited to: 

fuel supply availability; 

weather conditions affecting generation production, customer energy use and operating costs; 

operation, availability and operating costs of existing generation facilities; 

transmission and distribution system conditions and operating costs; 

collective labor bargaining negotiations; 

the outcome of litigation against us; 

potential effects of threatened or actual terrorism or war or other hostilities; 

• our commitments and liabilities; 

market demand and prices for energy, capacity, transmission services, emission allowances and delivered 
fuel; 

competition in retail and wholesale power markets; 

liquidity of wholesale power markets; 

defaults by our counterparties under our energy, fuel or other power product contracts; 

market prices of commodity inputs for ongoing capital expenditures; 

• capital market conditions, including the availability of capital or credit, changes in interest rates, and 
decisions regarding capital structure; 

the fair value of debt and equity securities and the impact on defined benefit costs and resultant cash funding 
requirements for defined benefit plans; 

interest rates and their affect on pension and retiree medical liabilities; 

the impact of the current financial and economic downturn; 

volatility in financial or commodity markets; 

profitability and liquidity, including access to capital markets and credit facilities; 

new accounting requirements or new interpretations or applications of existing requirements; 

securities and credit ratings; 

current and future environmental conditions and requirements and the related costs of compliance, including 
environmental capital expenditures, emission allowance costs and other expenses; 

political, regulatory or economic conditions in states, regions or countries where we conduct business; 

receipt of necessary governmental permits, approvals and rate relief; 

new state or federal legislation, including new tax, environmental, health care or pension-related legislation; 

state or federal regulatory developments; 

iv 
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the impact of any state or federal investigations applicable to us and the energy industry; 

the effect of any business or industry restl11cturing; 

development of new projects, markets and technologies; 

performance of new ventures; and 

asset acquisitions and dispositions. 

In light of these risks and uncertainties, the events described in the forward-looking statements might not occur 
or might OCCllr to a different extent or at a different time than we have described. For additional details regarding 
these and other risks and uncertainties, see "Risk Factors" on page 7 of this offering memorandum. 

v 
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SUMMARY 

This :mnunm)' highlights certain in/ormation cOllce1'lling the Compall)' and this offering that may be contained 
elsewhere in this offering memorandum. This SWllUUll)' is not complete and does not contain all the in/ormation that 
may be important /0 ),011. You should read this o.flering memorandum ill its entirety before making all investment 
decision. 

Kentucky Utilities Company 

Kentucky Utilities Company (the "Company"), incorporated in Kentucky in 1912 and in Virginia in 1991, is a 
regulated public utility engaged in the generation, transmission, distribution and sale of electric energy in Kentucky, 
Virginia and Tennessee. We provide electric service to approximately 515,000 customers in 77 counties in central, 
southeastern and western Kentucky, to approximately 29,000 customers in 5 counties in southwestern Virginia and 
5 customers in Tennessee. Our service area covers approximately 6,600 square miles. During the first three quarters 
of 2010, approximately 99% of the electricity generated by us was produced by our coal-fired electric generating 
stations. The remainder is generated by a hydroelectric power plant and natural gas and oil fueled combustion 
turbines. In Virginia, we operate under the name Old Dominion Power Company. \Ve also sell wholesale electric 
energy to 12 municipalities. 

Our principal executive offices are located at One Quality Street, Lexington, Kentucky 40507 (Telephone 
number (502) 627-2000). 

Recent Developments 

PPL Acquisition 

On November 1,2010, we became an indirect wholly-owned subsidiary of PPL Corporation ("PPL"), when 
PPL acquired all of the outstanding limited liability company interests in our direct parent, LG&E and KU Energy 
LLC ("Parent") (formerly E.ON U.S. LLC), from E.ON US Investments Corp. Our Parent, a Kentucky limited 
liablIity company, also owns our affiliate, Louisville Gas and Electric Company ("LG&E"), a regulated public 
utility engaged in the generation, transmission, distribution and sale of electric energy and distribution and sale of 
natural gas in Kentucky. Following the acquisition, our business has not changed, and we and LG&E are continuing 
as subsidiaries of our Parent, which is now an intermediary holding company in the PPL group of companies. An 
abridged structure of the PPL group of companies, including our Parent, us and LG&E, is shown below: 

PPL Corporation 

I I 
PPL Energy 

PPL Electric LG&Eand KU 
Utilities EnergyLLC 

Supply,LLC 
Corporation ("Pat'ent") 

I 
WPD Kentucky Louisville Gas 

(U.K. distribution Utilities and Electric 
business) Company Company 

PPL, incorporated in 1994 and headquartered in Allentown, Pennsylvania, is an energy and utility holding 
company. Through its subsidiaries, PPL Corporation owns or controls about 19,000 megawatts of generating 
capacity in the United States, sells energy in key U.S. markets, and delivers electricity and natural gas to about 
5.2 million customers in the United States and the United Kingdom. 
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Neither PPL nor any of its other subsidiaries, including our Parent or LG&E, wiII be obligated to make 
payments on, or provide any credit support for, the Bonds. 

Repayment of Fidelia Loan 

In connection with the acquisition of our Parent by PPL, we were required to repay loans, in aggregate 
principal amount of $1.331 billion, from Fidelia Corporation (an affiliate of RON AG, a German corporation and 
the previous indirect parent company of our Parent). We repaid such loans with the proceeds of loans from a PPL 
subsidiary. \Ve intend to lise the proceeds of this offering to repay such loans. See "Use of Proceeds," 

Credit Facility 

On November 1, 2010, we entered into a $400 million unsecured Revolving Credit Agreement with a group of 
banks. Affiliates of the initial purchasers are lenders and/or agents under the new credit facility. Under this new 
credit facility, which expires on December 31, 2014, we have the ability to make cash borrowings and to request the 
lenders to issue letters of credit. Bon"owings will generally bear interest at LIBOR-based rates plus a spread, 
depending upon our senior unsecured long-term debt rating. The new credit facility contains a financial covenant 
requiring our debt to total capitalization to not exceed 70% and other customary covenants. Under certain 
conditions, we may request that the facility's capacity be increased by up to $100 million. This new credit facility 
replaced an existing bilaterallil1e of credit totaling $35 million that was terminated on the effective date of the new 
facility. 

Pollution Control Revenue Bonds 

On October 29, 2010, in anticipation of the issuance of the Bonds, and to comply with certain requirements to 
similarly secure approximately $351 million of previously unsecured pollution control revenue bonds issued by 
various counties in Kentucky on our behalf, we issued approximately $351 million offirst mortgage bonds under the 
Mortgage (as defined in, and as further described under, "Description of the Bonds") to the trustees under the 
revenue bond indentures pursuant to \~hich such pollution control revenue bonds were issued. 

Kentllcky Rate Case 

In January 2010, we filed an application with the Kcntucky Public Service Commission (the "Kentucky 
Commission") requesting an increase in electric base rates of approximately 12%, or $135 million annually, 
including an 11.5% return on equity. We requested the increase, based on the twelve month test year ended 
October 31, 2009, to become effective on and after March 1,2010. The requested rates were suspended until 
August 1, 2010. A number of intervenors entered the rate case, including the office of the Attorney General of 
Kentucky (the "AG"), certain representatives of industrial and low-income groups and other third parties, and 
submitted filings challenging our requested rate increases, in whole or in part. A hearing was held on June 8, 2010. 
\Ye and all of the intervenors except the AG agreed to a stipulation providing for an increase in clectric base rates of 
$98 million annually and filed a request with the Kentucky Commission to approve such settlement. An order in the 
proceeding was issued in July 2010, approving all the provisions of the stipulation, with rates effective on and after 
August 1,2010. 

PPL Acquisition Approvals 

In September 2010, the Kentucky Commission approved a settlement agreement among PPL and all of the 
intervening parties to PPL's joint application to the Kentucky Commission for approval of its acquisition of 
ownership and control of, our Parent, the Company and LG&E. In the settlement, the parties agreed that we and 
LG&E would commit that no base rate increases would take effect before January 1,2013. The Company's rate 
increase that took effect on August I, 20 I 0 (as described above) will not be impacted by the settlement. Under the 
terms of the settlement, we retain the right to seek approval for the deferral of "extraordinary and uncontrollable 
costs." Interim rate adjustments will continue to be permissible during that period for existing fuel, environmental 
and demand-side management ("DSM") recovery mechanisms. The agreement also substitutes an acquisition 
savings shared deferral mechanism for the requirement that the Company file a synergies plan with the Kentucky 
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Commission. This mechanism, which \ViII be in place until the earlier of five years or the first day of the year in 
which a base rate increase becomes effective, permits the Company to cam up to a 10.75% return 011 equity. Any 
earnings above a 10.75% return on equity will be shared with customers on a 50%/50% basis. The settlement 
agreement contained a number of other commitments with regard to operations, workforce, community involve
ment and other matters. 

In October 2010, both the Virginia State Corporation Commission (the "Virginia Commission") and the 
Tennessee Regulatory Authority approved the transfer of control of the Company from E.ON US Investments Corp. 
to PPL. Each of these orders contained certain commitments with regard to operations, workforce, community 
involvement and other matters. 

In October 2010, the Federal Energy Regulatory Commission ("FERC") approved a September 2010 
settlement agreement among the Company, LG&E, other applicants and protesting parties. The settlement 
agreement includes various conditional commitments, such as a continuation of certain existing undertakings 
with protesters in prior cases, an agreement not to terminate certain of our municipal customer contracts prior to 
January 2017, an exclusion of any transaction-related costs from wholesale energy and tariff customer rates to the 
extent that we have agreed to not seek the same transaction-related cost from retail customers and agreements to 
coordinate with protesters in certain open or on-going matters. 

Company Strengths 

We are a vertically integrated utility company that delivers electricity to approximately 545,000 customers in 
Kentucky, Virginia and Tennessee. \Ve believe the company operates in a constructive and fair regulatory 
environment that is generally viewed as balancing the interests of consumers and investors, generally providing 
timely recovery of approved environmental investments, as well as timely recovery for fuel costs and gas supply. We 
believe that these regulatory mechanisms, together with periodic rate case filings, provide us the opportunity to earn 
our allowed return on equity over time. \Ve also have strong customer service records as demonstrated by our J.D. 
Power regional awards for customer service in seven of the last ten years. We aggressively manage our operating 
costs and have retail rates that are low compared to other utilities, with 2009 electric retail rates approximately 30% 
below the Midwest average and 32% below the overall U.S. average, according to the Edison Electric Institute. 

\Ve expect to experience significant rate base growth over the next five years. At September 30, 2010, we 
anticipated that our capital expenditures would total approximately $1.1 billion between 201 0 and 2012, resulting in 
expected rate base growth of approximately $575 million over that period. In addition to this estimate, evolving 
environmental regulations will likely increase the level of capital expenditures above the amounts currently 
expected over the next several years. See ''Business - Environmental Matters." We expect that a significant portion 
of the planned capital expenditures would be recovered through the environmental cost recovery mechanism 
("ECR"), a mechanism based on Kentucky law that generally provides timely recovery of regulatory approved costs 
associated with environmental compliance for coal-fired generation, although recovery cannot be assured. This 
mechanism includes construction work in progress and a return on equity, currently set at 10.63%. See "Business -
Rates and Regulation" for a description of ECR and other recovery mechanisms available to the Company. 
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The Offering 

The following is a brief summary of the principal terms of the Bonds and is 110/ intended to be complete. For a 
more complete description of the BOllds, please refer to "Description of the Bonds" in this offering memorandum. 

Issuer. . . . . . . . . . . . . . . . . . . . . . . . .. Kentucky Utilities Company, a Kentucky and Virginia corporation. 

Securities Offered. . . . . . . . . . . . . . . .. $250,000,000 of First Mortgage Bonds, 1.625% Series due 2015 (the 
"2015 Bonds"). 

$500,000,000 of First Mortgage Bonds, 3.250% Series due 2020 (the 
"2020 Bonds") 

$750,000,000 of First Mortgage Bonds, 5.125% Series due 2040 (the 
"2040 Bonds"). 

Maturity Date. . . . . . . . . . . . . . . . . . .. The 2015 Bonds will mature on November I, 2015. 

The 2020 Bonds will mature on November 1, 2020. 

The 2040 Bonds will mature on November I, 2040. 

Interest Rate and Payment Dates. . . . .. The 2015 Bonds will bear interest at the rate of 1.625% per annum, 
payable scmi~annually in arrears on each May I and November 1, 
commencing May 1, 2011. 

The 2020 Bonds will bear interest at the rate of 3.250% per annum, 
payable semi-annually in ancars on each May 1 and November 1, 
commencing May 1,2011. 

The 2040 Bonds will bear interest at the rate of 5.125% per annum, 
payable semi-annually in arrears on each May 1 and November 1, 
commencing May 1, 2011. 

Interest will accrue on the Bonds of each series from the date of 
issuance of such Bonds. 

Optional Redemption. . . . . . . . . . . . . .. We may redeem the Bonds at our option, in whole at any time or in part 
from time to time, on not less than 30 nor more than 60 days' notice, at 
the redemption prices described under "Description of the Bonds -
Redemption." 

\Ve may redeem, in whole or in part, Bonds of any or all series. 

Ranking . . . . . . . . . . . . . . . . . . . . . . .. Each series of Bonds will be our senior secured indebtedness and will 
rank equally in right of payment with our existing and future first 
mortgage bonds issued under our Mortgage. 

Security ........................ Each series of Bonds will be secured, equally and ratably, by the lien 
of the Mortgage, which constitutes, subject to Permitted Liens and 
certain exceptions and exclusions, a first mortgage lien on substan
tially all of oun~al and tangible personal property located in Kentucky 
and used in the generation, transmission and distribution of electricity 
(other than property duly released from the lien of the Mortgage in 
accordance with the provisions thereof and certain other excepted 
property, and subject to celtain Permitted Liens), as described under 
"Description of the Bonds - Security; Lien of the Mortgage." 

Events of Default ................. For a discussion of events that will permit acceleration of the payment 
of the principal of and accrued interest on the Bonds, see "Description 
of the Bonds - Events of Default." 

Further Issuances. , . , , , . . . . . . . . . . .. Subject to compliance with certain issuance conditions contained in 
the Mortgage, we may, without the consent of the Holders of a series of 
the Bonds, increase the principal amount of the series and issue 
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additional bonds of such series having the same ranking, interest rate, 
maturity and other terms (other than the date of issuance and, in some 
circumstances, the initial interest accrual date and initial interest 
payment date) as the Bonds. Any such additional bonds would, 
together with the existing Bonds of such series, constitute a single 
series of securities under the Mortgage and may be treated as a single 
class for all purposes under the Mortgage, including, without limita
tion, voting, waivers and amendments. 

Company Obligations . . . . . . . . . . . . .. Our obligations to pay the principal of, premium, if any, and interest 
on the Bonds are solely obligations of the Company and none of our 
direct Of indirect parent companies nor any of their subsidiaries or 
affiliates will guarantee or provide any credit support for our obliga
tions on the Bonds. 

Denominations ................... Minimum denominations of$2,OOO and integral multiples of$l,OOO in 
excess thereof. 

Form of Bonds ...... \ . . . . . . . . . . .. The Bonds wiII be issued in fully registered book-entry form and each 
series of Bonds will be represented by one or more global certificates, 
which will be deposited with or on behalf ofDTC and registered in the 
name ofDTC's nominee. Beneficial interests in global certificates will 
be shown on, and transfers thereof will be effected only through, 
records maintained by DTC and its direct and indirect participants, 
and your interest in any global certificate may 110t be exchanged for 
certificated bonds, except in limited circumstances described herein. 
See "Description of the Bonds - Book-Entry Only Issuance - The 
Depository Trust Company." 

Tl'llstee . . . . . . . . . . . . . . . . . . . . . . . .. The Bank of New York Mellon 

Exchange Offer; Registration Rights ... Under a registration rights agreement to be executed as part of this 
offering, we will agree to: 

• file a registration statement with the SEC within 180 days after the 
date the Bonds are issued with respect to a registered offer to 
exchange the Bonds for substantially identical Bonds that have 
been registered under the Securities Act and use commercially 
reasonable efforts to cause such registration statement to be dec1ared 
effective by the SEC within 270 days after the date the Bonds are 
issued; and 

commence the exchange offer promptly after the registration state
ment is declared effective by the SEC. 

In certain circumstances, we may also be required to file a shelf 
registration statement to cover resales of tile Bonds. \Ve will also agree 
to pay liquidated damages on the Bonds if we do not meet certain of 
our obligations under the registration rights agreement. See "Regis· 
tration Rights Agreement." 

Transfer Restrictions . . . . . . . . . . . . . .. The Bonds have not been registered under the Securities Act or the 
securities laws of any jurisdiction. The Bonds are subject to certain 
restrictions on transfer and may only be offered or sold in transactions 
exempt from, or not subject to, the registration requirements of the 
Securities Act and applicable state securities laws. See "Transfer 
Restrictions." 
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Bonds. . . . . . . . . . . . . . . . . . . . . . . . .. \Ve do not plan to have the Bonds listed on any securities exchange or 
included in any automated quotation system There is no existing 
trading market for the Bonds, and there can be no assurance regarding 
any future development of a trading market for the Bonds, the price at 
which holders of the Bonds may be able to sell their Bonds or the 
ability of such holders to sen their Bonds at all. The initial purchasers 
have advised us that they currently intend to make a market for the 
Bonds. However, they arc 110t obligated to do so and may discontinue 
any market-making with respect to the Bonds at any time without 
notice in their sole discretion. Accordingly. we cannot assure you of 
the development or liquidity of any market for the Bonds. 

Use of Proceeds .................. In connection with the PPL acquisition of our Parent on November 1, 
2010, we borrowed funds from a PPL subsidiary, in order to repay 
loans from a subsidiary ofE.ON AG. \Ve plan to use the net proceeds 
received by us from the sale of the Bonds to repay the debt owed to the 
PPL subsidiary arising from that borrowing, and to use the remaining 
amount for general corporate purposes. See "Use of Proceeds." 

Certain U.S. Federal Income Tax 
Consequences. . . . . . . . . . . . . . . . . . .. You should carefully read the infOlmation under the heading "Material 

U.S. Federal Income Tax Consequences." 

Risk Factors . . . . . . . . . . . . . . . . . . . .. You should refer to the section entitled "Risk Factors" beginning on 
page 7 for a discussion of material risks you should carefully consider 
before deciding to invest in the Bonds. 
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RISK FACTORS 

An investment ill the Bonds involves a number of risks. Risks described below should be carefully considered 
together with the other information included in this offering memorandum. Any of the events or circumstances 
described as risks below could result ill a significant or material adverse effect 011 our business, results of 
operations, cash flows orfinancial condition, alld a corresponding decline ill the market price of, or our ability /0 

repay, the Bonds. The risks alld ullcertainties described below may 110/ he the only risks and Ullcertainties that we 
face. Additional risks alld ullcertainties not currently known or that 'we currently deem immaterial may also result in 
a significant or material adverse eflect 011 our business, results of operations, cash flow orjinallcial condition. 

Risl<s related to the Company 

Our business is subject to significant alld complex goverulIleutall'eguiatioll. 

Various federal and state entities, including but not limited to the FERC, the Kentucky Commission, the 
Virginia Commission and the Tennessee Regulatory Authority, regulate many aspects of our utility operations, 
including: 

the rates that we may charge and the terms and conditions of our service and operations; 

financial and capital structure matters; 

siting and construction of facilities; 

mandatory reliability and safety standards, and other standards of conduct; 

accounting, depreciation, and cost allocation methodologies; 

tax matters; 

affiliate restrictions; 

acquisition and disposal of utility assets and securities; and 

various other matters. 

Such regulations or changes thereto may subject us to higher operating costs or increased capital expenditures 
and failure to comply could result in sanctions or possible penalties. In any rate-setting proceedings, federal or state 
agencies, intervenors and other permitted parties may challenge our rate requests and ultimately reduce, alter or 
1imit the rates we seek. 

Our profitability is highly dependent on our ability to recover the costs of providing energy and utility services 
to our customers and earn an adequate return on our capital investments. We currently provide services to our retail 
customers at rates approved by one or more federal or state regulatory commissions, including those commissions 
referred to above. \Vhile these rates are generally regulated based on an analysis of our costs incurred in a base year, 
the rates we are allowed to charge mayor may not match our costs at any given time. While rate regulation is 
premised on providing a reasonable opportunity to earn a reasonable rate of return on invested capital, there can be 
no assurance that the applicable regulatory commissions will consider all of our costs to have been prudently 
incurred or that the regulatory process in which rates are determined will always result in rates that will produce full 
recovery of our costs or an adequate return on our capital investments. If our costs are not adequately recovered 
through rates, it could have an adverse affect on our business, results of operations, cash flows or financial 
condition. 

\Ve have agreed, subject to certain limited exceptions such as fuel and environmental cost recoveries, that no 
base rate increase would take effect for our Kentucky retail customers before January 1,2013. See "Summary
Recent Developments - PPL Acquisition Approvals." 
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Transmission alld interstate market activities of the Company, as well as other aspects of the busi1less, 
are subject to significallt PERC regulatio1l. 

OUf business is subject to extensive regulation by the PERC covering matters including rates charged to 
transmission users, market-based or cost-based rates applicable to wholesale customers; interstate power market 
structure; construction and operation of transmission facilities; mandatory reliability standards; standards of 
conduct and affiliate restrictions and other matters. Existing FERC regulation, changes thereto or issuances of new 
rules or sitmitions of non-compliance, including but not limited to the areas of market-based tariff authority, 
Revenue Sufficiency Guarantee ("RSG") resettlements in the Midwest Independent Transmission System Operator, 
Inc. market, mandatory reliability standards and natural gas transportation regulation can affect the earnings, 
operations or other activities of the Company. 

Changes ill transmission and wholesale power market structures could increase costs or reduce revenues. 

Wholesale revenues fluctuate with regional demand, fuel prices and contracted capacity. Changes to trans
mission and wholesale power market stmctures and prices may occur in the future, are not estimable and may result 
in unforeseen effects on energy purchases and sales, transmission and related costs or revenues. These can include 
commercial or regulatory changes affecting power pools, exchanges or markets in which we participate. 

We ulldertake significant capital projects and these activities are subject to unforeseell costs, delays 01' 

failures, as well as risk of i1ladequate recovery of resulting costs. 

Our business is capital intensive and requires significant investments in energy generation and distribution and 
other infrastructure projects, such as projects for environmental compliance. The completion of these projects 
without delays or cost overruns is subject to risks in many areas, inc1uding: 

approval, licensing and permitting; 

land acquisition and the availability of suitable land; 

skilled labor or equipment shortages; 

construction problems or delays, including disputes with third party intervenors; 

increases in commodity prices or labor rates; 

contractor performance; 

environmental considerations and regulations; 

weather and geological issues; and 

political, labor and regulatory developments. 

Failure to complete our capital projects on schedule or on budget, or at all, could adversely affect our financial 
performance, operations and future growth. 

Our costs of compliance witli, alld liabilities 1lIldeJ; ellvirollmeutallaws are significant and are subject to 
cOlltinuing changes. 

Extensive federal, state and local environmental laws and regulations are applicable to our air emissions, water 
discharges and the management of hazardous and solid waste, among other areas; and the costs of compliance or 
alleged non-compliance cannot be predicted with certainty but could be material. In addition, our costs may 
increase significantly if the requirements or scope of environmental laws or regulations, or similar rules, are 
expanded or changed from prior versions by the relevant agencies. Costs may take the form of increased capital or 
operating and maintenance expenses; monetary fines, penalties or forfeitures or other restrictions. Many of these 
environmental law considerations are also applicable to the operations of our key suppliers, or customers, such as 
coal producers, industrial power users, etc., and may impact the costs of their products or their demand for our 
services. 

8 



Attachment to Response to KU AG-l Question No. 217 
Page 15 of 171 

Arbough 

Our operating results are affected by weather conditions, including storms alld seasonal tempe1'll/ure 
variatiolls, as well as by significant mau-made 01' accidental disturbances, includi1lg terrorism or naillral 
disasters. 

These weather or other factors can significantly affect our finances or operations by changing demand levels; 
causing outages; damaging infrastructure or requiring significant repair costs; affecting capital markets and general 
economic conditions or impacting future growth. 

We are subject to operational and financial risks regarding potential developments c01lcernillg global 
climate change. 

Various regulatory and industry initiatives have been implemented or are under development to regulate or 
otherwise reduce emissions of greenhouse gases (<CGHGs"), which are emitted from the combustion of fossil fuels 
such as coal and natural gas, as occurs at our generating stations. Such developments could include potential federal 
or state legislation or industry initiatives allocating or limiting GHG emissions; establishing costs or charges on 
GHG emissions or on fuels relating to such emissions; requiring GHG capture and sequestration; establishing 
renewable portfolio standards or generation fleet-diversification requirements to address GHG emissions; pro
moting energy efficiency and conservation; changes in transmission grid construction, operation or pricing to 
accommodate OHO-related initiatives; or other measures. Our generation fleet is predominantly coal-fired and may 
be highly impacted by developments in this area. Compliance with any new laws or regulations regarding the 
reduction of GHG emissions could result in significant changes to the Company's operations, significant capital 
expenditures by the Company and a significant increase in our cost of conducting business. \Ve may face strong 
competition for, or difficulty in obtaining, required GHG-compliance related goods and services, including 
construction services, emissions allowances and financing, insurance and other inputs relating thereto. Increases 
in our costs or prices of producing or selling electric power due to ORO-related developments could materially 
reduce or otherwise affect the demand, revenue or margin levels applicable to our powel~ thus adversely affecting 
our financial condition or results of operations. 

lYe are subject to physical, market alld economic l'isks relating to potential effects of climate change. 

Climate change may produce changes in weather or other environmental conditions, including temperature or 
precipitation changes, such as warming or drought. These changes may affect farm and agriculturally-dependent 
businesses and activities, which are an important part of Kentucky's economy, and thus may impact consumer 
demand for electric power. Temperature increases could result in increased overall electricity volumes or peaks and 
precipitation changes could result in altered availability of water for plant cooling operations. These or other 
meteorological changes could lead to increased operating costs, capital expenses or power purchase costs by the 
Company. Conversely, climate change could have a number of potential impacts tending to reduce demand. 
Changes may entail more frequent or more intense storm activity, which, if severe, could temporarily disrupt 
regional economic conditions and adversely affect electricity demand levels. As discussed in other risk factors, 
storm outages and damage often directly decrease revenues or increase expenses, due to reduced usage and higher 
restoration charges, respectively. GHO regulation could increase the cost of electric power, particularly power 
generated by fossil-fuels, and such increases could have a depressive effect on the regional economy. Reduced 
economic and consumer activity in our service area both generally and specific to certain industries and consumers 
accustomed to previously low-cost power, could reduce demand for our electricity. Also, demand for our services 
could be similarly lowered should consumers' preferences or market factors move toward favoring energy 
efficiency, low-carbon power sources or reduced electric usage generally. 

Our business is subject to risks associatell with local, llational (llld woJ"/dwide economic conditions. 

The consequences of prolonged recessionary conditions may include a lower level of economic activity and 
uncertainty 01' volatility regarding energy prices and the capital and commodity markets. A lower level of economic 
activity might result in a decline in energy consumption, unfavorable changes in energy and commodity prices and 
slower customer growth, which may adversely affect our future revenues and growth. Instability in the financial 
markets, as a result of recession or otherwise, also may affect the cost of capital and our ability to raise capital. A 
deterioration of economic conditions may lead to decreased production by our industrial customers and, therefore, 
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lower consumption of electricity. Decreased economic activity may also lead to fewer commercial and industrial 
customers and increased unemployment, which may in turn impact residential customers' ability to pay. Further, 
worldwide economic activity has an impact on the demand for basic commodities needed for utility infrastructure. 
Changes in global demand may impact the ability to acquire sufficient supplies and the cost of those commodities 
may be higher than expected. 

OUI' business is COllcelltrated ill the ~lidwest United States, specifically Kelltllcky. 

Although we also operate in Virginia and Tennessee, the majority of our operations arc concentrated in 
Kentucky. Local and regional economic conditions, such as population growth, industrial growth, expansion and 
economic development or employment levels, as well as the operational or financial performance of major 
industries or customers, can affect the demand for energy and our results of operations. Significant industries and 
activities in our service territory include automotive; aluminum and steel smelting and fabrication; chemical 
processing; coal, mineral and ceramic-related activities; educational institutions; health care facilities; paper and 
pulp processing and water utilities. Any significant downturn in these industries or activities or in local and regional 
economic conditions in our service area may adversely affect the demand for electricity in our service territory. 

lYe are subject to operational risks relating to our gellerating plauts, trallsmission facilities, distributio1l 
equipment, inforl11afl'oll technology systems alld other assets and activities. 

Operation of power plants, transmission and distribution facilities, information technology systems and other 
assets and activities subjects the Company to many risks, including the breakdown or failure of equipment; 
accidents; security breaches, viruses or outages affecting information technology systems; labor disputes; obso
lescence; delivery/transportation problems and disruptions of fuel supply and performance below expected levels. 
Occurrences of these events may impact our ability to conduct our business efficiently or lead to increased costs, 
expenses or losses. 

Although we maintain customary insurance coverage for certain of these risks in common with some other 
utilities, we do not have insurance covering OUf transmission and distribution system, other than substations, 
because we have found the cost of such insurance to be prohibitive. If we are unable to recover the costs incurred in 
restoring our transmission and distribution properties following damage as a result of tomados or other natural 
disasters or to recover the costs of other liabilities arising from the risks of Olll' business, through a change in our 
rates 01' otherwise, or if such recovery is not received on a timely basis, we may not be able to restore losses or 
damages to our properties without an adverse effect on our financial condition, results of operations or our 
reputation. 

We are sllbject to liability risks relating to 0111' ge1lerating, trallsmission, dish'ibution am/retail businesses. 

Conduct of our physical and commercial operations subjects us to many risks, including risks of potential 
physical injury, property damage or other financial affects, caused to or caused by employees, customers, 
contractors, vendors, contractual or financial counterparties and other third-parties. 

lYe could be negatively affected by risi1lg interest mtes, downgrades to Ollr bond credit mtillgs 01' other 
1legative developments in our ability to access capital markets. 

In the ordinary cOlll'se of business, we are reliant upon adequate long-term and short-tenn financing means to 
fund our significant capital expenditures, debt interest or maturities and operating needs. As a capital-intensive 
business, we are sensitive to developments in interest rate levels; credit rating considerations; insurance, security or 
collatera1 requirements; market liquidity and credit availability and refinancing steps necessruy or advisable to 
respond to credit market changes. Changes in these conditions could result in increased costs and decreased 
liquidity to the Company. 
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ll'e are subject to cOllllllodity price risk, credit risk, COlillterparty l'isk alld olhel' risks associated with the 
energy business. 

General market or pricing developments or failures by cOllnterparties to perform their obligations relating to 
energy, fuels, other commodities, goods, services or payments could result in potential increased costs to the 
Company. 

lYe are subject to risks associated with defined benefit retiremellt plans, healtlt care plans, wages alld 
ollter employee-related matters. 

We sponsor pension and postretirement benefit plans for our employees. Risks with respect to these plans 
include adverse developments in legislation or regulation, future costs or funding levels, returns on investments, 
market fluctuations, interest rates and actuarial matters. Changes in health care rules, market practices or cost 
structures can affect our current or future funding requirements or liabilities. \Vithout sustained growth in our 
investments over time to increase the value of our plan assets, we could be required to fund our plans with significant 
amounts of cash. \Ve are also subject to risks related to changing wage levels, whether related to collective 
bargaining agreements or employment market conditions, ability to attract and retain key personnel and changing 
costs of providing health care benefits. 

We are subject to risks associated with federal aud state tax regulations. 

Changes in taxation as well as the inherent difficulty in quantifying potential tax effects of business decisions 
could negatively impact our results of operations. We are required to make judgments in order to estimate our 
obligations to taxing authorities. These tax obligations include income, propmty, sales and use and employment
related taxes. \Ve also estimate our ability to utilize tax benefits and tax credits. Due to the revenue needs of the 
states and jurisdictions in which we operate, various tax and fee increases may be proposed or considered. \Ve 
cannot predict whether legislation or regulation will be introduced or the effect on the Company of any such 
changes. If enacted, any changes could increase tax expense and could have a negative impact on our results of 
operations and cash flows. 

Risks Related to the Bonds 

If 110 trailing market develops for tlte Bonds, you may IIOt be able to resell your Bonds at their fail' maJ'ket 
value 01' at all. 

Each series of Bonds is a new issue of securities with no established trading market and we do not intend to apply 
for listing of the Bonds on any securities exchange. If no active trading market develops, you may not be able to resell 
your Bonds at their fair market value or at aU. Future trading prices of the Bonds will depend on many factors 
including, among other things, prevailing interest rates, our operating results and the market for similar securities. No 
assurance can be given as to the liquidity of or trading market for the Bonds. Accordingly, your ability to sell the Bonds 
that you purchase or the price at which you wiII be able to sell the Bonds may be limited. 

If the ratillgs of the BOllds are lowered or withdrawll, tlte market value of the BOllds could decrease. 

A rating is not a recommendation to purchase, hold or sell the Bonds, inasmuch as the rating does not comment 
as to market price or suitability for a particular investor. The ratings of the Bonds address the rating agencies' views 
as to the likelihood of the timely payment of interest and the ultimate repayment of principal of the Bonds pursuant 
to their respective terms. There is no assurance that a rating will remain for any given period of time or that a rating 
will not be lowered or withdrawn entirely by a rating agency if in their judgment circumstances in the future so 
warrant. In the event that any of the ratings initially assigned to the Bonds is subsequently lowered or withdrawn for 
any reason, the market price of the Bonds may be adversely affected. 
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USE OF PROCEEDS 

In connection with the PPL acquisition, on November 1, 2010, we borrowed funds from a PPL subsidiary, in 
order to repay loans from a subsidiary of RON AG. We plan to use the net proceeds received by us from the sale of 
the Bonds to repay the debt owed to the PPL subsidiary arising from that borrowing. 

The intercompany debt being repaid, the terms of which match loans from a subsidiary of E.ON AG repaid at 
the acquisition closing, totals $1.331 billion and is comprised of21 loans with maturity dates ranging from 2010 to 
2037. Each of the loans bears interest at a fixed rate, and the weighted average interest rate on all loans is 5.50%. Net 
proceeds in excess of the intercompany debt balance will be used for general corporate purposes. 
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CAPITALIZATION 

The following table sets forth our historical unaudited cash and cash equivalents and capitalization as of 
September 30, 2010 on an actual basis, and on an as adjusted basis to give effect to the PPL acquisition and 
associated fair value purchase accounting adjustments and the sale of the Bonds, and the expected application oftlle 
net proceeds therefrom. 

You should read the data set forth below in conjunction with HUse of Proceeds/' "Selected Financial Data," 
"Management's Discussion and Analysis," "Pro Forma Condensed Financial Information" and our audited and 
unaudited financial statements and related notes included elsewhere in this offering memorandum. 

As of September 30, 2010 
Actual As Adjusted(4)(S) 

Cash and cash equivalents. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. $ 2 

Long-term debt and notes payable(l): 

Due to unaffiliated parties - including current portion(2) 

Due to affiliates - including current portion ................... . 

Notes Payable to Affiliates(3) .............................. . 

Bonds offered hereby .................................... . 

351 

1,331 

61 

Total long-term debt al1(l notes payable. . . . . . . . . . . . . . . . . . . . . . .. $1,743 

Total equity ................. , ........................... . 

Total capitalization ....................................... . 

2,029 

$3,772 
= 

(Unaudited) 
(In millions) 

$ 142 
= 

352 

61 

1,500 

$1,913 

2,643 

$4,556 

(1) Does not reflect our $400 million unsecured revolving credit facility dated November 1, 2010 (See 
"Summary - Recent Developments - Credit Facility"). As of November 8, 2010, we had no borrowings 
outstanding thereunder. 

(2) Reflects pollution control bonds issued by various counties in Kentucky on our behalf. See Note 7 to our 
Financial Statements as of December 31, 2009 and 2008 and for the Years Ended December 31, 2009, 2008 and 
2007 (the "2009 Annual Financial Statements") and Note 8 to our Condensed Financial Statements as of 
September 30, 2010 and December 31, 2009 and for the Three and Nine Months Ended September 30, 201 0 and 
2009 (the "Third Qnarter Financial Statements"). 

(3) Represents notes payable to our Parent. 

(4) Reflects fair value adjustments and the goodwill that has been pushed down from our Parent's financial 
statements to us as a result of the acquisition by PPL. 

(5) Adjustments assume net proceeds based on the principal amount of the Bonds. 
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PRO FORMA CONDENSED FINANCIAL INFORMATION (UNAUDITED) 

On November 1, 2010, PPLcornpleted the purchase of all of the outstanding limited liability company interests 
of our Parent, for cash consideration of $2,467 million. In addition, PPL assumed, through consolidation, 
$764 million of outstanding debt, net of $163 million repurchased and held for reissuance. and repaid all 
indebtedness owed by ollr Parent and its subsidiaries to subsidiaries of E.ON AG. 

The Unaudited Pro Forma Condensed Financial Statements ("pro forma financial statements") have been 
derived from our historical financial statements. 

The historical financial information has been adjusted in the pro forma financial statements to give effect to pro 
forma events that arc: (I) directly attributable to the acquisition; (2) factually supportable; and (3) with respect to the 
statement of operations, expected to have a continuing impact on our results. Specifically, such pro forma 
adjustments include: 

Repayment ofintercompany debt by us to E.ON AG and its affiliates, initially by intercompany loans from a 
PPL Subsidiary; 

Adjustments to push down the new basis of accounting recorded by PPL on the post~acquisition balance 
sheet of the Company; and 

The subsequent issuance or the Bonds assuming proceeds equal to the principal amounts thereof and the use 
of such proceeds thereafter. 

The Unaudited Pro Fanna Condensed Statements ofOperatiol1s ("pro fonna statements of operations") for the 
nine months ended September 30, 2010 and for the year ended December 31, 2009 give effect to the adjustments as 
if they were completed on January 1, 2009. The Unaudited Pro Forma Condensed Balance Sheet ("pro forma 
balance sheet") as of September 30, 2010 gives effect to the adjustments as if they werccompleted on September 30, 
2010. 

Assumptions and estimates underlying the pro forma adjustments are described in the accompanying notes, 
which should be read in conjunction with the pro forma financial statements. Generally accepted accounting 
principles in the United States permit up to one year from the date of acquisition to finalize all purchase accounting 
adjustments, therefore, the final amounts recorded as of the date of the acquisition may differ materiaIIy from the 
information presented in these pro forma financial statements. These estimates are subject to change pending 
further review of the assets acquired and liabilities assumed. 

The pro forma financial statements have been presented for iIIustrative purposes only and are not necessarily 
indicative of results of operations and financial position that would have been achieved had the pro fonna events 
taken place on the dates indicated, or the future results of operations or financial position of the company. 

The foIIowing pro forma financial statements should be read in conjunction with: 

the accompanying notes to the pro forma financial statements; 

the 2009 Annual Financial Statements and the Third Quarter Financial Statements, contained elsewhere in 
this offering memorandum. 
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Pro Forma Condensed Statement of Operations 

Nine l'IIonths Ended September 30, 2010 
Actual Adjustments Pro Forma 

(Unaudited) 
(Millions of dollars) 

Operating Revenues ....................................... . $1,146 $1,146 
Operating Expenses 

Fuel for electric generation ................................. . 391 391 
Po\ver purchased ........................................ . 135 135 
Other operation and maintenance ............................ . 251 251 
Depreciation, accretion, and amortization ...................... . 106 106 

Total Operating Expenses .................................. . 883 883 

Operating InCOllle ••••..•••... , •••.•.•••••••..•.••••••..••• 263 263 
Other inconle, net ......................................... . 2 2 
Interest Expense ........................................... . 5 $ 44(0) 49 
Interest Expense - Affiliates ... , . , , . , , .... , , . , ... , , , , .. , , , , . , , 55 (55)(a) 

Income from Continuing Operations Defore Income Taxes, , . , , , , . , , 205 11 216 
Income Taxes, , .. , , . , , , . , , , ............................... . 76 _4(b) 80 

Income from Continuing Operations After Income Taxes .......... . 129 7 136 

The accompanying Notes to Pro Forma Condensed Financia1 Statements are an integra1 part of these pro forma 
financial statements. See Note 3 for information on pro forma adjustment references. 
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Pro Forma Condensed Statement of Operations 

Year Ended December 31, 2009 
Actual Adjustments Pro Forma 

(Unaudited) 
(Millions of dollars) 

Operating Revenues ....................................... . $1,355 $1,355 
Operating Expenses 

Fuel for electric generation ................................. . 434 434 
Po\vcr purchased ........................................ . 199 199 
Other operation and maintenance ............................ . 320 320 
Depreciation, accretion, and amortization ...................... . 133 133 

Total Operating Expenses .................................. . 1,086 1,086 

Operating Jnconle ........................................ . 269 269 
Other income, net ........................................ , . 6 6 
Interest Expense .......................................... , . 6 59(.) 65 
Interest Expense - Affiliates ................................. . 69 (69)(a) 

Income from Continuing Operations Before Income Taxes ........ , . 200 10 210 
InC0l11e Taxes ............................................. . 67 --.±(b) 71 

Income from Continuing Operations After Income Taxes .......... . 133 6 139 

The accompanying Notes to Pro FOlma Condensed Financial Statements are an integral part of these pro forma 
financial statements. See Note 3 for information 011 pro fonna adjustment references. 
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Pro Forma Condensed Balance Sheet 

September 30, 2010 
Actual Adjustments Pro Forma Entity 

Current Assets 
Cash and cash equivalents . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. $ 2 

Accounts receivable. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 200 

Fuel, materials and supplies. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 140 

Regulatory assets. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14 

Prepayments and other current assets . . . . . . . . . . . . . . . . . . . . . . 11 

Total Current Assets '" . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 367 

Investment in unconsolidated venture. . . . . . . . . . . . . . . . . . . . . . 12 
Property, Plant and Eqnipment, lIet . . . . . . . . . . . . . . . . . . . . . . . 4,470 

Deferred debits and other assets 

Regulatory assets .......... , ......................... . 

Goodwill .......................................... . 

Other intangibles .................................... . 

Other noncurrent assets ............................... . 

Total deferred debits and other assets ..................... . 

215 

46 

261 

Total Assets. . . . .. . . . . . . . . . . . .. . . . . .. .. . . .. .. . . .. . . . . . 5,110 

(Unaudited) 
(Millions o~ dollars) 

$ 140(e) 

140 

68(d) 

--1Q(I) 

(16)(e) 

573(1) 

201(g) 
__ 11 (h) 

769 

1,007 

$ 142 
200 
140 
14 
11 

507 

80 
4,500 

199 
573 
201 

57 

1,030 

6,117 

The accompanying Notes to Pro Forma Condensed Financial Statements are an integral part of these pro forma 
financial statements. See Note 3 for infonnation on pro forma adjustment references. 
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Pro Forma Condensed Balance Sheet 

September 30, 2010 
Actual Adjustments Pro Forma Entity 

Liabilities and Equity 

Current Liabilities 
Current portion long-term debt. ......................... . 

Current potion long-term debt - affiliated company .......... . 

Note payable - affiliate .............................. . 

Accounts payable ................................... . 

Regulatory liabilities ................................. . 

Other current liabilities ............................... . 

Total Current Liabilities ............................... . 

Long-te .. m Debt ...................................... . 

Long-te .. m Debt - Affiliates ............................ . 

Defe .... ed C .. edits and Othe .. Liabilities 

Deferred income taxes and investment tax credit. ............ . 

Accumulated provision for pensions and related benefits ....... . 

Asset retirement obligations. , ................ , . , .. , .... , 

Regulatory liabilities , ..... , .......................... . 

Other liabilities ..................................... . 

Total Deferred Credits and Other Liabilities ................ . 

Commitments and Contingent Liabilities 

$ 228 

33 

61 

176 

12 

62 

572 

123 

1,298 

482 

160 

59 

367 

20 

1,088 

Total Equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,029 

Total Liabilities and Equity. . . . . . . . . . . . . . . . . . . . . . . . . . . . .. $5,110 

(Unaudited) 
(Millions of dollars) 

$ (33)0) 

(18)(i) 

~ 
1,5010) 

(l,298)Gl 

27(p) 

-(k) 

(4)(l) 

201(m) 
__ 1_7(n) 

241 

~(o) 

$ 1,007 

228 

61 

158 
12 
62 

521 

1,624 

509 

160 

55 
568 

37 

1,329 

The accompanying Notes to Pro Forma Condensed Financial Statements are an integral part of these pro forma 
financial statements. See Note 3 for information 011 pro forma adjustment references. 
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NOTES TO PRO FORMA CONDENSED FINANCIAL STATEMENTS 
(Unaudited) 

Note 1-Basis of Pro Forma Presentation 

The pro forma statements of operations for the nine months ended September 30,2010 and for the year ended 
December 31, 2009 give effect to the adjustments as if they were completed on January 1,2009. The pro forma 
balance sheet as of September 30, 2010 gives effect to the adjustments as if they were completed on September 30, 
2010. 

The pro forma financial statements have been derived from our historical financial statements. Assumptions 
and estimates underlying the pro forma adjustments are described in the accompanying notes, which should be read 
in conjunction with the pro forma financial statements. Since the pro forma financial statements have been prepareli 
based upon preliminary estimates, the final amounts recorded at the date of the acquisition may differ materially 
from the information presented. These estimates are subject to change pending further review of the assets acquired 
and liabilities assumed. 

The pro fonna financial statements reflect the push down of the new basis of accounting for our assets and liabilities 
arising from the acquisition by PPL being accounted for based on the guidance provided by accounting standards for 
business combinations. In accordance with this accounting guidance, the assets acquired and the liabilities assumed have 
been measured at fair value by PPL and the difference between these assets and liabilities and the purchase price has been 
recorded as goodwill (tIus process is generally refelTed to as a purchase price allocation). In accordance with SEC 
guidance for wholly~owned subsidiaries, these fair value measurements and an allocated p0l1ion of goodwill have been 
pushed down and recorded on our pro fOlma financial statements as presented in Note 2. The fair value measurements 
utilize estimates based on key assumptions of the acquisition, and historical and current market data. These fair value 
measurements and the related pro forma adjustments included herein may be revised as additional information becomes 
available and as additional analyses are perfonued. The final purchase price aUocation may differ materiaIIy from the 
information presented. As noted above, the pro fOlma financial statements also include adjustments to reflect the 
issuance of the Bonds, with proceeds assumed to equal the principal amount thereof and used to repay indebtedness 
owed by us to a PPL subsidiary. The indebtedness was inclHTed to repay loans from a subsidiary of E.ON AG in 
connection with the PPL acquisition. The preJiminary result of all these adjustments is presented in Note 2. 

The amounts utilized in determining the pro forma adjustments presented on the ProfOlTIla Condensed 
Financial Statements are also set forth and described in Note 3. 

For the purpose of measuring the estimated fair value of the assets acquired and liabilities assumed, PPL has 
applied the accounting guidance for fair value measurements. Fair value is defined as the price that would be 
received to sell an asset or paid to transfer a liability in an orderly transaction between market participants at the 
measurement date. 

For purposes of measuring the fair value of the majority of property, plant and equipment and regulatory assets 
acquired and regulatory liabilities assumed, as reflected in the pro forma financial statements, PPL has determined 
that the fair value equaled their net book value, due to the regulatory environment in which they operate. The 
regulatory commissions aHow for earning a rate of return on the book values of the regulated asset bases at rates 
determined to be fair and reasonable. Since there is no current prospect for deregulation, the expectation is that these 
operations will remain in a regulated environment for the foreseeable future and this presentation represents the 
highest and best use of these assets. In addition, certain fair value adjustments have been reflected on the balance 
sheet with an offsetting regulatory asset or liability based upon agreement with the regulatory commissions that 
purchase accounting adjustments will not impact customers and, therefore, wiIlnot be included in any cost recovery 
mechanisms or rates on a prospective basis .. 

Note 2 - Preliminary Push Down of Purchase Price Allocation and Replacement of Debt 

Preliminary Purchase Price Allocation 

The preliminary allocation of the purchase price to the fair value of assets acquired and liabilities assumed 
includes pro forma adjustments primarily related to the fair value of equity investments, contractual arrangements, 
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goodwill, noncun'ent liabilities, long-term debt and related deferred income taxes. The preliminary allocation of the 
purchase price, including the replacement of debt, is as follows (in millions): 

Current assets. .. . . . . . . . .. . . . . .. . .. . . . . . .. . . . . .. . .. .. . .. .. . . . . . . . . .. . ... $ 507 

Property, plant and equipment. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,500 

Invcstlnents .......................................................... . 
Goodwill ............................................................ . 

Other intangibles ...................................................... . 

Regulatory assets and other noncurrent assets ................................. . 

Current liabilities ...................................................... . 

Noncurrent liabilities ................................................... . 

Long-term debt. ....................................................... . 

80 
573 

201 

256 

(521) 

(1,329) 

(1,624) 

Total Equity .... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. $ 2,643 

Note 3 - Pro Forma Adjustments 

The adjustments included in the pro forma financial statements are as follows: 

Adjustments to Pro Forma Condensed Statements of Opel'3tions 

(a) Interest expense - Reflects the change in interest expense from the extinguishment of indebtedness owed 
by us to a subsidiary of RON AG, and replacement with the Bonds and the application of proceeds thereof. The 
interest expense was adjusted assuming a weighted-average interest rate of3.9%. No adjustment has been made for 
the actual rates. 

(b) Income taxes - Reflects the income tax effect of the pro forma adjustments, which was calculated using 
an estimated statutory income tax rate of 40%. Income tax expense includes adjustments for state taxes and certain 
federal income tax items that are calculated on a combined or consolidated basis. 

Adjustments to Pro Forma Condensed Balance Sheet 

(c) Cash - Reflects $1,500 million of estimated proceeds from the Bonds. This amount was offset by a 
$1,331 million of estimated repayment of the indebtedness and payabJes owed to subsidiaries of RON AG and its 
affiliates, the repayment of $18 million of affiliate accounts payable, and approximately $11 million related to the 
payment of debt issuance costs. 

(d) Investments - Reflects the fair value adjustment of $68 million related to our 'equity method investment 
in Electric Energy, Inc. 

(e) RegulafOl)' assets - Reflects the offsetting regulatory asset related to the fair value adjustments asso
ciated with the fair value of debt, coal contracts and asset retirement obligations. These fail' value adjustments have 
been reflected on the balance sheet with an offsetting regulatory asset based upon agreement with the regulatory 
commissions that purchase accounting adjustments will not impact customers and, therefore, will not be included in 
any cost recovery mechanisms 01' rates on a prospective basis. 

(f) Goodwill - Reflects the preliminary estimate of the excess of the purchase price paid over the net fair 
value of OUl' assets acquired and liabilities assumed. This excess is calculated as follows (in millions): 

Purchase price. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. $2,643 

Less: Fair value of net assets acquired . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,070 

Estimated goodwill resulting from the acquisition. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 573 

Less: pre-existing goodwill ................................................ . 

Pro forma goodwill adjustment ............................................. . $ 573 
= 
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PPL has not yet completed its goodwill allocation evaluation, but will allocate the final amount of goodwill to 
its reporting units that are expected to benefit from the business combination in accordance with applicable 
accounting guidance. The resulting goodwill that will ultimately be allocated and pushed down to us could differ 
materially from the amount presented. 

(g) Other intangibles - Reflects the recognition of $188 million related to the fair value of certain coal 
contracts and $13 million related the fair value of emission allowances. 

(h) Other noncurrent assets - Reflects the capitalization of $11 million of estimated debt issuance costs 
incurred with the issuance of the Bonds. 

(i) ACCOIlIlfS payable - Reflects the payment of affiliate accounts payable to E.ON AG and its affiliates. 

0) Debt - Reflects the adjustments to repay $1,331 million of indcbtedness owed by us to a subsidiary of 
E.ON AG and its affiliates. This decrease is offset by the issuance of $1,500 million of the Bonds at an assumed 
weighted-average interest rate of3.9%. No adjustment has been made for the actual rates. In addition, an increase of 
$1 million was recorded to reflect the fair value of the assumed debt. The ultimate fair value determination of the 
debt will be based on prevailing market interest rates at the completion of the acquisition and the adjustment will be 
amortized as an adjustment to interest expense over the remaining life of the debt issues. 

(k) Accumulated provision for pensiolls and related benefits - The accrued pension obligations have not 
been adjusted as the information required to make such adjustment was not yet available. The resulting adjustment 
could differ materially from the amount presented. 

(1) Asset retirement obligations - Reflects a $4 million adjustment to record the fair value of asset retirement 
obligations. As a result, the associated regulatory assets of$34 milIion were written off, and $30 million related to 
property, plant and equipment, net, were recorded. 

(m) Regltlato/)' liabilities - Reflects the offsetting regulatory liability related to the fair value adjustments 
associated with the fair value of emission allowances and coal contracts. These fair value adjustments have been 
reflected on the balance sheet with an offsetting regulatory liability based upon agreement with the regulatory 
commissions that purchase accounting adjustments wiII not impact customers and, therefore, will not be included in 
any cost recovery mechanisms or rates on a prospective basis. 

(n) Other noncurrent liabilities - Reflects the recognition of the fair value of certain coal contracts. 

(0) Equity - Reflects the net purchase accounting adjustments to increase our historical equity balance of 
$2,029 million to recognize the $2,643 million of equity from the purchase price, including the push down of 
$573 million of goodwill resulting from acquisition and other fau' value adjustments previously discussed. 

(p) Deferred income taxes - Represents estimated deferred taxes calculated at our estimated statutory tax 
rate of 40% applied to certain fair value adjustments recorded to the assets acquired and liabilities assumed, 
excluding goodwill. 

21 



Attachment to Response to KU AG-l Question No, 217 
Page 28 of 171 

Al'bough 

SELECTED FINANCIAL DATA 

The selected financial data presented below for the years ended December 31, 2006 and 2005 and as of 
December 31, 2007, 2006 and 2005 have been derived from our audited financial statements and are not included in 
this offering memorandum. The selected financial data for the years ended December 31,2009,2008 and 2007 and 
as of December 31, 2009 and 2008 have been derived from our audited financial statements and are included in this 
offering memorandum. The selected financial data for the nine months ended September 30, 2010 and 2009 and as 
of September 30, 2010 and 2009 arc derived from our unaudited financial statements included in this offering 
memorandum. The unaudited financial statements reflect all adjustments, including only usual recurring adjust
ments, which in the opinion of management, are necessary for the fair representation of that information for and as 
of the periods presented. Historical results are not necessarily indicative of future results and results for the nine 
months ended September 30, 2010 are not necessarily indicative of results to be expected for the full year. 

You should read the data set forth below in conjunction with HUse of Proceeds," "Management's Discussion 
and Analysis" and our audited and unaudited financial statements and related notes included elsewhere in this 
offering memorandum. 

Nine Months Ended 
September 30, 

2010 2009 2009 
(Unaudited) 

Income Statement Data: 

Operating revenues ........ $1,146 $1,009 $1,355 

Net operating income ...... $ 263 $ 197 $ 269 

As of September 30, 
2010 2009 

(Unaudited) 

Balance Sheet Data: 

Total assets ............ $5,110 $4,830 $4,956 

Long-term debt ......... $1,682 $1,632 $1,682 

22 

Year Ended December 31, 
2008 2007 2006 

(Iulllilliolls) 

$1,405 $1,272 $1,210 

$ 260 $ 267 $ 235 

$4,518 $3,796 $3,148 

$1,532 $1,264 $ 843 

2005 

$1,207 

$ 202 

$2,756 

$ 746 
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MANAGEMENT'S DISCUSSION AND ANALYSIS 

The following discussion and analysis by management focuses on those factors that had a material effect 011 our 
results of operations and financial condition during the periods presented and should be read in connection with the 
financial statements and notes included elsewhere in this offering memorandum. The discussion contains certain 
forward-looking statements thatillvolve risk and uncertainties. See "Forward Looking Statements" and ''Risk Factors," 

Years Ended December 31, 2009, 2008 and 2007 

Results of Operations 

The electric utility business is affected by seasonal temperatures. As a result, operating revenues (and 
associated operating expenses) are not generated evenly throughout the year. 

Net Income 

Net income in 2009 decreased $25 million compared to 2008. The decrease was primarily the result of 
decreased operating revenues ($50 million), decreased equity in earnings ($29 million), decreased other income
net ($3 million) and increased interest expense ($3 million), partially offset by decreased operating expenses 
($59 million) and decreased income taxes ($1 million). 

Net income in 2008 decreased $9 million compared to 2007. The decrease was primarily the result of increased 
operating expenses ($140 million) and increased interest expense ($16 million), partially offset by increased 
operating revenues ($133 million), decreased income taxes ($9 million), increased equity in earnings ($4 million) 
and increased other income - net ($1 million). 

ReveJlues 

Revenues in 2009 decreased $50 million compared to 2008 primarily due to: 

Decreased wholesale sales ($75 million) due to lower sales volumes to LG&E ($60 million) and third-parties 
($16 million). These lower volumes were primarily due to lower economic demand caused by low spot 
market pricing during most of 2009, and due to higher scheduled coal-fired generation unit outages during 
2009. Via a mutual agreement, we sell our higher cost electricity to LG&E for its wholesale sales and we 
purchase LG&E's lower cost electricity to serve our native load. These decreases were partially offset by 
increased prices ($1 million) for sales to LG&E due to the higher cost of fuel inventory. 

Decreased retail sales volumes delivered ($55 million) due to reduced consumption by residential customers 
as a result of milder weather and significant 2009 storm outages as well as low energy usage by industrial and 
commercial customers as a result of weakened economic conditions. 

Decreased fuel costs billed to customers through a fuel adjustment clause ($2 million) due to a refund of 
power purchased costs from Owensboro Municipal Utilities ("OMU") ($6 million), partially offset by 
increased fuel prices ($4 million). 

Decreased gains in unrealized energy marketing financial swaps ($2 million). 

Partially offset by: 

Increased environmental cost recovery surcharge ($50 million) due to increased recoverablc capital spending. 

Decreased merger surcredit ($13 million) due to the surcredit termination in February 2009. 

Increased DSM cost recovery ($9 million) due to increased recoverable program spending. 

Increased miscellaneous revcnue ($6 million) resulting from the assessment oflate payment fees beginning 
in the second quarter of 2009. 
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Increased retail sales revenue from base rates ($5 million) due to the increase in Virginia rates in November 
2009, and application of the Kentucky base rate settlement resulting in higher customer charge and demand 
revenue, partially offset by lower energy revenue. 

Decreased value delivery team ("VDT") process surcredit ($1 million) due to termination in August 2008. 

Revenues in 2008 increased $133 million compared to 2007 primarily due to: 

• Increased fuel costs billed to customers through the fuel adjustment clause ($52 million) due to increased 
fuel prices 

Increased wholesale sales ($48 million) due to higher sales volumes and prices. Volumes increased to LG&E 
($34 million) and third-parties ($10 million) as a result of excess generation made available by LG&E via a 
mutual agreement. 'Ve sell our higher cost electricity to LG&E for LO&E to make wholesale sales and we 
purchase LO&E'8 lower cost electricity to serve our native load. Both the Company and LO&E experienced 
lower native load requirements due to milder weather and the weakening economy, and increased generation 
due to fewer scheduled coal-fired generation ullit outages during 2008, resulting in higher volumes available 
for wholesale sales. Pricing to third-parties increased as a result of higher fuel costs ($2 million). \Vholesale 
sales also increased due to gains in energy marketing financial swaps ($2 million). 

Increased environmental cost recovery surcharge ($43 million) due to increased recoverable capital 
spending 

Increased DSM cost recovery ($2 million) due to additional conservation programs 

Increased transmission sales ($2 million) due to higher sales to LG&E 

Decreased mcrger sUl'credit ($2 million) due to a lower rate approved by the Kcntucky Commission in 
June 2008 

• Decreased VDT surcredit ($1 million) due to its termination in August 2008. 

Partially offset by: 

Decreased retail sales volumes delivered ($17 million) due to a 26% decrease in cooling degree days and 
weakening economic conditions 

Expenses 

Fuel for electric generation comprises a large component of total operating expenses. Increases or decreases in 
the cost of fuel are reflected in retail rates through the fuel adjustment clause, subject to the approval of the 
Kentucky Commission, the Virginia Commission and the FERC. 

to: 

to: 

Electric Generation Expense 

Expenses related to fuel for electric generation decreased $79 million in 2009 compared to 2008 primarily due 

• Decreased volumes of fuel usage ($97 million) due to decreased native load and wholesale sales 

Partially offset by: 

• Increased commodity and transportation costs for coal ($18 million) 

Expenses related to fuel for electric generation increased $52 million in 2008 compared to 2007 primarily due 

Increased commodity and transportation costs for coal and natural gas ($39 million) 

Increased generation ($13 million) due to increased utilization of coal-fired generation units as a result of 
fewer scheduled outages in 2008 
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Power purchased expense decreased $22 million in 2009 compared to 2008 primarily due to: 

Decreased prices for purchases used to serve retail customers ($18 million) due to lower spot market pricing 
and increased availability of power from OMU 

Decreased purchases froIll LG&E due to lower prices ($7 million) and lower volumes ($2 million), Via a 
mutual agreement, we purchase LG&E's lower cost electricity to serve our native load. LG&E provided 
lower volumes due to its increased scheduled coal-fired outages during the fourth quarter of 2009 . 

• Decreased power purchased expense ($6 million) due to a refund of power purchased costs related to the 
OMU settlement. 

Partially offset by: 

Increased third-party purchased volumes for native load ($8 million) primarily due to scheduled coal-fired 
generation unit outages. 

Increased demand payments for third-party purchases ($3 million) on long-term contracts. 

Power purchased expense increased $53 million in 2008 compared to 2007 primarily due to: 

Increased prices for purchases used to serve retail customers ($24 million) due to higher market prices, 
influenced by higher fuel costs 

Increased power purchased from LG&E via a mutual agreement due to higher volumes ($8 million) and 
higher prices ($8 million). \Ve purchase LG&E's lower cost electricity to serve our native load. LG&E was 
able to provide higher volumes due to its reduced native load requirements as a result of milder weather and 
the weakening economy. 

Increased demand payments ($7 million) for energy purchased on a long-term contract 

Increased third-party power purchase volume for native load ($5 million) due to increased unscheduled coal
fired generation unit outages 

Increased expenses ($1 million) due to activities in the PJM Interconnection LLC market for the entire year 
of 2008 compared to only one quarter in 2007 

Other Operation and Maintenance Expenses 

Other operation and maintenance expenses increased $45 million in 2009 compared to 2008 primarily due to 
increased other operation expenses ($30 million) and increased other maintenance expenses ($15 million). 

Other operation expenses increased $30 million in 2009 compared to 2008 primarily due to: 

Increased pension expense ($20 million) due to lower 2008 pension asset investment performance. 

Increased steam expense ($7 million) due to utilization of selective catalytic reductions year-round. 

Increased administrative and general expense ($5 million) due to increased DSM program spending as well 
as consulting fees for software training and increased labor and benefit costs, partially offset by decreased 
legal expenses mainly related to OMU in 2008, which case was settled in the second quarter of 2009. 

Partially offset by: 

• Decreased generation expense ($2 million) due to scheduled unit outages and routine maintenance 

Other maintenance expenses increased $15 million in 2009 compared to 2008 primarily due to: 

Increased steam expense ($7 million) due to increased scope of work for scheduled outages. 

Increased distribution expense ($5 million) as a result of increased repairs and higher tree trimming expense 
in 2009 ($3 million) and higher storm related expense in 2009 ($2 million), 
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Increased transmission expense ($2 million) primarily due to increased overhead line maintenance for North 
American Electric Reliability Corporation (,'NERC") mandatory reliability compliance. 

Increased administrative and general expense ($1 million) due to increased labor and system maintenance 
contracts resulting from completion of a significant in-house customer information system project. 

Other operation and maintenance expenses increased $20 million in 2008 compared to 2007 primarily due to 
increased other operation expenses ($16 million) and increased maintenance expenses ($4 million). 

Other operation expenses increased $16 million in 2008 compared to 2007 primarily due to: 

Increased outside services ($4 miIlion) due to increased legal expenses as a result of on-going litigation, 
mainly with OMU 

Increased cost of consumables ($4 million) due to contract pricing and commissioning and start up costs of 
flue gas desulfurization systems ("FGDs") 

Increased transmission expense ($2 million) due to increased native load purchases from LG&E and the 
additional costs to comply with growing SERC Reliability Corporation and NERC Mandatory Reliability 
Standards 

Increased distribution expense ($2 million) due to storm restoration 

• Increased uncollectible accounts ($2 million) due to the weakening economy 

Increased property taxes ($2 million) due to net decrease in expense in 2007 as a result of the application of 
coal tax credits 

Other maintenance expenses increased $4 million in 2008 compared to 2007 primarily due to increased 
maintenance of overhead conductors and devices ($4 million) resulting from storm restoration. 

Income from Equity Investments 

Equity income from Electric Energy, Inc. ("EEl"), in which we own 20% of the common stock, decreased 
$29 million in 2009 compared to 2008 primarily due to lower earnings resulting from decreased market prices. 

Equity income in EEL increased $4 million in 2008 primarily due to an increased average price per mega-watt 
hour sold in 2008 over the price for 2007. 

Other Income - Net 

Other income - net decreased $3 million in 2009 compared to 2008 primarily due to: 

Decreased $2 million due to discontinuance of allowance for funds used during construction on environ
mental cost recovery projects as a result of the FERC rate case. 

Decreased $1 million due mainly to depreciation expense on joint-use assets related to Trimble County Unit 
2 ("TC2") transferred from LG&E and currently held for future use. 

Other income - net increased $1 million in 2008 compared to 2007, primarily due to: 

Increased $3 million due to allowance for funds used during construction related to several large multi-year 
projects 

Increased $1 million due to net losses on the sale of property in 2007 

Partially offset by: 

Decreased $2 million due to lower income earned on bond deposits for special projects 

Decreased $1 million due to settlement for Brown Station new source review litigation and related programs 
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Interest Expense 

Interest expense increased $3 million in 2009 compared to 2008 primarily due to increased interest expense to 
affiliated companies ($13 million) resulting from additional debt, partially offset by decreased interest expense 
($8 million) due to lower interest i-ates on bonds and ($2 million) due to lower interest rates on intercompany short 
term borrowings. 

Interest expense increased $16 million in 2008 compared to 2007 primarily due to increased interest expense to 
affiliated companies ($17 million) due to additional debt, partially offset by decreased interest expense ($1 million) 
due to interest received 011 reacquired debt. 

Depreciation 

Depreciation expense decreased $3 million in 2009 compared to 2008, primarily due to the decrease in 
depreciation rates that became effective in February 2009, mainly related to an increase in the estimated useful lives 
on transmission and distribution assets. 

Depreciation expense increased $15 million in 2008 compared to 2007, primarily due to an increase in capital 
assets that were placed in service in 2008. 

Income Tax Expense 

Components of income tax expense are shown in the table below: 

2009 2008 2007 
(In millions) 

Current - federal ............................................. . $(5) $ 46 $28 

-state ................................................. . I 10 13 

Deferred - federal - net ....................................... . 43 (10) (5) 

- state - net ............................................ . 7 (3) (I) 

Investment tax credit - deferred .................................. . 21 25 43 

Amortization of investment tax credit .............................. . --.W 
Total income tax expense ....................................... . $67 $ 68 $77 

Deferred federal and state income tax expense increased in 2009 compared to 2008, primarily due to temporary 
differences related to storm costs and depreciation. The temporary differences also resulted in an offsetting decrease 
to current federal and state taxes in 2009. Current federal income tax expense increased and investment tax credit
deferred decreased primarily due to claiming $18 million less in investment tax credits in 2008. Current state 
income tax decreased due to coal credits claimed in 2008. Deferred federal income tax expense decreased in 2008 
compared to 2007. primarily due to adjusting prior year estimates to actual based on the filed tax return. 

Cash Flows from Operating Activities 

Cash provided by operations in 2009 was $39 million less than cash provided by operations in 2008 and was 
primarily the result of decreases in cash due to changes in: 

Storm restoration expenses ($55 million) deferred for future recovery as regulatory assets 

Accounts receivable ($16 million) due to timing of payments received from the Illinois Municipal Electric 
Agency ("IMEA") and the Indiana Municipal Power Agency ("IMPA") in 2008 

Pension and postretirement funding ($15 million) due to increased contributions made in 2009 

Accounts payable ($12 million) primarily due to fuel purchases and timing of payments 

Prepayment and other current assets ($2 million) 
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These decreases were partially offset by increases in cash due to changes in: 

Earnings, net of non·cash items ($49 milliOIl)(l) 

Materials and supplies ($5 rnilIion) primarily due to a decrease in cash used for coal inventory 

Other ($7 million) 

(1) Management uses the term "earnings, net of non-cash items" in its discussion of cash flows from operating 
activities to describe net income adjusted by income or expenses not requiring cash currently, including 
depreciation, accretion, amortization, deferred income taxes, investment tax credits, provision for pension 
and postretirement benefits and other non-cash items. Although "earnings, net of non-cash items" may not 
be a measure determined in accordance with accounting principles generally accepted in the United States, 
the measure facilitates the analysis by management and investors of the Companies' cash flows from 
operating activities. 

Cash provided by operations in 2008 was $19 million less than cash provided by operations in 2007 and was 
primarily the result of decreases in cash due to changes in: 

• Materials and supplies ($55 million) primarily due to increased fuel inventory volumes and higher fuel costs 

Earnings, net of non-cash items ($15 milIion)(I) 

Other ($12 million) primarily due to changes in utility plant and customer advances for construction 

Prepayment and other current assets ($2 million) 

\Vind storm regulatory asset ($2 million) due to new regulatory asset for Hurricane Ike restoration expenses 

These decreases were partially offset by increases in cash due to changes in: 

Accounts receivable ($28 million) due to timing of payments received from IMEA and IMPA 

Accounts payable ($24 million) primarily due to construction accruals related to FGD projects and Te2 

• Pension and postretirement funding ($14 million) due to contributions made in 2007 

Other current liabilities ($1 million) 

Cash Flows from Investing Activities 

The primary use of funds for investing activities continues to be for capital expenditures. Net cash used for 
investing activities decreased $188 million in 2009 compared to 2008 primarily due to decreased capital expen
ditures of $170 million, assets purchased from LG&E of $1 0 million in 2008 and changes in restricted cash from 
bonds issued in 2008 used to fund environmental equipment of $8 million. Restricted cash represents the escrowed 
proceeds of the pollution control bonds, which are disbursed as qualifying costs are incurred. 

Net cash used for investing activities decreased $42 million in 2008 compared to 2007 primarily due to 
decreased capital expenditures of $63 million, partially offset by decreased restricted cash of $11 million and an 
asset purchased from LG&E of $10 million. Restricted cash represents the escrowed proceeds of the pollution 
control bonds, which are disbursed as qualifying costs are incurred. 

Cash Flows from Financing Activities 

Net cash provided by financing activities decreased $151 million due to decreased long-term bon'owings from 
affiliated company of $1 00 million, lower equity contributions in 2009 of $70 million and reduced issuance of tax
exempt bonds in 2009 totaling $17 million, all of which were partially offset by an increase of short-term borrowing 
from affiliate of $36 million. 

Net cash provided by financing activities decreased $15 million in 2008 compared to 2007, primarily due to 
decreased long-tenn borrowings from affiliated company of $198 million, reacquisition of bonds of $80 million, 
retirement of pollution control bonds of $60 million and issuance of pollution control bonds of $1 million, partially 
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offset by the retirement of first mortgage bonds of $107 million in 2007, increased infusions from our Parent of 
$70 million, decreased repayment of shortMterm borrowings from affiliate - net of $67 million, reissuancc of 
reacquired bonds of $63 milIion and retirement of reacquired bonds of $17 million. 

See Note 7 to our 2009 Annual Financial Statements and Note 8 to our Third Quarter Financial Statements, 
each included elsewhere in this offering memorandum, for information of redemptions, maturities and issuances of 
long-term debt. 

Resnlts of Operations 

Net Income 

Three Months Ended September 30, 2010, Compared to 
Three Months Ended September 30, 2009 

Net income was $54 million for the three months ended September 30, 2010, compared to $66 million for the 
same period in 2009. The decrease was primarily the result of the following (In millions of $): 

Three i\Ionths 
Ended 

September 30, Increase 
2010 2009 (Decrease) 

Total operating revenues ................................... . $416 $341 $ 75 

Total operating expenses ................................... . 311 216 95 

Operating income ...................................... . 105 125 (20) 

Interest expense to affiliated companies ........................ . 18 18 

Other income (expense) - net .............. , ................ . ---..ill -..-0 I 

Income before income taxes ............................... . 86 105 (19) 

Income tax expense ....................................... . 32 39 --.!J) 

Net income ........................................... . $ 54 $ 66 $(12) 

Revenues 

The $75 million increase in operating revenues in the three months ended September 30, 2010, was primarily 
due to (In millions of $): 

Increase 
(Decrease) 

Retail sales voluIlles(a) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $40 

Retail base rates(b) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14 

ECR surcharge due to increased recoverable capital spending. . . . . . . . . . . . . . . . . . . . . . 10 

Retail fuel adjustment clause (UFAC") costs billed to customers due to higher fuel 
prices. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6 

Other. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5 

$75 

(a) Primarily due to increased consumption by residential customers as a result of increased cooling degree days 
and higher energy usage by industrial customers as a result of improved economic conditions and increased 
cooling degree days. 

(b) Primarily due to higher rates effective August 1,2010. See Note 2 to our Third Quarter Financial Statements, 
included elsewhere in this offering memorandum, for further discussion of the 2010 Kentucky rate case. 
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Expenses 

Fuel for electric generation comprises a large component oftataI operating expenses. Increases or decreases in 
the cost of fuel are reflected in retail rates through the FAC, subject to the approval of the Kentucky Commission, the 
Virginia Commission and the PERC. Operating expenses follow (in millions of $): 

Three Months 
Ended 

September 30, Increase 
2010 2009 (Decrease) 

Fuel for electric generation ................................. . $146 $114 $32 

Power purchased ......................................... . 41 47 (6) 

Other operation and maintenance expenses ........... , .......... . 86 22 64 

Depreciation, accretion and amortization ....................... . 38 33 5 

Total operating expenses $311 $216 $95 

Electric Generation Expense 

The $32 million increase in fuel for electric generation in the three months ended September 30, 2010, was 
primarily due to increased volumes of fuel usage due to increased retail sales volumes. 

Power Purchased Expense 

The $6 million decrease in power purchased expense in the three months ended September 30, 2010, was 
primarily due to (in millions of $): 

Increase 
(Decrease) 

Third-party purchased volumes for native load. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $(8) 

Demand payments for third-party purchase. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (4) 

Prices for purchases used to serve retail customers. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6 

Other Operation and Maintenance Expenses 

Other operation and maintenance expenses increased $64 million in the three months ended September 30, 
2010, due to $55 million of increased maintenance expenses, and $9 million of increased other operation expenses. 
These increases were primarily due to distribution expenses ($53 million related to maintenance and $4 million 
related to other operations) incurred in the first quarter of 2009 for wind and ice storm restoration that were 
reclassified to a regulatory asset in the third quarter of 2009. 

Income Tax Expense 

See Note 7 to our Third Qualter Financial Statements, included elsewhere in this offering memorandum, for a 
reconciliation of differences between the U.S. federal income tax expense at statutory rates and our income tax 
expense. 
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Results of Operations 

Net income 

Nine Months Ended September 30, 2010, Compared to 
Nine Months Ended September 30, 2009 

Net income was $129 million for the nine months ended September 30, 2010, compared to $99 million for the 
same period in 2009. The increase was primarily the result of the following (in millions of $): 

Nine Months Ended 
September 30, Increase 

2010 2009 (Decrease) 

Total operating revenues ................................. . $1,146 $1,009 $137 

Total operating expenses ................................ . 883 812 71 

Operating income .................................... . 263 197 66 

Interest expense to affiliated companies ..................... . 55 51 4 

Other income (expense) - net ............................ . _ ... Q) 2 ~ 
Income before income taxes ............................ . 205 148 57 

Income tax expense .................................... . 76 49 27 

Net income ........................................ . $ 129 $ 99 $ 30 

Revenues 

The $137 million increase in operating revenues in the nine months ended September 30, 2010, was primarily 
due to (in millions of $): 

Increase 
(Decrease) 

Retail sales vo1umes(a) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 98 

Retail base ratcs(b) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14 

ECR surcharge due to increased recoverable capital spending. . . . . . . . . . . . . . . . . . . . . . 10 

Miscellaneous operating revenue(c) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8 

DSM revenue due to increased recoverable program spending .... . . . . . . . . . . . . . . . . . 6 

Other. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 

$137 

(a) Primarily due to increased consumption by residential customers as a result of increased cooling and heating 
degree days and higher energy usage by industrial customers as a result of improved economic conditions and 
increased cooling and heating degree days. 

(b) Primarily due to higher rates effective August 1,2010. See Note 2 to our Third Quarter Financial Statements, 
included elsewhere in this offering memorandum, for further discussion of the 2010 Kentucky rate case. 

(c) Primarily related to increased late payment charges and transmission service revenues. 
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Expenses 

Fuel for electric generation ~omprises a large component of total operating expenses. Increases or decreases in 
the cost offllel are reflected in retail rates through the FAC, subject to the approval ofthe Kentucky Commission, the 
Virginia Commission and the FERC. Operating expenses follow (In millions of $): 

Nine Months 
Ended 

September 30, InCl'ease 
2010 2009 (Decrease) 

Fuel for electric generation ................................. . $391 $329 $ 62 

Po\vcr purchased ......................................... . 135 154 (19) 

Other operation and maintenance expenses ...................... . 251 230 21 

Depreciation. accretion and amortization ....................... . 106 99 7 

Total operating expenses ................................. . $883 $812 $71 

Electric Generation Expense 

The $62 million increase in fuel for electric generation in the nine months ended September 30, 2010, was 
primarily due to (In millions of $): 

Fuel usage volumes due to increased native load and wholesale sales ............... . 

Commodity and transportation costs for coal ................................. . 

Power Purchased Expense 

Increase 
(Decrease) 

$73 

.i!D 
$ 62 

The $19 million decrease in power purchased expense in the nine months ended September 30, 2010, was 
primarily due to (In millions of $): 

Third-party purchased volumes for native load ................................ . 

Purchases from LG&E due to volume(a) .................................... . 

Demand payments for third-party purchases .................................. . 

Prices for purchases used to serve retail customers ............................. . 

OMU settlement received in 2009(b) ....................................... . 

Purchases from LG&E due to fuel costs .................................... . 

Increase 
(Decrease) 

$(16) 

(13) 

(5) 

7 

6 
2 

$(19) 

(a) Primarily due to increased consumption by residential customers at LG&E as a result of increased cooling and 
heating degree days and increased coal-fired generation outages in the first six months of 2010 and higher 
energy usage by industrial customers as a result of improved economic conditions and increased cooling and 
heating degree days. See Note 10 to our Third Quarter Financial Statements, included elsewhere in this offering 
memorandum, for further discussion of the mutual agreement for wholesale sales and purchases between the 
Companies. 

(b) See Note 9 to our Third Quarter Financial Statements, included elsewhere in this offering memorandum, for 
fUliher discllssion of the OMU settlement. 
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Other Operatioll and Maintenance Expenses 

Other operation and maintenance expenses increased $21 million in the nine months ended September 30, 
2010, due to $19 miIlion of increased other operation expenses and $2 million of increased maintenance expenses. 

Other Operation Expenses 

The $19 million increase in other operation expenses in the nine months ended September 30, 2010 was 
primarily due to (in millions of $): 

Increase 
(Decrease) 

Translnission expense(a) ........................................ , . . . . . . . . $ 7 

Administrative and general(b) ............................................ . 

Steam expense due to increased generation in 2010 ............................ . 

Other .............................................................. . 

6 

5 

1 

$19 

(a) Primarily due to transmission expense for a third party pursuant to a settlement agreement, the estabHshment of 
a regulatory asset approved by the Kentucky Commission for the EKPC settlement in 2009. net of nine months 
of amortization expense recorded in 2010, and increased transmission expense due to transmission charges for 
FERC jurisdictional municipal customers now unbundled from energy. 

(b) Primarily due to increased bad debt expense due to higher billed revenues, implementation of a late payment 
charge and a higher net charge-off percentage, increased labor costs, and increased insurance cost 

Interest Expense to Affiliated Companies 

The $4 million increase in interest expense to affiliated companies in the nine months ended September 30, 
2010, was primarily due to increased intercompany notes outstanding. 

Income Tax Expense 

See Note 7 to our Third Quarter Financial Statements, included elsewhere in this offering memorandum, for a 
reconciliation of differences between the U.S. federal income tax expense at statutory rates and our income tax 
expense. 

Liquidity and Capital Resources 

Cash and cash equivalents ................................. . 

Current portion of long-term debt ........................... . 

Current portion of long-term debt to affiliated company ........... . 

Notes payable to affiliated company .......................... . 
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September 30, December 31, 
2010 2009 

$ 2 
228 
33 
61 

(in millions) 

$ 2 

228 
33 
45 



Attachment to Response to KU AG-l Question No. 217 
Page 40 of 171 

Arbough 

Activity in our cash and cash equivalents in the nine months ended September 30, 2010, included the 
following: 

Cash provided by operating activities ..................................... . 

Construction expenditures .............................................. . 

A net increase in short-term borrowings from affiliated company ................. . 

Expenditures to purchase assets from affiliate ............................... . 

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

Increase 
(Decrease) 

(In millions) 

$ 300 

(218) 

16 

(48) 

(50) 

$ -

\Ve use net cash generated from our operations, external financing, financing from affiliates and/or infusions of 
capital from our Parent mainly to fund construction of p1ant and equipment. As of September 30,2010, we had a 
working capital deficiency of $205 million, primarily due to the temlS of certain tax~exempt bonds totaling 
$228 million which allow the investors to put the bonds back to the Company causing them to be classified as 
current portion oflong~term debt. 'Ve believe we have adequate liquidity facilities to repurchase any bonds put back 
to the Company. 'Vorking capital deficiencies can be funded through an intercompany money pool agreement or 
through a syndicated credit facility as described below. 'Ve believe that our sources of funds wiII be sufficient to 
meet the needs of our business in the foreseeable future. 

On November 1,2010, we entered into a new $400 mi11ion unsecured Revolving Credit Agreement, expiring 
December 31, 2014. Under this credit facility, we have the ability to make cash borrowings and to request the 
lenders to issue letters of credit. Borrowings will generally bear interest at LIBOR-based rates plus a spread, 
depending upon our senior unsecured long-term debt rating. The new credit facility contains a financial covenant 
requiring our debt to total capitalization to not exceed 70% and other customary covenants. Under certain 
conditions, we may request that the facility's capacity be increased by up to $100 million. This new credit facility 
replaced an existing bilateralBne of credit totaling $35 million that was terminated on the effective date of the new 
facility. 

In addition, we maintain letter of credit facilities under which four letters of credit have been issued totaling 
$198 million, which support existing pollution control bonds totaling approximately $195 million. We plan to 
substitute letters of credit issued under our new Revolving Credit Agreement for these 1etters of credit currently 
supporting pollution control bonds. After the substitution, we plan to terminate these letter of credit facilities. 

'Ve also participate in an intercompany money pool agreement wherein our Parent and/or LG&E make funds 
available to us at market-based rates (based on highly rated commercial paper issues) up to $400 million. 

We, through our Parent, sponsor pension and postretirement benefit plans for our employees. The performance 
of the capital markets affects the values of the assets that arc held in trust to satisfy future obligations under the 
defined benefit pension plans. The market value of the combined investments, including the impact of benefit 
payments, within the plans increased by approximately 15% for the year ended December 31, 2009. The benefit 
plan assets and obligations of our Parent and the Company are remeasured annually using a December 31 
measurement date. Investment gains in 2009 resulted in a decrease to the plans' unfunded status upon actuarial 
revaluation of the plans, while investment losses in 2008 had the opposite effect. Our 2009 pension cost was 
approximately $20 million higher than 2008. We anticipate our 2010 pension cost will be approximately $5 million 
1ess than the 2009 expense. The amount of future funding will depend upon the actual return on plan assets, the 
discount rate and other factors, but we fund our pension obligations in a manner consistent with the Pension 
Protection Act of 2006. In January 2010, we made a voluntary contribution to our pension plan of $13 million. 

Future Capital Requirements 

Our construction program is designed to ensure that there will be adequate capacity and reliability to meet the 
electric needs of our service area and to comply with environmental regulations. These needs are continually being 
reassessed and appropriate revisions are made, when necessary, in constmction schedules. At September 30, 2010, 
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we estimated our capital expenditures for the three-year period ending December 31, 2012 to total approximately 
$1,125 million, consisting primarily of oIl-going construction related to generation assets totaling approximately 
$305 million, ash pond and landfill projects totaling approximately $210 million, on-going construction related to 
distribution assets totaling approximately $245 million, selective catalytic reduction projects totaling approxi
mately $155 million, installation of FGDs 011 Ghent and Brown units totaling approximately $125 million, 
information technology projects totaling approximately $35 million, other projects totaling approximately $25 mil
lion and construction ofTC2 totaling approximately $25 million (including $5 million for environmental controls). 

In addition to the amounts above, evolving environmental regulations will likely increase the level of capital 
expenditures above the amounts currently expected over the next several years. With respect to NAAQS, CATR, 
CAMR (each as defined and described under "Business - Environmental MattersU

) replacement and coal 
combustion byproducts developments, based on a preliminary analysis of proposed regulations, we may be 
required to consider actions such as upgrading existing emissions controls, installing additional emissions controls, 
upgrading byproducts disposal and storage and possible early replacement of coal-fired units. Our capital 
expenditures associated with such actions are preliminarily estimated to be in the $1.7 billion range over the 
next 10 years, although final costs may substantially vary. 'Vith respect to potential developments in water 
discharge, revised PCB standards, or GHG initiatives, costs in such areas cannot be estimated due to the preliminary 
status or uncertain outcome of such developments, but would be in addition to the above amounts and could be 
substantial. See Note 9 to our Third Quarter Financial Statements, included elsewhere in this offering memoran
dum, for further discussion of environmental matters. 

Future capital requirements may be affected in varying degrees by factors such as electric energy demand load 
growth, changes in construction expenditure levels, rate actions by regulatory agencies, new legislation, changes in 
commodity prices and labor rates, changes in environmental regulations and other regulatory requirements. Credit 
market conditions can affect aspects of the availability, terms or methods in which we fund our capital requirements. 
'Ve anticipate funding future capital requirements through operating cash flow, issuance of debt (including issuance 
of first mortgage bonds) and/or infusions of capital from our Parent. 

\Ve have a variety of funding alternatives available to meet our capital requirements. We maintain a 
$400 million unsccured revolving credit facility with a maturity date of December 31, 2014, and we participate 
in an intercompany money pool arrangement wherein our Parent and/or LG&E make funds of up to $400 million 
available to the Company at marketwbased rates. 

Regulatory approvals are required for the Company to incur additional debt. The Virginia Commission and the 
FERC authorize the issuance of short-term debt while the Kentucky Commission, the Virginia Commission and the 
Tennessee Regulatory Authority authorize the issuance of longwtelm debt. In November 2009, we received a two
year authorization from the FERC to borrow up to $400 million in short-tel111 funds. 'Ve also have authorization 
from the Virginia Commission that expires at the end of2011 allowing short-term borrowing of up to $400 million. 
\Ve currently believe this authorization provides the nccessary flexibility to address any liquidity needs. As of 
September 30, 2010, we have borrowed $61 milIion of this authorized amount. 

In September 2010 the Kentucky Commission, and in October 2010 the Virginia Commission and the 
Tennessee Regulatory Authority, issued orders in the Company's respective financing cases associated with the PPL 
acquisition. The orders each authorized the Company to: 

issue notes to a PPL affiliate to repay previously outstanding debt with an affiliate of E.ON AG; 

issue first mortgage bonds up to $1.556 billion to 

refund notes due to affiliates and 

fund our cash needs; 

issue first mortgage bonds to secure and collateralize existing pollution control debt obligations; 

enter into and perform obligations under hedging agreements in connection with the issuance of the above 
first mortgage bonds; and 

enter into a multi-year revolving credit facility in an amount not to exceed $400 million. 

See Notes 7,8 and 9 to our 2009 Annual Financial Statements and Notes 8 and 9 to our Third QuarterFillancial 
Statements, each included elsewhere in this offering memorandum, for additional information. 
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The following table is provided to summarize contractual cash obligations, as estimated by the Company at 
December 31, 2009. \Ve anticipate cash from operations and external financing will be sufficient to fund future 
obligations. 

Payments Due by Period 
Contractual Cash Obligations 2010 2011 2012 2013 2014 Thereafter Total 

(In millions) 

Short-term debt(a) ..................... $ 45 $- $- $- $- $ $ 45 
Long-term debt(b)(j) ................... 33 50 175 100 1,324(b) 1,682 
Interest on long-term debt to affiliated 

company(c)(k) ...................... 73 72 71 67 61 424 768 
Interest on fixed rate bonds(d) ............ 2 2 2 2 2 21 31 
Operating leases(e) ..................... 7 6 5 4 4 3 29 
Unconditional power purchase obligations(f) .. 16 10 10 II 12 177 236 
Coal and gas purchase obJigations(g) ....... 391 307 145 88 92 1,023 
Postretirement benefit plan obligations(h) .... 5 6 6 6 6 34 63 
Other obligations(i) .................... 57 5 62 

Total contractual cash obligations .......... $629 $408 $289 $353 $277 $1,983 $3,939 

(a) Represents borrowings from affiliated company due within one year. 

(b) Includes $228 million of pollution control bonds classified as current liabilities, which bonds are subject to 
tender for purchase at the option of the holder and to mandatory tender for purchase upon the occurrence of 
certain events. Maturity dates for these bonds range from 2023 to 2034. 

(c) Represents future interest payments on Iong~term debt to affiliated company. 

Cd) Represents interest on fixed rate long~term bonds. Future interest obligations on variable rate long~term bonds 
cannot be quantified. 

(e) Represents future operating lease payments. 

(t) Represents future minimum payments under OMU and Ohio Valley Electric Corporation power purchase 
agreements through May 201 0 and 2026, respectively. 

(g) Represents contracts to purchase coal and natural gas transportation. Obligations for 2015 and 2016 are indexcd 
to future market prices and are not included above, since prices will be set in the future using the contracted 
methodology. 

(h) Represents currently projected cash flows for the postretirement benefit plan as ca1culated by the actuary. 

(i) Represents construction commitments, including commitmcnts for Te2 and the FGDs. 

(j) Includes long-term debt to affiliate of $1.298 million in long-term debt and $33 million in short-term debt, 
which was replaced with other affiliate borrowings at the time of the PPL acquisition of our Parent, which 
borrowings will be repaid with proceeds of the Bonds. 

(k) Debt to affiliate will be repaid with the proceeds of the Bonds, thereby modifying future interest obligations. 

Off~Balance Sheet Arrangements 

We have very limited off~balance sheet activity. See Note 9 to our 2009 Annual Financial Statements, included 
elsewhere in this offering memorandum, for more information. 

Climate Change 

As a company with significant coal-fired generating assets, we could be substantially impacted by pending or 
future cllvironmental rules or legislation requiring mandatory reductions in GHG emissions or other air emissions, 
imposing more stringent standards on discharges to waterways, establishing additional requirements for the 
handling or disposal of coal combustion byproducts, or addressing other environmental matters. However, the 
precise impact on our operations, including the reduction targets and deadlines that would be applicable, cannot bc 
determined prior to the finalization of such requirements. 
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The cost to the Company and the effect on ollr business of complying with potential GHG restrictions will 
depend upon the details of the programs ultimately enacted. Some of the design elements which may have the 
greatest effect on the Company include (a) the required levels and timing of any carbon caps or limits, (b) the 
emission sources covered by such caps or limits, (c) transition and mitigation provisions, such as phase-in periods, 
free allowances or price caps, Cd) the availability and pricing of relevant GHG-reduction technologies, goods or 
services and (e) economic, market and customer reaction to electricity price and demand changes due to GHG 
limits. \Vhile the costs to comply with future GHG developments are not currently determinable, such costs could 
be significant. 

Ultimately, environmental matters or potential environmental matters represent an important element of 
current or future potential capital requirements, future unit retirement or replacement decisions, supply and demand 
for electricity, operating and maintenance expenses or compliance risks for the Company. While we currently 
anticipate that many of such direct costs or effects may be recoverable through rates or other regulatory 
mechanisms, particularly with respect to coal-related generation, the availability, timing or completeness of such 
rate recovery cannot be assured. Ultimately, climate change matters could result in material effects on our results of 
operations, liquidity and financial condition. 

Growing global, national and local attention to climate change matters has led to the development of various 
intelllational, federal, regional and state laws and regulations directly or indirectly relating to emissions of GHGs, 
including carbon dioxide, which is emitted from the combustion of fossil fuels such as coal and natural gas, as 
occurs at our generating stations. In particular, beginning in January 2011, GHG emissions from stationary sources, 
including our generating assets, will be subject to regulation by the EPA under the Prevention of Significant 
Deterioration and Title V provisions of the federal Clean Air Act through the GHG "tailoring" rule. Other 
developing laws and regulations include a variety of mechanisms and structures to regulate GHGs, including direct 
limits or caps, emission allowances or taxes, renewable generation requirements or standards and energy efficiency 
or conservation measures, and may require investments in transmission, alternative fuel or carbon sequestration or 
other emission reduction technologies. See "Business - Environmental Matters," Note 9 to our 2009 Annual 
Financial Statements and Note 9 to our Third Quarter Financial Statements, each included elsewhere in this offering 
memorandum, for additional information. 

Quantitative and Qualitative Disclosures about Market Risk 

We conduct energy trading and risk management activities to maximize the value of power sales from physical 
assets we own. Energy trading activities are principally forward financial transactions to manage price risk and are 
accounted for as non-hedging derivatives on a mark-to-market basis in accordance with the derivatives and hedging 
topic of the Financial Accounting Standards Board's (HFASB") Accounting Standards Codification (HASC"). 

The Company manages its cost of borrowing by utilizing both fixed and floating rate debt. The exposure to 
floating rate debt can be mitigated through the use of interest rate swaps. \Ve currently do not have any interest rate 
swaps in place. 

For more information, see Note 3 to our 2009 Annual Financial Statements and Note 4 to our Third Quarter 
Financial Statements, each included elsewhere in this offering memorandum. 

Critical Accounting PolicieslEstimates 

Preparation of financial statements and related disclosures in compliance with generally accepted accounting 
principles requires the application of appropriate technical accounting rules and guidance, as well as the use of 
estimates. The application of these policies necessarily involves judgments regarding future events, including legal 
and regulatory challenges and anticipated recovery of costs. These judgments could materially impact the financial 
statements and disclosures based on varying assumptions, which may be appropriate to use. In addition, the 
financial and operating environment also may have a significant effect, not only on the operation of the business, but 
on the results reported through the application of accounting measures used in preparing the financial statements 
and related disclosures, even if the nature of the accounting policies applied has not changed. Specific risks for these 
critical accounting policies are described in the notes to our audited and unaudited financial statements included 
elsewhere in this offering memorandum. Each of these has a higher likelihood of resulting in materially different 
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reported amounts under different conditions or using different assumptions. Events rarely develop exactly as 
forecasted, and the best estimates routinely require adjustment. 

Recent accounting pronouncements and critical accounting policies and estimates including unbilled revenue, 
allowance for doubtful accounts, regulatory mechanisms, pension and postretirement benefits and income taxes are 
detailed in Notes 1, 2, 5, 6 and 9 to our 2009 Annual Financial Statements and Notes 1, 2, 6, 7 and 9 to our Third 
Quarter Financial Statements, each included elsewhere in this offering memorandum. 

Controls and Procedures 

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

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

As of December 31, 2009, we are not subject to the internal control and other requirements of the Sarbanes
Oxley Act of 2002 and associated rules (USarbanes-Oxley") and consequently are not required to evaluate the 
effectiveness of our internal control over financial reporting pursuant to Section 404 of Sarbanes-Oxley. However, 
management has assessed the effectiveness of our internal control over financial reporting as of December 31,2009, 
using the criteria set forth by the Committee of Sponsoring Organizations of the Treadway Commission in Intemai 
Controi- Integrated Framework. Management has concluded that, as of December 31, 2009, our internal control 
over financial reporting was effective based on those criteria. There have been no changes in our internal control 
over financial reporting that occurred during the twelve months ended December 31, 2009, or during the nine 
months ended September 30, 2010, that have materially affected, or are reasonably likely to materially affcct our 
internal control over financial reporting. 

The effectiveness of our internal control over financial reporting as of Dec ember 31, 2009, has been audited by 
PricewaterhouseCoopers LLP, an independent accounting firm, as stated in its report which is included within our 
2009 Annual Financial Statements included elsewhere in this offering memorandum. 
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RATIO OF EARNINGS TO FIXED CHARGES 

The following table sets forth the Company's ratio of earnings to fixed charges for the nine months ended 
September 30, 2010 and for the years ended December 31, 2009, 2008, 2007, 2006 and 2005. Our ratios ofearnings 
to fixed charges for the periods indicated are as follows: 

9-l\Iouths 
Ended 

September 
2005 2006 2007 2008 2009 2010 

(In millions) 

Earnings: 
Income from continuing operations before income 

taxes •.••.•.••.••..•.•.••••.••.•.••• , ••• $ 176 $ 226 $244 $ 226 $200 $205 

Exclude amounts reflected in line above: 

Undistributed income of Electric Energy. Inc. .... 2 2 5 (11) 4 

Mark to market impact of derivative 
instruments(1) .......................... I I (I) 

Add fixed charges (sec below) .................. 34 41 59 77 79 63 

Total Earnings ....... , ..................... $207 $ 265 $ 298 $302 $ 291 $264 

Fixed charges: 
Interest expense ............................ U..!. $ 39 $ 57 $ 74 $ 76 L2l. 
Estimated interest component of renta1 expense .. , .. 2 2 3 3 2 

Preferred stock dividends ..................... 2 

Total Fixed Charges ......................... $ 34 $ 41 $ 59 $ 77 $ 79 $ 63 

Ratio of Earnings to Fixed Charges ............ 6.09 6.46 5.05 3.92 3.68 4.19 

(1) Represents non-cash unrea1ized gains or losses on derivative instruments recorded in the statements of income. 

Earnings, for purposes hereof, consist of earnings from continuing operations (as defined below) plus fixed 
charges. Fixed charges consist of all interest on indebtedness, amortization of debt discount and expense and the 
portion of renta1 expense that represents an imputed interest component. Earnings from continuing operations 
consist of income before taxes, undistributed income of EEl, and the mark-to-market impact of derivative 
instruments. 
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PRO FORMA RATIO OF EARNINGS TO FIXED CHARGES 

The following table sets forth the Company's ratio of earnings to fixed charges for the nine months ended 
September 30, 2010 and for the year ended December 31, 2009, adjusted for the sale of the Bonds. 

9·Months 
Ended 

September 
2009 2010 

(IulI1i1lions) 

Earnings: 
Income from continuing operations before income taxes .................. . $ 200 $ 205 

Adjustments to Income(l) ........................... , .......... . 10 II 

Exclude amounts reflected in Hne above: 

Undistributed income of Electric Energy, Inc. . ..................... ,. (11) 4 

Mark to market impact of derivative instruments(2) .................. , . (I) 

Add fixed charges (see below) ..................................... . 69 52 

Total Earnings ........................................ , ....... . $ 291 $ 264 

Fixed charges: 

Interest expense ............................................... . $ 76 $ 61 

Adjustments to interest expensc(l) .................................. . (10) (II) 

Estimated interest component of rental expense ........................ . 3 2 

Preferred stock dividends ........................................ . 

Total Fixed Charges ............................................ . $ 69 $ 52 

Ratio of Earnings to Fixed Charges ............................... . 4.22 5.08 

(1) Adjusted to give effect to the estimated net decrease in interest expense from refinancing using an average 
interest rate of 3.9%. 

(2) Represents IloIl-cash unrealized gains or losses on derivative instruments recorded in the statements of income. 

Earnings, for purposes hereof, consist of earnings from continuing operations (as defined below) plus fixed 
charges. Fixed charges consist of all interest on indebtedness, amortization of debt discount and expense and the 
portion of rental expense that represents an imputed interest component. Earnings from continuing operations 
consist of income before taxes, undistributed income of Electric Energy, Inc. (''EEl''), and the mark-lo-market 
impact of derivative instruments. 

40 



Attachment to Response to KU AG-1 Question No. 217 
Page 47 of 171 

Al'bough 

BUSINESS 

Overview 

Kentucky Utilities Company, incOlporated in Kentucky in 1912 and in Virginia in 1991, is a regulated public utility 
engaged in the generation, transmissioll, disttibution and sale of electric energy in Kentucky, Virginia and Tennessee. 
\Vc provide electric sen'ice to approximately 515,000 customers in 77 counties in central, southeastem and western 
Kentucky, to approximately 29,000 cllstomers in 5 counties in southwestem Virginia and to 5 customers in Tennessee. 
Our service area covers approximately 6,600 square miles. During the first three quarters of201 0, approximately 99% 
of the electricity generated by us was produced by our coal-fired electric generating stations. The remainder is 
generated by a hydroelectric power plant and natural gas and oil fueled combustion turbines ("CTs"). In Virginia, we 
operate under the name Old Dominion Power Company. \Ve also sen wholesale electric energy to 12 municipalities. 

Our affiliate, Louisville Gas and Electric Company (HLG&E"), is a regulated public utility engaged in the 
generation, transmission, distribution and sale of electric energy and the distribution and sale of natural gas in 
Kentucky. \Ve and LG&E became indirect wholly-owned subsidiaries ofPPL Corporation on November 1,2010. 

Operations 

The sources of our operating revenues and volume of sales for the year ended December 31, 2009 were as 
follows: 

Revenue % Renllue Volume % Volume 
($ illlllilIiollS. Volume ill GWH) 

Industrial & Commercial ....................... $ 637 47% 10,171 49% 

Residential ................................. 480 35% 6,594 31% 

Municipals . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 91 7% 1,848 9% 

Other Retail ................................ 118 9% 1,647 8% 

Wholes.le(I) ................................ 29 2% 660 3% 

Total ..................................... $1,355 100% 20,920 100% 
- -

(I) Includes transactions between the Company and LG&E 

Our business is affected by seasonal temperatures. As a result, operating revenues (and associated operating 
expenses) are not generated evenly throughout the year. \Ve frequently experience dual peaks in winter and summer; 
our peak load in 2009 of 4,640 megawatts (HMw") occurred on January 16, when the temperature reached a low of 
- 3 degrees Fahrenheit in Lexington. 

Our retail electric rates contain a PAC, whereby increases and decreases in the cost of fuel for electric 
generation are reflected in the rates charged to retail electric cllstomers. The FAC allows us to adjust customers' 
accollnts for the difference between the fuel cost component of base rates and the actual fuel cost, including 
transportation costs. Refunds to customers occur if the actual costs are below the embedded cost component. 
Additional charges to customers occur if the actual costs exceed the embedded cost component. The amount of the 
regulatory asset or liability is the amount that has been under- or over-recovered due to timing or adjustments to the 
mechanism. 

Kentucky law permits us to recover the costs of complying with the Federal Clean Air Act, including a return 
of operating expenses, and a return of and all capital invested, through the environmental cost recovery ("ECR") 
mechanism. Pursuant to this mechanism, a regulatory asset or liability is established in the amount that has been 
under- or over-recovered due to timing or adjustments to the mechanism. This mechanism includes construction 
work in progress and a return on equity, currently set at 10.63%. 

We have contracts with the Tennessee Valley Authority ("TVA") to act as our transmission Reliability 
Coordinator and Southwest Power Pool, Inc. ("SPP") to function as our independent transmission operator, 
pursuant to PERC requirements. \Vith respect to certain of these matters, we have submitted filings with the PERC 
and the Kentucky Commission proposing to approve agreed-upon continuations of these arrangements beyond their 
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previous September 2010 expiration dates. The Kentucky Commission approved the continuation of this arrange
ment on Octobcr 27, 2010, and FERC approval is anticipated in 2010. 

\Ve and LG&E jointly dispatch our generation units with the lowest cost generation used to serve retailllative 
load. \Vhen we have excess generation capacity after serving our own retail native load and our generation cost is 
lower than that ofLG&E, LG&E purchases electricity from us. \Vhen LG&E has excess generation capacity after 
serving its own retail native load and its generation cost is lower than that of ours, we purchase electricity from 
LG&E. These transactions are recorded as intercompany wholesale sales and purchases and are recorded by each 
company at a price equal to the seHer's fuel cost. Savings realized from purchasing electricity intercompany instead 
of generating from their own higher costs units or purchasing from the market are shared equally between the two 
companies. The volume of energy each company has to sell to the other is dependent upon its native load needs and 
its available generation. See Note 11 to our 2009 Annual Financial Statements and Note 10 to our Third Quarter 
Financial Statements, each included elsewhere in this offering memorandum. 

Properties 

Our power generating system includes coal-fired units operated at our four steam generating stations. Natural 
gas and oil fueled CTs supplement the system during peak or emergency periods. As of December 31, 2009, we 
owned all or a portion of, and operated the following generating stations* while targeting a 13%-15% reserve 
margin: 

Summer 
2009 Heat Capability 2009 

Rate Plant Rating Generation 
Plant I .. ocation (BtuIKWh) Type Fuel (i\lw) GWh 

Steam Turbines 

Ghent-Units 1-4 ............ Canull County, KY 10,882 ST Coal 1,918 11,346 

E.W. Brown- Units 1-3 ...... Mercer County, KY 10,630 ST Coal 697 2,505 

Green River - Units 3~4 ...... Muhlenberg County, KY 11,352 ST Coal 163 625 

Tyrone-Unit 3 .............. Woodford County, KY 13,156 ST Coal 71 24 

Total Coal·fired Generation .... 2,849 14,500 

Combustion 1\ll'bines 

Trimble County - Units 5· 10 .. Trimble County, KY 11,603 CT Gas 632 129 

E.W. Brown - Units 5· II ..... Mercer County, KY 15,424 CT Gas 757 56 

Secondary CTs ............. Fayette/Jefferson County, 57,458 CT Gas 110 0 
KY 

Total Gas-fired Generation ..... 1,499 185 

Hydroelectric Stations 

Dix Dam .................. Mercer County, KY NA NA Hydro 24 69 

Total Hydroelectric Generation .. 24 69 

In Construction 

Trimble County - Unit 2** ... Trimble County, KY NA ST Coal NA NA 

Grand Total . . . . . . . . . . . . . . . . 4,372 14,754 

* Some of these units are jointly owned with LG&E and others (capability ratings reflect our ownership share). 
See Note 10 to our 2009 Annual Financial Statements, included elsewhere in this offering memorandum, for 
information regarding joint1y~owned units . 

•• At November 1,2010, TC2, a new 760-Mw capacity base-load, coal fired unit that will be jointly owned by the 
Company (60.75%) and LG&E (14.25%) and unrelated third parties, remains under construction with com
pletion expected by year·end 2010. 
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At December 31, 2009, our transmission system included 130 substations (52 of which are shared with the 
distribution system) with a total capacity of approximately 13,016 Megavolt-ampere ("MVA") and approximately 
4,040 miles oflines. The distribution system included 479 substations (52 of which are shared with the transmission 
system) with a total capacity of approximately 6,973 MVA, 14,136 miles of overhead lines and 2,209 miles of 
underground conduit. 

Substantially all of our real and tangible personal property located in Kentucky and used or to be used in 
connection with the generation, transmission and distribution of electricity, subject to certain exclusions and 
exceptions, is subject to the lien of the Mortgage, as described in "Description of the Bonds ~ Security; Lien of the 
Mortgage." 

We own 20% of tile common stock of EEl, which owns and operates a 1,162-Mw generating station in southern 
Illinois. EEl generally sells its production into the wholesale market. Additional infonnation regarding property and 
investments is provided in Notes 1, 9 and 10 to our 2009 Annual Financial Statements and Note 9 to ollr Third 
Quarter Financial Statements, each included elsewhere in this offering memorandum. 

COllsh'uctiOll amI Future Capital Requirements 

The Company and LG&E are currently constructing a new 760-Mw capacity base-load, coal fired unit, TC2, 
which will be jointly owned by the Company (60.75%) and LG&E (14.25%), together with the lIlinois Municipal 
Electric Agency and the Indiana Municipal Power Agency. Each owner is responsible for its proportionate share of 
the capital cost during construction, and fuel, operation and maintenance cost when TC2 begins operation, which is 
scheduled to occur by year-end 2010. The contract price and its components attributable to us, currently 
approximating $697 million (including $192 million for environmental controls) are subject to a number of 
potential adjustments which may serve to increase or decrease the ultimate construction price paid or payable to the 
contractor. 

Our construction program is designed to ensure that there will be adequate capacity and reliability to meet the 
electric needs of our service area and to comply with environmental regulations. These needs are continually being 
reassessed, and appropriate revisions are made, when necessary. in constlUction schedules. At September 30, 2010, 
we estimated our capital expenditures for the three-year period ending December 31,2012, including those for TC2, 
to total approximately $1.1 billion, consisting primarily of the following: 

COl1stmction of generation assets ....................................... . 

Construction of distribution assets ....................................... . 

Ash pond and landfi1J projects ....................... , ................. . 

Brown SCR ....................................................... . 

Installation of FGDs on Ghent and Brown units ............................. . 

Infonnation technology projects ........................................ . 

Other projects .............. , ...................................... . 

Constmction of TC2 (includes $5 million for environmental controls) ............ . 

($ iUlUillions) 

$ 305 

245 

210 

155 

125 

35 

25 

25 

$1,125 
= 

In addition to the amounts above, evolving environmental regulations willlikcly increase the level of capital 
expenditures over the next several years. See "Business - Environmental Matters." Future capital requirements 
may be affected in varying degrees by factors such as electric energy demand, load growth, changes in construction 
expenditure levels, rate actions by regulatory agencies, new legislation, changes in commodity prices and labor 
rates, further changes in environmental regulations and other regulatory requirements. Credit market conditions can 
affect aspects of the availability, terms or methods in which we fund om'capital requirements. 'Ve anticipate funding 
future capital requirements through operating cash flow, debt and/or infusions of capital from our Parent. 

For a discussion of liquidity, capital resources and financing activities, see "Management's Discussion and 
Analysis." 
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Coal-fired generating units provided approximately 99% of our net kilowatt-hour ("Kwh") generation for 
2009. The remaining net generation for 2009 was provided by natural gas and oil fueled CT peaking units and a 
hydroelectric plant. Coal is expected to be the predominant fuel used by us in the foreseeable future, with natural gas 
and oil being used for peaking capacity and flame stabilization in coal-fired boilers Of in emergencies. We have no 
nuclear generating units and have no plans to build any in the foreseeable future. 

Fuel inventory is maintained at levels estimated to be necessary to avoid operational disruptions at the coal
fired generating units. Reliability of coal deliveries can be affected from time to time by a number of factors 
including fluctuations in demand, coal mine production issues and other supplier or transporter operating 
difficulties. 

\Ve have entered into coal supply agreements with various suppliers for coal deliveries for 2010 and beyond, 
and normally augment our coal supply agreements with spot market purchases. We have a coal inventory policy 
which we believe provides adequate protection under most contingencies. 

For our existing units, we expect to continue purchasing coal from western and eastern Kentucky, West 
Virginia, southern Indiana, southern Illinois and Ohio for the foreseeable future. With the installation ofFGDs, we 
expect our use of higher sulfur coal to increase. Following commercial operation of the new TC2 unit, we may 
purchase small quantities of ultra low sulfur content coal from \Vyoming for blending. Coal is delivered to our 
generating stations by a mix of transportation modes, including barge, truck and rail. 

Rates and Regulation 

\Ve are subject to the jurisdiction of the Kentucky Commission, the Virginia Commission, the Tennessee 
Regulatory Authority and the FERC in virtually alI matters related to electric utility regulation. and as such, our 
accounting is subject to the regulated operations guidance of the FASB ASC. Given our competitive position in the 
marketplace and the status of regulation in Kentucky and Virginia. there are no plans or intentions to discontinue the 
application of the regulated operations guidance of the FASB ASC. 

Our Kentucky base rates arc calculated based on a return on capitalization (common equity, long~term debt and 
notes payable) including certain regulatory adjustments to exclude non~regulated investments and environmental 
compliance plans recovered separately through the ECR mechanism. Currently, none of the regulatory assets or 
regulatory liabilities are excluded from the return on capitalization utilized in the calculation of Kentucky base 
rates; therefore, a return is earned on all Kentucky regulatory assets. Our Virginia base rates are calculated based on 
a return on rate base (net utility plant less deferred taxes and miscel1aneous deductions). All regulatory assets and 
l.iabilities are excluded from the return on rate base utilized in the calculation of Virginia base rates. 

PPL Acquisition. In September 2010, the Kentucky Commission approved the September 2010 settlement 
agreement among PPL and all of the intervening parties to PPL's joint application to the Kentucky Commission for 
approval of its acquisition of ownership and control.of our Parent, the Company and LG&E. In the settlement, the 
parties agreed that we and LG&E would commit that no base rate increases would take effect before Januat)' 1, 
2013. The Company's rate increase that took effect 011 August 1,2010 (as described below) will not be impacted by 
the settlement. Under the terms of the settlement, we retain the right to seck approval for the deferral of 
"extraordinary and uncontrol1able costs." Interim rate adjustments will continue to be permissible during that 
period for existing fuel, environmental and DSM recovery mechanisms. The agreement also substitutes an 
acquisition savings shared deferral mechanism for the requirement that the Company file a synergies plan with 
the Kentucky Commission. This mechanism, which will be in place until the earlier of five years or the first day of 
the year in which a base rate increase becomes effective, permits the Company to earn up to a 10.75% return on 
equity. Any earnings above a 10.75% return on equity will be shared with customers on a 50%/50% basis. The 
Kentucky Commission order and the settlement agreement contained a number of other commitments with regard 
to operations, workforce, community involvement and other matters. 

In October 2010, both the Virginia Commission and the Tennessee RegulatOl)' Authority approved the transfer 
of control of the Company from E.ON US Investments Corp. to PPL. Each of these orders contained certain 
commitments with regard to operations, workforce, community involvement and other matters. 
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In October 2010, the FERC approved the September 2010 settlement agreement among the Company, LG&E, 
other applicants and protesting parties. The settlement agreement includes various conditional commitments, such 
as a continuation of certain existing undertakings with protesters in prior cases, an agreement not to terminate 
certain of our municipal customer contracts prior to January 2017, an exclusion of any transaction-related costs 
from wholesale energy and tariff customer rates to the extent that we have agreed to not seek the same transaction
related cost from retail customers and agreements to coordinate with protesters in certain open or on-going matters. 

Kentuc!,:y Rate Case. In January 2010, we filed an application with the Kentucky Commission requesting an 
increase in electric base rates of approximately 12%, or $135 mi11ion annually, including an 11.5% return on equity. 
\Ve requested the increase, based on the twelve month test year ended October 31,2009, to become effective on and 
after March 1,2010. The requested rates were suspended until August 1,2010. A number of intervenors entered the 
rate case, including the office of the Attorney General of Kentucky (the "AG") Kentucky Attorney General's office, 
certain representatives of industrial and low-income groups and other third parties, and submitted filings chal
lenging our requested rate increases, in whole or in part. A hearing was held on June 8, 2010. \Ve and all of the 
intervenors except the AG agreed to a stipulation providing for an increase in electric base rates of$98 million on an 
annual basis and filed a request with the Kentucky Commission to approve such stipulation. In July 2010, the 
Kentucky Commission issued an order in the proceeding approving all the provisions of the stipulation, with rates 
effective on and after August 1, 2010. 

Virginia Rate Case. In June 2009, we filed an application with the Virginia Commission requesting an 
increase in electric base rates for our Virginia jurisdictional customers in an amount of $12 million annually or 
approximately 21 %. The proposed increase reflected a proposed rate of return on rate base of 8.586% based on a 
return on equity of 12%. During December 2009, we and the Virginia Commission Staff agreed to a stipulation and 
recomIllendation authorizing base rate revenue increases of $11 million annually and a return on rate base of 
7.846% based on a 10.5% return on common equity. A public hearing was held during January 2010. As pelmitted, 
pursuant to a Virginia Commission order, we elected to implement the proposed rates effective November 1, 2009, 
on an interim basis. In March 2010, the Virginia Commission issued an order approving the stipulation, with the 
increased rates to be put into effect as of April 1,2010. As part of the stipulation, we refunded approximately 
$1 million in interim rate amounts in excess of the ultimate approved rates. During August 2010, a report was filed 
with the Virginia Commission detailing the costs of the refunds, the accounts charged and confirming that 
applicable refunds had been applied. 

FERC \Vilalesale Rate Case. In September 2008, we filed an application with the FERC for increases in 
electric base rates applicable to wholesale power sales contracts or interchange agreements involving, collectively, 
twelve Kentucky municipalities. The application requested a shift from an all-in stated unit charge rate to an 
unbundled formula rate, including an annual adjustment mechanism. In May 2009, the PERC issued an order 
approving a settlement among the parties in the case, incorporating increases of approximately 3% from prior rates 
and a return on equity of 11 %. In May 2010, we submitted to the PERC the proposed CUtTent annual adjustment to 
the formula rate. This updated rate became effective on July 1,2010, subject to certain review procedures by the 
wholesale requirements customers and the PERC, including potential refunds in the case of disallowed costs or 
charges. 

By mutual agreement, the parties' settlement of the 2008 application left outstanding the issue of whether we 
must allocate to the municipal customers a portion of renewable resources we may be required to procure on behalf 
of our retail ratepayers. In August 2009, the PERC accepted the issue for briefing and the parties completed briefing 
submissions during 2009. An order was issued by the PERC in July 2010, indicating that we are not required to 
allocate a portion of any renewable resources to the twelve municipalities, thus resolving the remaining issue. 

Refulld of Over-Collected AlI/oullls. On July 15,2010, our Parent, on behalf of the Company and LG&E, 
submitted an informational filing indicating it had inadvertently over-collected certain costs related to the 
independent transmission organization and reliability coordinator in rates charged pursuant to the Attachment 
o formula rate included in the companies' open access transmission tariff. Total refunds being issued in connection 
with the inadvertent recovery are approximately $1.2 mi11ion. No action has been taken by FERC with respect to 
this informational filing. 
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Storm Restoration. In January 2009, a significant ice storm passed through our service territory causing 
approximately 199,000 customer outages and was followed closely by a severe wind stOlm in Febmmy 2009 that 
caused approximately 44,000 customer outages. \Ve inCUll"ed $57 million in incremental operation and maintenance 
expenses and $33 million in capital expenditures related to the restoration following the two stOlms. \Ve filed an 
application with the Kentucky Commission in Apr1l2009, requesting approval to establish a regulatOl}' asset and defer 
for future recovery approximately $62 million in incremental operation and maintenance expenses related to the storm 
restoration. In September 2009. the Kentucky Commission issued an order allowing us to establish a regulatory asset of 
up to $62 million based on our actual costs for stonn damages and service restoration due to the January and 
February 2009 StOllTIS. In September 2009, we established a regulatory asset of$57 million for actual costs incUlTed, \Ve 
received approval in our current base rate case to recover this asset over a ten year period beginning August 1, 2010. 

In September 2008, high winds from the remnants of Hurricane Ike passed through the service territory 
callsing significant outages and system damage. In October 2008, we filed an application with the Kentucky 
Commission requesting approval to establish a regulatory asset, and defer for future recovery, approximately 
$3 million of expenses related to the storm restoration. In December 2008, the Kentucky Commission issued an 
order allowing us to establish a regulatory asset of up to $3 million based on our actual costs for storm damages and 
service restoration due to Hurricane Ike. In December 2008, we established a regulatory asset of $2 million for 
actual costs incurred. \Vereceived approval in our current electric base rate cases to recover this asset over a ten year 
period beginning August 1,2010. 

2008 Rate Case. In July 2008, we filed an application with the Kentucky Commission requesting an increase 
in base electric rates. In conjunction with the filing of the application for a change in base rates, based on previous 
orders by the Kentucky Commission approving settlement agreements among all interested parties, the VOT 
surcredit terminated in August 2008. The VDT surcredit was a regulatory mechanism that reduced rates as the result 
of changes made to reduce operating costs following a previous acquisition transaction involving our Parent. In 
February 2009, the Kentucky Commission issued an order approving a settlement agreement among us, the AG, the 
Kentucky Industrial Utility Consumers, Inc. and all other parties to the rate case, under which our base electric rates 
decreased by $9 million annually effective February 6, 2009, at which time the merger surcredit (which originated 
as part of our Parent's merger with KU Energy Corporation in 1998) terminated. 

Rate Mechanisms 

FAC. Our retail electric rates contain a FAC, whereby increases and decreases in the cost of fuel for electlic 
generation are reflected in the rates charged to retail electric customers. The FAC allows us to adjust customers' 
accounts for the difference between the fuel cost component of base rates and the actual fuel cost, including 
transportation costs. Credits to customers occur jf the actual costs are below the embedded cost component. Additional 
charges to customers occur jf the actual costs exceed the embedded cost component. A regulatory asset or liability is 
established in the amount that has been under .... or over .... recovered due to timing or adjustments to the mechanism. 

ECR. Kentucky law permits us to recover the costs of complying with the Federal Clean Air Act and those 
federal, state and local environmental requirements that apply to coal combustion wastes and by-products from 
facilities utilized for production of energy from coal, including a return of operating expenses, and a return of and on 
capital invested, through the ECR mechanism. Pursuant to this mechanism, a regulatory asset or liability is 
established in the amount that has been under .... or over-recovered due to timing or adjustments to the mechanism. 
This mechanism includes construction work in progress and a return on equity, currently set at 10.63%. 

DSM. Our rates contain a DSM provision which includes a ratc mechanism that provides for concurrent 
recovery of DSM costs and provides an incentive for implementing DSM programs. The provision allows us to 
recover revenues from lost sales associated with the DSM programs based on program plan engineering estimates 
and post-implementation evaluations. 

For a further discllssion of current rates and regulatory matters, see Notes 2, 9 and 12 to our 2009 Annual 
Financial Statements and Notes 2 and 9 to our Third Quarter Financial Statements, included elsewhere in this 
offering memorandum. 

46 



Environmental Matters 

Attachment to Response to KU AG-l Question No. 217 
Page 53 of 171 

Arbough 

General. Protection of the environment is a major priority for us and a significant clement of our business 
activities. Our properties and operations are subject to extensive environmental~related oversight by federal, state 
and local regulatory agencies, including via air quality. water quality, waste management and similar laws and 
regulations. Therefore, we must conduct our operations in accordance with llumerous permit and other require
ments issued under or contained in such laws or regulations. 

Climate Change. Growing global, national and local attention to climate change matters has led to the 
development of various intcmatlollaI, federal, regional and state laws and regulations directly or indirectly relating 
to emissions ofGHOs, including carbon dioxide, which is emitted from the combustion of fossil fuels such as coal and 
natural gas, as occurs at our generating stations. In particular, beginning in Januaty 2011, GRO emissions from 
stationaty sources, including our generating assets, will be subject to regulation by the EPA under the Prevention of 
Significant Deterioration and Title V provisions of the federal Clean Air Act through the ORO "tailoring" l1l1e. Other 
developing laws and regulations include a variety of mechanisms and stmctures to regulate GROs, including direct 
limits or caps, emission allowances or taxes, renewable generation requirements or standards and energy efficiency or 
conservation measures, and may require investments in transmission, alternative fuel or carbon sequestration or other 
emission reduction technologies. 

While the final terms and impacts of such developments cannot be estimated, we, as a primarily coal-fired 
utility, could be adversely affected. Among other emissions, OHGs include carbon-dioxide, which is produced via 
the combustion of fossil-fuels such as coal and natural gas. Our generating fleet is approximately 63% coal-fired, 
37% oil/gas-fired and less than I % hydroelectric based on capacity. During 2009, we produced approximately 99% 
of our electricity from coal and 1 % from natural gas combustion, on a megawatt-hours basis. During 2009, our 
emissions of GRGs were approximately 14.2 million metric tons of carbon-dioxide equivalents from our owned or 
controlled generation sources. While our generation activities account for the bulk of our GHG emissions, other 
GHG sources at the Company include operation of motor vehicles and powered equipment, evaporation associated 
with gas pipelines, refrigerating equipment and similar activities. 

Ambient Air Quality. The Clean Air Act requires the EPA to periodically review the available scientific data 
for six criteria pollutants and establish concentration levels in the ambient air sufficient to protect the public health 
and welfare with an extra margin for safety. These concentration levels are known as National Ambient Air Quality 
Standards (''NAAQS''). Each state must identify "Ilonattainment areas" within its boundaries that fail to comply 
with the NAAQS and develop a state implementation plan ("SIP") to bring such nonattainment areas into 
compliance. If a state fails to develop an adequate plan, the EPA must develop and implement a plan. As the 
EPA increases the stringency of the NAAQS through its periodic reviews, the attainment status of various areas may 
change, thereby triggering additional emission reduction obligations under revised SIPs aimed to achieve 
attainment. 

In 1997, the EPA established new NAAQS for ozone and fine particulates that required additional reductions in 
S02 and NOx emissions from power plants. In 1998, the EPA issued its final "NOx SIP Call" rule requiring 
reductions in NOx emissions of approximately 85% from 1990 levels in order to mitigate ozone transport from the 
midwestem U.S. to the northeastern U.S. To implement the new federal requirements, Kentucky amended its SIP in 
2002 to require electric generating units to reduce their NOx emissions to 0.15 pounds weight per MMBtu on a 
company-wide basis. In 2005, the EPA issued the Clean Air Interstate Rule ("CAIR"J which required additional 
S02 emission reductions of70% and NOx emission reductions of 65% from 2003 levels. The CAIR provided for a 
two-phase cap and trade program, with initial reductions of NOx and S02 emissions due by 2009 and 2010, 
respectively, and final reductions due by 2015. In 2006, Kentucky proposed to amend its SIP to adopt state 
requirements similar to those under the federal CAlR. 

In July 2008, a federal appeals court issued a ruling finding deficiencies in the CAIR and vacating it. In 
December 2008, the Court amended its previous order, directing the EPA to promulgate a new regulation, but 
leaving the CArR in place in the interim. The remand of the CAIR results in some uncertainty with respect to certain 
other EPA or state programs and proceedings and our compliance plans relating thereto, due to the interconnection 
of the CAIR with such associated programs. 
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In January 2010, the EPA proposed a revised NAAQS for ozone which would increase the stringency of the 
standard. In addition, the EPA published fiual revised NAAQS for nitrogen dioxide ("N02") and S02 in February 
2010 and June 2010, respectively, which arc more stringent than previous standards. Depending on the level of 
action determined necessary to bring local nonattainment areas into compliance with the revised NAAQS, our 
power plants arc potentially subject to requirements for additional reductions in S02 and NOx emissions. 

Iu July 2010, the EPA issued the proposed the Clean Air Transport Rule ("CATR"), which serves to replace the 
CAIR. The CATR provides for a two-phase S02 reduction program with Phase I reductions due by 2012 and 
Phase II reductious due by 2014. The CATR provides for NOx reductions in 2012, but the EPA advised that it is 
studying whether additional NOx reductions should be required for 2014. The CATR is more stringent than the 
CAIR as it accelerates certain compliance dates and provides for only intrastate and limited interstate trading of 
emission allowances. In addition to its preferred approach, the EPA is seeking comment on alternative approaches, 
including one which would provide for individual emission limits at each power plant. The EPA has announced that 
it will propose additional "transport" rules to address compliance with revised NAAQS for ozone and particulate 
matter which will be issued by the EPA in the future, as discussed below. 

Hazardous Air Pollutants. As provided in the Clean Air Act, the EPA investigated hazardous air pollutant 
emissions from electric utilities and submitted a report to Congress identifying mercury emissions from coal-fired 
power plants as warranting further study. In 2005, the EPA issued the Clean Air Mercury Rule ("CAMR") 
establishing mercury standards for new power plants and requiring all states to issue new SIPs including mercury 
requirements for existing power plants. The EPA issued a model rule which provides for a two-phase cap and trade 
program with initial reductions due by 2010 and final reductions due by 2018. The CAMR provided for reductions 
of 70% from 2003 levels. The EPA closely integrated the CAMR and CArR programs to ensure that the 2010 
mercury reduction targets would be achieved as a "co-benefit" of the controls installed for purposes of compliance 
with the CAIR. In addition, in 2006, the Metro Louisville Air Pollution Control District adopted rules aimed at 
regulating additional hazardous air pollutants from sources including power plants. 

In February 2008, a federal appellate court issued a decision vacating the CAMR. The EPA has entered into a 
consent decree requiring it to promulgate a utility Maximum Achievable Control Technology rule to replace the 
CAMR, with a proposed rule due by March 2011 aud a final rule due by November 2011. Depending on the final 
outcome of the rulemaking, the CAMR could be replaced by new rules with different or more stringent 
requirements for reduction of mercury and other hazardous air pollutants. Kentucky has also repealed its 
corresponding state mercury regulations. 

Ash POllds and Coal-Combustion Byproducts. The EPA has undertaken various initiatives in response to a 
December 2008 impoundment failure at the TVA's Kingston power plant, which resulted in a major release of coal 
combustion byproducts into the environment. The EPA issued information requests to utilities throughout the 
country, including the Company, to obtain information on their ash ponds and other impoundments. In addition, the 
EPA inspected a large number of impoundments located at power plants to determine their structural integrity. The 
inspections included several of our impoundments, which the EPA found to be in satisfactory condition except for 
certain impoundments at the Mill Creek and Cane Run stations, which were detennined to be in fair condition. In 
June 2010, the EPA published proposed regulations for the management of coal combustion byproducts. The EPA 
has proposed two alternatives: (1) regulation of coal combustion byproducts in landfills and ash ponds as a 
hazardous waste or (2) regulation of coal combustion byproducts as a solid waste with minimum national standards. 
Under both alternatives, the EPA has proposed safety requirements to address the structural integrity of ash ponds. 
In addition, the EPA will consider potential refinements of the provisions for beneficial reuse of coal combustion 
byproducts. 

Water Discharges and PCB Regulations. The EPA has also announced plans to develop revised effluent 
limitation guidelines governing discharges from power plants and standards for cooling water intake structures. The 
EPA has further announced plans to develop revised standards governing the use of polychlorinated biphenyls 
(UPCBs") in electrical equipment. The Company is monitoring these ongoing regulatory developments but will be 
unable to determine the impact until such time as new rules arc finalized. 

Impact of Pending and Future Environmental Developments. As a company with significant coal-fired 
generating assets, we will likely be substantially impacted by pending or future environmental rules or legislation 
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requiring mandatory reductions in GHG emissions or other air emissions, imposing more stringent standards on 
discharges to waterways, 01' establishing additional requirements for handling or disposal of coal combustion 
byproducts. These evolving environmental regulations will likely require an increased level of capital expenditures 
and increased incremental operating and maintenance costs by us over the next several years. Due to the uncertain 
nature of the final regulations that will ultimately be adopted by the EPA, including the reduction targets and the 
deadlines that will be applicable, we cannot finalize estimates of the potential compliance costs, but should the final 
rules incorporate additional emission reduction requirements, require more stringent emissions controls or 
implement more stringent byproducts storage and disposal practices, such costs will likely be significant. \Vith 
respect to NAAQS, CATR, CAMR replacement and coal combustion byproducts developments, based on a 
preliminary analysis of proposed regulations, we may be required to consider actions such as upgrading existing 
emissions controls, instalIing additional emissions controls, upgrading byproducts disposal and storage and 
possible early replacement of coalMfired units. Our capital expenditures associated with such actions are prelim~ 
inarily estimated to be in the $1.7 billion range over the next 10 years, although final costs may substantially vary. 
With respect to potential developments in water discharge, revised PCB standards or GHG initiatives, costs in such 
areas cannot be estimated due to the preliminary status or uncertain outcome of such developments, but would be in 
addition to the above amount and could be substantial. Ultimately, the precise impact on our operations of these 
various environmental developments cannot be determined pdorto the finalization of such requirements. Based on 
prior regulatory precedent, we believe that many costs of complying with such pending or future requirements 
would likely be recoverable under the ECR or other potential costMfccovery mechanisms, but we can provide no 
assurance as to the ultimate outcome of such proceedings before the regulatory authorities. 

Environmental laws and regulations applicable to our business and governing, among other things, air emissions, 
wastewater discharges, the use, handling and disposal of hazardous substances and wastes, soil and groundwater 
contaminants and employee health and safety are discussed in Notes 2 and 9 to our 2009 Annual Financial Statements 
and Notes 2 and 9 to our Third Qualter Financial Statements, each included elsewhere in this offering memorandum. 

State Executive or Legislative Matters 

In November 2008, the Governor of Kentucky issued an action plan to create efficient, sustainable energy 
solutions and strategies and move toward state energy independence. The plan outlines the following seven 
strategies to work toward these goals: 

Improve the energy efficiency of Kentucky'S homes, buildings, industries and transportation fleet 

• Increase Kentucky's use of renewable energy 

Sustainably grow Kentucky's production of biofuels 

Develop a coal-to~liquids industry in Kentucky to replace petroleum~based liquids 

• Implement a major and comprehensive effort to increase gas supplies, including coal-to-gas in Kentucky 

• Initiate aggressive carbon capture/sequestration projects for coalMgenerated electricity in Kentucky 

Examine the use of nuclear power for electricity generation in Kentucky 

In December 2009, the Governor of Kentucky's Executive Task Force on Biomass and Biofuels issued a final 
report to establish potential strategic actions to develop biomass and biofuels industries in Kentucky. The plan noted 
the potential importance of biomass as a renewable energy source available to Kentucky and discussed various goals 
or mechanisms, such as the use of approximately 2S million tons of biomass for generation fuel annually, allotment 
of electricity and gas taxes and state tax credits to support biomass development. 

In January 2010, a stateMestablished Kentucky Climate Action Plan Council commenced formal activities. The 
council, which includes governmental, industry, consumer and other representatives, seeks to identify possible 
Kentucky responses to potential climate change and federal legislation, including increasing statewide energy 
efficiency, energy independence and economic growth. The council has established various technical work groups, 
including in the areas of energy supply and energy efficiency/conservation, to provide input, data and 
recommendations. 

During prior legislative sessions, various bills have been introduced in the Kentucky General Assembly with 
respect to environmental or utility matters, including potential renewable energy portfolio requirements, energy 
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conservation measures, coal mining or coal byproduct operations and other matters. It is expected that similar 
legislation will be introduced in upcoming sessions, but the prospects and final terms of any such legislation cannot 
be determined. 

Legislative and regulatory actions as a result of these proposals and their impact on the Company, which may 
be significant, cannot currently be predicted. 

Competition 

There are currently no other electric public utilities operating within our service area. At this time, neither the 
Kentucky General Assembly nor the Kentucky Commission has adopted or approved a plan or timetable for retail 
electric industry competition in Kentucky. The nature or timing of the ultimate legislative or regulatory actions 
regarding industry restructuring and their impact on us, which may be significant, cannot currently be predicted. 
Virginia, formerly a deregulated jurisdiction, has enacted legislation which implements a hybrid model of cost
based regulation. 

Employees and Labor Relations 

We had 964 full-time regular employees at December 31, 2009, 149 of which were operating, maintenance and 
construction employees represented by the IBEW ("International Brotherhood of Electrical Workers") Local 2100 
and the United Steelworkers of America ("USWA") Local 9447-01. Effective August 4, 2009, we and our 
employees represented by the IBE\V Local 2100 entered into a three-year collective bargaining agreement. The 
agreement provides for negotiated increases or changes to wages, benefits or other provisions and for annual wage 
re-openers. We and employees represented by the USWA Local 9447-01 entered into a three-year collective 
bargaining agreement in August 2008. This agreement provides for negotiated increases or changes to wages, 
benefits or other provisions and for aIlnual wage re-openers. 

Related Party Transactions 

\Ve, our Parent and subsidiaries of our Parent engage in related party transactions. See Note 11 to our 2009 
Annual Financial Statements and Note 10 to our Third Quarter Financial Statements, each included elsewhere in 
this offering memorandum, for more information. 

Legal Proceedings 

For a description of the significant legal proceedings, including, but not limited to, certain rates and regulatory, 
environmental, climate change and litigation matters, involving the Company, reference is made to the infonnation 
in Note 9 to our 2009 Annual Financial Statements and Note 9 to our Third Quarter I1il1ancial Statements, each 
included elsewhere in this offering memorandum. 

In connection with an administrative proceeding alleging a violation by a former Argentine subsidiary of our 
Parent under that country's 2002-2003 emergency currency exchange laws, claims are pending against the 
subsidiary's then directors, including two individuals who are executive officers of the Company, in a specialized 
Argentine financial criminal court. Under applicable Argentine laws, directors of a local company may be liable for 
monetalY penalties for a subject company's violations of the currency laws. The subsidiary and the relevant 
executive officers believe their actions were in compliance with the relevant laws and have presented defenses in the 
administrative and criminal proceedings. Our Parent has standard indemnification arrangements with its executive 
officers. The former subsidiary is now owned by a third-party, which has agreed to indemnify our Parent and the 
relevant executive officers. 

In the normal course of business from time to time, other lawsuits, claims, environmental actions and other 
governmental proceedings arise against the Company. To the extent that damages are assessed in any of these 
actions 01' proceedings, the Company believes that its insurance coverage is adequate. Although we cannot 
accurately predict the amount of any liability that may ultimately arise with respect to such matters, management, 
after consultation with legal counsel, does not currently anticipate that liabilities arising out of other currently 
pending or threatened lawsuits and claims will have a material adverse effect on the Company's financial condition 
or results of operations. 
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EXECUTIVE AND FINANCIAL OFFICERS OF THE COMPANY 

As of November 1,2010: 
Effecliye Date of 

Election to 
Name Age Position Present Position 

Victor A. Staffieri ................. 55 Chairman of the Board, President and May 2001 
Chief Executive Officer 

Before he was elected to his current 
position, Mr. Staffieri was President and 
Chief Operating Officer of LG&E 
Energy Corp. ("LG&E Energy," the 
predecessor to our Parent) from March 
1999 to April 2001 (including President 
of LG&E and the Company from June 
2000 to April 2001). 

John R. McCall ................... 67 Executive Vice President, General July 1994 
Counsel, Corporate Secretary and Chief 
Compliance Officer 

Mr. McCall has been Executive Vice 
President, General Counsel and 
Corporate Secretary of LG&E Energy 
and LG&E since July 1994 and of the 
Company since May 1998. 

S. Bradford Rives ................. 52 Chief Financial Officer September 2003 

Before he was elected to his current 
position. Mr. Rives was Scnior Vice 
President - Finance and Controller of 
LG&E Energy, LG&E and the Company 
from December 2000 to September 2003. 

Chris Hermann ................... 63 Senior Vice President - Energy February 2003 
Delivery 

Before he was elected to his current 
position, Mr. Hermann was Senior Vice 
President - Distribution Operations, of 
LG&E Energy, LG&E and the Company 
from December 2000 to February 2003. 

Paula H. Pottinger ................. 53 Senior Vice President - Human January 2006 
Resources 

Before she was elected to her current 
position, Ms. Pottinger was Vice 
President - Human Resources of LG&E 
Energy, LG&E and the Company from 
June 2002 to January 2006. 

Paul W. Thompson ................ 53 Senior Vice President - Energy June 2000 
Services 

Before he was elected to his current 
position, Mr. Thompson was Senior Vice 
President - Energy Services of LG&E 
Energy from August 1999 to June 2000. 
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Name Age Position 

Kent W. Blake. . . . . . . . . . . . . . . . . . .. 44 Vice President - Corporate Planning 
and Development 

Before he was elected to his current 
position, Mr. Blake was Vice President 
State Rates and Regulation of the 
Parent, the Company and LG&E from 
April 2007 to August 2007. 

Daniel K. Arbough . . . . . . . . . . . . . . .. 49 Treasurer 

Valerie L. Scott. . . . . . . . . . . . . . . . . .. 54 

In addition to his current position, 
Mr. Arbough held the positions of 
Director, Corporate Finance of LG&E 
Energy, LG&E and the Company from 
May 1998 to March 2007. 

Controller 

Before she was elected to her current 
position, Ms. Scott was Director, 
Financial Planning and Accounting -
Utility Operations of the Company from 
September 2002 to December 2004. 

All oft leers serve in the same capacities at the Company, the Parent and LG&E. 
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DESCRIPTION OF THE BONDS 

The following summary description sets forth certain terms and provisions of the Bonds that we are offering by 
this offering memorandum. Because this description is a summary, it does not describe every aspect of the Bonds or 
the Mortgage (as defined below) under which the Bonds wiII be issued. The Mortgage and its associated documents 
contain the full legal text of the matters described in this section. This summary is subject to and qualified in its 
entirety by reference to all of the provisions of the Bonds and the Mortgage, including definitions of certain terms 
used in the Mortgage. \Ve also include references in parentheses to certain sections of the Mortgage. \Vhenever we 
refer to particular sections or defined terms of the Mortgage in this offering memorandum, such sections or defined 
terms are incorporated by reference herein. 

General 

\Ve will issue each series of the Bonds as a series of debt securities under our indenture, dated as of October 1, 
2010 (as such indenture may be amended and supplemented from time to time, the "Mortgage"), to The Bank of 
New York Mellon, as trustee (the "Trustee"). The Mortgage effectively does not limit the aggregate principal 
amount of bonds or other debt securities that may issued thereunder, subject to meeting certain conditions to 
issuance, including those described below under "Issuance of Additional Mortgage Securities." The Bonds and al1 
other debt securities issued previously or hereafter issued under the Mortgage are collectively referred to herein as 
"Mortgage Securities." The Mortgage constitutes a first mortgage lien, subject to Permitted Liens and exceptions 
and exclusions as described below, on substantially all of our real and tangible personal property located in 
Kentucky and used or to be used in connection with the generation, transmission and distribution of electricity. (See 
"- Security; Lien of the Mortgage" below.) As of the date of this offering memorandum, approximately 
$351 million of first mortgage bonds are issued and outstanding under the Mortgage, and have been pledged 
to secure pollution control revenue bonds issued by various counties in Kentucky on our behalf. See "Summary
Recent Developments - Pollution Control Revenue Bonds." 

The Bonds wiII be issued in fully registered fonn only, without coupons. The Bonds will be initially 
represented by one or more fully registered global securities (the "Global SecuritiesH

) deposited with the Trustee, 
as custodian for The Depository Trust Company ("DTC"), as depositary, and registered in the name of DTC or 
DTC's nominee. A beneficial interest in a Global Security will be shown on, and transfers 01' exchanges thereof will 
be effected only through, records maintained by DTC and its participants, as described below under "- Book-Entry 
Only Issuance - The Depository Trust Company." The authorized denominations of the Bonds will be $2,000 and 
any larger amount that is an integral multiple of$1 ,000. Except in limited circumstances described below, the Bonds 
will not be exchangeable for Bonds in definitive certificated fonn. 

The 2015 Bonds are initially being offered in one series in the principal amount of $250,000,000. The 2020 
Bonds are initially being offered in one series in the principal amount of $500,000,000. The 2040 Bonds arc initially 
being offered in one series in the principal amollnt of $750,000,000. We may, without the consent of the Holders of 
the applicable series of Bonds, increase the principal amount of any series of Bonds and issue additional bonds of 
the applicable series having the same ranking, interest rate, maturity and other terms (other than the date of issuance 
and, in some circumstances, the initial interest accrual date and initial interest payment date) as the Bonds, but we 
will not reopen a series unless the additional bonds are fungible with the previously issued bonds for U.S. federal 
income tax purposes. Any such additional bonds would, together with the Bonds of the applicable series offered by 
this offering memorandum, constitute a single series of securities under the Mortgage and may be treated as a single 
class for all purposes under the Mortgage, including, without limitation, voting waivers and amendments. 

Maturity; Interest 

The 2015 Bonds will mature on November 1,2015 and will bear interest from the date of issuance at a rate of 
1.625% per annum. The 2020 Bonds will mature on November 1, 2020 and wiII bear interest from the date of 
issuance at a rate of 3.250% per annum. The 2040 Bonds wiII mature on November 1,2040 and will bear interest 
from the date of issuance at a rate of 5.125% per annum. Interest wiII be payable on each series of Bonds on May 1 
and November 1 of each year (each, an "Interest Payment Date"), commencing on May 1, 2011, and at maturity 
(whether at the applicable stated maturity date, upon redemption or acceleration, or otherwise) ("Maturity"). 
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Subject to certain exceptions, the Mortgage provides for the payment of interest on an Interest Payment Date only to 
persons in whose names the Bonds are registered at the close of business on the Regular Record Date, which will be 
the April 15 and October 15 (whether or not a Business Day), as the case may be, immediately preceding the 
applicable Interest Payment Date; except that interest payable at Maturity will be paid to the person to whom 
principal is paid. 

Interest on the Bonds will be calculated 011 the basis of a 360-day year of twelve 30-day months, and with 
respect to any period less than a full calendar month, on the basis of the actual number of days elapsed during the 
period. 

Payment 

So long as the Bonds are registered in the name of DTC, as depository for the Bonds as described herein under 
"- Book-Entry Only Issuance - The Depository Trust Company" or DTC's nominee, payments on the Bonds wiII 
be made as described therein. 

If we default in paying interest on a Bond, we will pay such defaulted interest either 

to Holders as of a special record date between 10 and 15 days before the proposed payment; or 

in any other lawful manner of payment that is consistent with the requirements of any securities exchange on 
which the Bonds may be listed for trading. (See Section 307.) 

\Ve will pay principal of and interest and premium, if any, on the Bonds at Maturity upon presentation of the 
Bonds at the corporate trust office of The Bank of New York Mellon in New York, New York, as our Paying Agent. 
In our discretion, we may change the place of payment on the Bonds, and we may remove any Paying Agent and 
may appoint one or more additional Paying Agents (including us or any of our affiliates). (See Section 702.) 

If any Interest Payment Date, Redemption Date or Maturity of a Bond falls on a day that is not a Business Day, 
the required payment of principal, premium, if any, andlor interest will be made on the next succeeding Business 
Day as if made on the date such payment was due, and no interest will accrue on such payment for the period from 
and after such Interest Payment Date, Redemption Date or Maturity, as the case may be, to the date of such payment 
on the next succeeding Business Day. 

"Business Day" means any day, other than a Saturday or Sunday, that is not a day on which banking 
institutions or trust companies in The City of New York, New Yo.rk, or other city in which a paying agent for such 
Bond is located, are generally authorized or required by law, regulation or executive order to remain closed. (See 
Section 116.) 

Form; 'I'l'ansfers; Exchanges 

So long as the Bonds are registered in the name ofDTC, as depository for the Bonds as described herein under 
H_ Book-Entry Only Issuance - The Depository Trust Company" or DTC's nominee, transfers and exchanges of 
beneficial interest in the Bonds will be made as described therein. In the event that the book~entry only system is 
discontinued, and the Bonds are issued in ce11ificated form, you may exchange or transfer Bonds at the corporate 
tmst office of the Trustee. 

You may have your Bonds divided into Bonds of smaller denominations (of at least $2,000 and any larger 
amount that is an integral multiple of $1,000) or combined into Bonds of larger denominations, as long as the total 
principal amount is not changed. (See Section 305.) 

There will be no service charge for any transfer or exchange of the Bonds, but you may be required to pay a sum 
sufficient to cover any tax or other governmental charge payable in connection therewith. \Ve may block the transfer 
or exchange of (1) Bonds during a period of 15 days prior to giving any notice of redemption or (2) any Bond 
selected for redemption in whole or in part, except the unredeemed portion of any Bond being redeemed in part. 
(See Section 305.) 

The Trustee acts as our agent for registering Bonds in the names of Holders and transferring the Bonds. We may 
appoint another agent (including one of our affiliates) or act as our own agent for this purpose. The entity performing 
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the role of maintaining the list of registered Holders is called the "Security Registrar." It will also perform transfers. In 
our discretion, we may change the place for registration of transfer orthe Bonds and may designate a different entity as 
the Security Registrar, including us or one of our affiliates. (See Sections 305 and 702.) 

Redemption 

\Ve may, at our option, redeem the 2015 Bonds, in whole at any time or in part from time to time, at a 
redemption price equal to the greater of (I) 100% of the principal amount of the 2015 Bonds to be so redeemed; or 
(2) as determined by the Quotation Agent, the sum of the present values of the remaining scheduled payments of 
principal and interest on the 2015 Bonds to be so redeemed (not including any portion of such payments of interest 
accrued to the date of redemption) discounted to the Redemption Date on a semi~annual basis (assuming a 360-day 
year consisting of twelve 3~-day months) at the Adjusted Treasury Rate, plus 10 basis points; plus, in either case, 
accrued and unpaid interest on the principal amount of the 2015 Bonds to be so redeemed to the Redemption Date. 

We may, at our option, redeem the 2020 Bonds, in whole at any time or in part from time to time. If the 2020 
Bonds are redeemed before August 1, 2020 (the date that is three months prior to the stated maturity of the 2020 
Bonds), the 2020 Bonds will be redeemed by us at a redemption price equal to the greater of (I) 100% of the 
principal amount of the 2020 Bonds to be so redeemed; or (2) as determined by the Quotation Agent, the sum of the 
present values of the remaining scheduled payments of principal and interest on the 2020 Bonds to be so redeemed 
(not including any portion of such payments of interest accrued to the date of redemption) discounted to the 
Redemption Date on a semi~annual basis (assuming a 360~day year consisting of twelve 30-day months) at the 
Adjusted Treasury Rate, plus 15 basis points; plus, in either case, accrued and unpaid interest on the principal 
amount of the 2020 Bonds to be so redeemed to the Redemption Date. If the 2020 Bonds are redeemed on or after 
August 1,2020, the 2020 Bonds will be redeemed by us at a redemption price equal to 100% ofthe principal amount 
of the 2020 Bonds to be so redeemed, plus accrued and unpaid interest on the principal amount of the 2020 Bonds to 
be so redeemed to the Redemption Date. 

We may, at our option, redeem the 2040 Bonds, in whole at any time or in part from time to time. If the 2040 
Bonds are redeemed before May 1,2040 (the date that is six months priOl'to the stated maturity of the 2040 Bonds), 
the 2040 Bonds may be redeemed by us at a redemption price equal to the greater of (I) 100% of the principal 
amount of the 2040 Bonds to be so redeemed; or (2) as determined by the Quotation Agent, the sum of the present 
values of the remaining scheduled payments of principal and interest on the 2040 Bonds to be so redeemed (not 
including any portion of such payments of interest accrued to the date of redemption) discounted to the 
Redemption Date on a semi~annual basis (assuming a 360~day year consisting of twelve 3D-day months) at the 
Adjusted Treasury Rate, plus 20 basis points; plus, in either case, accrued and unpaid interest on the principal 
amount of the 2040 Bonds to be so redeemed to the Redemption Date. If the 2040 Bonds are redeemed on or after 
May I, 2040, the 2040 Bonds will be redeemed by us at a redemption price eqnal to 100% of the principal amount of 
the 2040 Bonds to be so redeemed, plus accrued and unpaid interest on the principal amount of the 2040 Bonds to be 
so redeemed to the Redemption Date. 

"Adjusted Treasury Rate" means, with respect to any Redemption Date, the rate per annum equal to the semi~ 
annual equivalent yield to maturity of the Comparable Treasury Issue, assuming a price for the Comparable 
Treasmy Issue (expressed as a percentage of its principal amount) equal to the Comparable Treasury Price for that 
Redemption Date, 

"Comparable Treasll1), Tsslle" means the United States Treasury security selected by the Quotation Agent as 
having an actual or interpolated maturity comparable to the remaining term of the applicable series of Bonds to be 
redeemed to the applicable stated maturity date that would be utilized, at the time of selection and in accordance 
with customary financial practice, in pricing new issues of corporate debt securities of comparable maturity to the 
remaining term of such applicable series of Bonds being redeemed. 

"Comparable Treaslll), Price" means, with respect to any Redemption Date: 

the average of five Reference Treasury Dealer Quotations for that Redemption Date, after excluding the 
highest and lowest Reference Treasury Dealer Quotations; or 
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• if the Quotation Agent obtains fewer than five Reference Treasury Dealer Quotations, the average of all of 
those quotations received. 

"Quotation Agent" means one of the Reference Treasury Dealers appointed by us. 

"Reference Treaslll), Dealer" means: 

each of Credit Suisse Securities (USA) LLC and MerriII Lynch, Pierce, Fenner & Smith Incorporated and 
their respective successors, unless any of them ceases to be a primary U.S. Government securities dealer in 
the United States (a "Primary Treasury Dealer"), in which case we will substitute another Primary Treasury 
Dealer; and 

any other Primary Treasury Dealers selected by us (after consultation with the Quotation Agent), 

"Reference Treasury Dealer Quotations" means, with respect to each Reference Treasury Dealer and any 
Redemption Date, the average, as determined by the Quotation Agent, of the bid and asked prices for the 
Comparable Treasury Issue (expressed in each case as a percentage of its principal amount), as provided to the 
Quotation Agent by that Reference Treasury Dealer at 5:00 p.m., New York City time, on the third Business Day 
preceding that Redemption Date. 

The Bonds will not be subject to a sinking fund or other mandatory redemption provisions and will not be 
repayable at the option of the Holder prior to the applicable stated maturity date. 

The Bonds will be redeemable upon notice of redemption to each holder of Bonds to be redeemed by mail 
between 30 days and 60 days prior to the Redemption Date. If less than all of the Bonds are to be redeemed, the 
Trustee will select the Bonds or portions thereof to be redeemed. In the absence of any provision for selection, the 
Trustee will choose a method of random selection that it deems fair and appropriate. (See Sections 503 and 504.) 

We may make any redemption at our option conditional upon the receipt by the Paying Agent, on or ptiorto the 
date fixed for redemption, of money sufficient to pay the redemption price. If the Paying Agent has not received 
such money by the date fixed for redemption, we will not be required to redeem such Bonds. (See Section 504.) 

If money sufficient to pay the redemption price has been received by the Paying Agent, Bonds called for 
redemption will cease to bear interest on the Redemption Date. \Ve will pay the redemption price and any accrued 
interest once you surrender the Bond for redemption. (See Section 505.) If only part of a Bond is redeemed, the 
Trustee will deliver to you a new Bond of the same series for the remaining portion without charge. (See 
Section 506.) 

\Ve may redeem, in whole or in part, one series of Bonds without redeeming the other series. 

Seeul'ity; Lien of the MOl'tgage 

Geneml 

Except as described below under this heading and under "- Issuance of Additional Mortgage Securities," and 
subject to the exceptions described under H __ Satisfaction and Discharge," all Mortgage Securities, including the 
Bonds, will be secured, equally and ratably, by the lien of the Mortgage, which constitutes, subject to Permitted 
Liens as described below, a first mortgage lien on substantially all of our real and tangible personal property located 
in Kentucky and used or to be used in connection with the generation, transmission and distribution of electricity 
(other than property duly released from the lien of the Mortgage in accordance with the provisions thereof and other 
than Excepted Property, as described below). \Ve sometimes refer to our property that is subject to the lien of the 
Mortgage as ''Mortgaged Property." 

We may obtain the release of property from the lien of the Mortgage from time to time, upon the bases provided 
for such release in the Mortgage. See "--;----- Release of Property." 

\Ve may enter into supplemental indentures with the Trustee, without the consent of the Holders, in order to 
subject additional property (including property that would otherwise be excepted from such lien) to the lien of the 
Mortgage. (See Section 1401.) This property would constitute Prope11y Additions and would be available as a basis 
for the issuance of Mortgage Securities. See "- Issuance of Additional Mortgage Securities." 
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The Mortgage provides that after-acquired property (other than Excepted Property) will be subject to the lien of 
the Mortgage. (See Granting Clause Second.) However, in the case of consolidation or merger (whether or not we are 
the surviving company) or transfer of the Mortgaged Property as or substantially as an entirety, the Mortgage will not 
be required to be a lien upon any of the properties either owned or subsequently acquired by the successor company 
except properties acquired from us in 01' as a result of such transfer, as well as improvements, extensions and additions 
(as defined in the Mortgage) to such properties and renewals, replacements and substitutions of or for any pat1 01' parts 
thereof. See Section 1303 and "- Consolidation, Merger and Conveyance of Assets as an Entirety." 

Etcepted PlVperl)~ The lien of the Mortgage does not covel~ among other things, the following types of 
property: property located outside of Kentucky and not specifically subjected or required to be subjected to the lien of 
the Mortgage; property not used by us in our electric generation, transmission and distribution business; cash and 
securities not paid, deposited or held under theM011gage or required so to be; contracts, leases and other agreements of 
all kinds, contract rights, bills, notes and other instruments, revenues, accounts receivable, claims, demands and 
judgments; govenunental and other licenses, pelmits, franchises, consents and allowances; intellectual property rights 
and other general intangibles; vehicles, movable equipment, aircraft and vessels; all goods, stock in trade, wares, 
merchandise and inventory held for the purpose of sale or lease in the ordinary course of business; materials, supplies, 
inventory and other personal property consumable in the operation of our business; fuel; tools and equipment; 
furniture and furnishings; computers and data processing, telecommunications and other facilities used primarily for 
administrative or clerical purposes or otherwise not used in connection with the operation or maintenance of electric 
generation, transmission and distribution facilities; coal, ore, gas, oil and other minerals and timber rights; electric 
energy and capacity, gas, stearn, water and other products generated, produced, manufactured, purchased or otherwise 
acquired; real property and facilities used primarily for the production or gathering of natural gas; property which has 
been released from the lien of the Mortgage; and leasehold interests. We sometimes refer to our property not covered 
by the lien of the Mortgage as "Excepted Property." (See Gmnting Clauses.) Properties held by any of our subsidiaries, 
as weIl as properties leased from others, would not be subject to the lien of the Mortgage. 

Permitted Liens. The Hen of the Mortgage is subject to Permitted Liens described in the Mortgage. Such 
Permitted Liens include liens existing at the execution date of the Mortgagc, purchase money liens and other liens 
placed or otherwise existing on property acquired by us after the execution datc of the Mortgage at the time we 
acquire it, tax liens and other governmental charges which are not delinquent or which are being contested in good 
faith, mechanics', construction and materialmen's liens, certain judgment liens, easements, reservations and rights 
of others (including governmental entities) in, and defects of title to, our property, certain leases and leasehold 
interests, liens to secure public obligations, rights of others to take minerals, timber, electric energy or capacity, gas, 
water, steam Ol'otherproducts produced by us or by others on our property, rights and interests of Persons other than 
us arising out of agreements relating to the common ownership or joint use of property, and liens on the interests of 
such Persons in such property and liens which have been bonded or for which other security arrangements have been 
made. (See Granting Clauses and Section 101.) 

The Mortgage also provides that the Tmstee will have a lien, prior to the lien 011 behalf of the Holders of the 
Mortgage Securities, upon the Mortgaged Property as security for our payment of its reasonable compensation and 
expenses and for indemnity against certain liabilities. (See Section 1107.) Any such lien would be a Permitted Lien 
under the MOltgage. 

Issuance of Additio1lal Mortgage Securities 

The maximum principal amount of Mortgage Securities that may be authenticated and delivered under the 
Mortgage is subject to the issuance restrictions described below; provided, however, that the maximum principal 
amount of Mortgage Securities outstanding at anyone time sha11 not exceed One QuintilIion Dollars 
($1,000,000,000,000,000,000), which amount may be changed by supplemental indenture. (See Section 301.) 
Mortgage Securities of any series may be issued from time to time on the basis of, and in an aggregate principal 
amount not exceeding: 

66lt,% of the Cost or Fair Value to the Company (whichever is less) of Property Additions (as described 
below) which do not constitute Funded Property (generally, Property Additions which have been made the 
basis of the authentication and delivery of Mortgage Securities, the release of Mortgaged Property or the 
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withdrawal of cash, which have been substituted for retired Funded Property or which have been used for 
other specified purposes) after certain deductions and additions, primarily including adjustments to offset 
property retirements; 

the aggregate principal amount of Retired Securities (as described below); Of 

an amount of cash deposited with the Trustee. (See Article Four.) 

Property Additions generally include any property which is owned by us and is subject to the lien of the 
Mortgage except (with certain exceptions) goodwill, going concern value rights or intangible property, or any 
property the acquisition or constl11ction of which is properly chargeable to one of our operating expense accounts in 
accordance with U.S. generally accepted accounting principles. (See Section 104.) 

Retired Securities means, generally, Mortgage Securities which are no longer outstanding under the Mortgage, 
which have not been retired by the application of Funded Cash and which have not been used as the basis for the 
authentication and delivery of Mortgage Securities, the release of property or the withdrawal of cash. 

We intend to issue the Bonds on the basis of Property Additions. At November 1,2010, approximately 
$3.384 billion of Property Additions were available to us to be used as the basis for the authentication and deHvelY 
of Mortgage Securities (including the Bonds offered hereby). (See Article Four) 

Release of Property 

Unless an Event of Default has occum:d and is continuing, we may obtain the release from the lien of the Mortgage 
of any MOltgaged Property, except for cash held by the Tll1stee, upon delivery to the Tll1stee of an amount in cash equal 
to the amount, if any, by which sixty-six and two-thirds perceut (66l1%) of the Cost of the property to be released (or, if 
less, the Fair Value to liS of such propelty at the time it became Funded Propelty) exceeds the aggregate of: 

an amount equal to 66)1% of the aggregate principal amount of obligations secured by Purchase Money 
Liens upon the property to be released and delivered to the Trustee; 

an amount equal to 66YJ% of the Cost or Fair Value to us (whichever is less) of certified Property Additions 
not constituting Funded Property after certain deductions and additions, primarily including adjustments to 
offset property retirements (except that such adjustments need not be made if such Property Additions were 
acquired or made within the 90-day period preceding the release); 

the aggregate principal amount of Mortgage Securities we would be entitled to issue on the basis of Retired 
Securities (with such entitlement being waived by operation of such release); 

the aggregate principal amount of Mortgage Securities delivered to the Trustee (with such Mortgage 
Securities to be canceled by the Trustee); 

any amount of cash and/or an amount equal to 66)'3% of the aggregate principal amount of obligations 
secured by Purchase Money Liens upon the property released delivered to the trustee or other holder of a lien 
prior to the lien of the Mortgage, subject to certain limitations described in the Mortgage; and 

any taxes and expenses incidental to any sale, exchange, dedication or other disposition of the property to be 
released. 

(See Section 803.) 

As used in the Mortgage, the term "Purchase Money Lien" means, generally, a lien on the property being 
released which is retained by the transferor of such property or granted to one or more other Persons in connection 
with the transfer or release thereof, or granted to or held by a trustee or agent for any such Persons, and may include 
liens which cover property in addition to the property being released and/or which secure indebtedness in addition 
to indebtedness to the transferor of such property (See Section 101.). 

Unless an Event of Default has occurred and is continuing, property which is not Funded Propelty may 
generaIly be released from the lien of the Mortgage without depositing any cash or property with the Trustee as long 
as (a) the aggregate amount of Cost or Fair Value to us (whichever is less) of all Property Additions which do not 
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constitute Funded Property (excluding the property to be released) after certain deductions and additions, primarily 
including adjustments to offset property retirements, is not less than zero or (b) the Cost or Fair Value (whichever is 
less) of property to be released does not exceed the aggregate amount of the Cost or Fair Value to us (whichever is 
less) of Property Additions acquired or made within the 90-day period preceding the release. (See Section 804.) 

The Mortgage provides simplified procedures for the release of minor properties and properly taken by 
eminent domain, and provides for dispositions of certain obsolete property and grants or surrender of certain rights 
without any release or consent by the Trustee. (See Sections 805, 807 and 808.) 

If we retain any interest in any property released from the lien of the Mortgage, the Mortgage will not become a 
lien on such property 01' such interest therein or any improvements, extensions 01' additions to such property or 
renewals, replacements or substitutions of or for such property or any part or parts thereof. (See Section 809.) 

Withdrawal of Cash 

Unless an Event of Default has occurred and is continuing, and subject to certain limitations, cash held by the 
Trustee may, generally, (I) be withdrawn by us (a) to the extent of sixty-six and two-thirds percent (66'1\%) of the 
Cost or Fair Value to us (whichever is less) of Property Additions not constituting Funded Properly, after certain 
deductions and additions, primarily including adjustments to offset retirements (except that such adjustments need 
not be made if such Property Additions were acquired 01' made within the 90-day period preceding the withdrawal) 
01' (b) in an amount equal to the aggregate principal amount of Mortgage Securities that we would be entitled to 
issue on the basis of Retired Securities (with the entitlement to such issuance being waived by operation of such 
withdrawal) or (c) in an amount equal to the aggregate principal amount of any outstanding Mortgage Securities 
delivered to the Trustee; or (2) upon our request, be applied to (a) the purchase of Mortgage Securities in a manner 
and at a price approved by us or (b) the payment (or provision for payment) at stated maturity of any Mortgage 
Securities or the redemption (or provision for payment) of any Mortgage Securities which are redeemable (see 
Section 806); provided, however, that cash deposited with the Trustee as the basis for the authcntication and delivery 
of Mortgage Securities may, in addition, be withdrawn in an amount not exceeding the aggregate principal amount 
of cash delivered to the Trustee for such purpose. (See Section 404.) 

Events of Default 

An "Event of Default" occurs under the Mortgage if 

we do not pay any interest on any Mortgage Securities within 30 days of the due datc; 

wc do not pay principal or premium, -if any, on any Mortgage Securities on the due date; 

we remain in breach of any other covenant (excluding covenants specifically dealt with elsewhere in this 
section) in respect of any Mortgage Securities for 90 days aftcr we receive a written notice of default stating we 
are in breach and requiring remedy of the breach; the notice must be sent by either the Trustee 01' Holders of 
25% of the principal amount of outstanding Mortgage Securities; the Trustee 01' such Holders can agree to 
extend the 90-day period and such an agreement to extend will be automatically deemed to occur if we initiate 
cOlTective action within such 90-day period and we arc diligently pursuing such action to coneet the default; or 

we file for bankruptcy or certain other events in bankruptcy, insolvency, receivership or reorganization occur. 

(Sec Section 1001.) 

Remedies 

Aceeleratioll of Maturity 

If an Event of Default occurs and is continuing, then either the Trustee or the Holders of not less than 25% in 
principal amount of the outstanding Mortgage Securities may declare the principal amollnt of all of the Mortgage 
Securities to be due and payable immediately. (See Section 1002.) 
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After the declaration of acceleration has been made and before the Trustee has obtained ajudgment or decree 
for payment of the money duc, such declaration and its consequences will be rescinded and annulled, if 

(i) we payor deposit with the Trustee a sum sufficient to pay: 

all overdue interest; 

the principal of and premium, if any, which have become due otherwise than by such declaration of 
acceleration and interest thereon; 

interest on overdue interest to the extent lawful; and 

all amounts due to the Trustee under the Mortgage; and 

(ii) all Events of Default, other than the nonpayment of the principal which has become due solely by such 
declaration of acceleration, have been cured or waived as provided in the Mortgage. 

(Sec Section 1002.) 

For more information as to waiver of defaults, see "- \Vaiver of Default and of Compliance" below. 

Appointme1lt of Receiver alld Other Remedies 

Subject to the Mortgage, under certain circumstances and to the extent permitted by law, if an Event of Default 
occurs and is continuing, the Trustee has the power to appoint a receiver or the Mortgaged Property, and is entitled to 
all other remedies avai1able to mortgagees and secured parties under the Uniform Commercial Code or any other 
applicable law. (See Section 1016.) 

COlltrol by Holders; LimitatioJls 

Subject to the Mortgage, if an Event of Default occurs and is continuing, the Holders of a majority in principal 
amount of the outstanding Mortgage Securities will have the right to 

direct the time, method and place of conducting any proceeding for any remedy available to the Trustee, or 

exercise any tmst or power conferred on the Trustee. 

The rights of Holders to make direction are subject to the following limitations: 

• the Holders' directions may not contlict with any law or the Mortgage; and 

the Holders' directions may not involve the Trustee in personal liability where the Trustee believes 
indemnity is not adequate. 

The Trustee may also take any other action it deems proper which is not inconsistent with the Holders' 
direction. (Sec Sections 1012 and 1103.) 

In addition, the Mortgage provides that no Holder of any Mortgage Security will have any right to institute any 
proceeding, judicial or otherwise, with respect to the Mortgage for the appointment of a receiver or for any other 
remedy thereunder un1ess 

that Holder has previous1y given the Trustee written notice of a continuing Event of Default; 

the Holders of25% in aggregate principa1 amount ofthe outstanding Mortgage Securities have made written 
request to the Trustee to institute proceedings in respect of that Event of Default and have offered the Trustee 
reasonable indemnity against costs, expenses and liabllities incuned in complying with such request; and 

for 60 days after receipt of such notice, request and offer of indemnity, the Trustee has failed to institute any 
such proceeding and no direction inconsistent with such request has been given to the Trustee during such 
60-day period by the Holders of a m'\iority in aggregate principal amount of outstanding Mortgage 
Securities. 
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Furthermore, no Holder will be entitled to institute any such action if and to the extent that such action would 
disturb or prejudice the rights of other Holders. (See Sections 1007 and 1103.) 

However, each Holder has an absolute and unconditional right to receive payment when due and to bring a suit 
to enforce that right. (See Section 1008.) 

Notice of Default 

The Trustee is required to give the Holders of the Mortgage Securities notice of any default under the Mortgage 
to the extent required by the Trust Indenture Act, unless such default has been cured or waived; except that in the 
case of an Event of Default of the character specified in the third bullet point under "- Events of Default" 
(regarding a breach of certain covenants continuing for 90 days after the receipt of a written notice of default), no 
such notice shall be given to such Holders until at least 60 days after the occurrence thereof. (See Section 1102.) The 
Trust Indenture Act currently permits the Trustee to withhold notices of default (except for certain payment 
defaults) if the Trustee in good faith determines the withholding of such notice to be in the interests of the Holders. 

We will furnish the Trustee with an annual statement as to our compliance with the conditions and covenants in 
the Mortgage. (See Section 709.) 

lVaivel' of Defalllt alld of Compliallce 

The Holders of a majority in aggregate principal amount of the outstanding Mortgage Securities may waive, on 
behalf of the Holders of all outstanding Mortgage Securities, any past default under the Mortgage, except a default 
in the payment of principal, premium or interest, or with respect to compliance with certain provisions of the 
Mortgage that cannot be amended without the consent of the Holder of each outstanding Mortgage Security 
affected. (See Section 1013.) 

Compliance with certain covenants in the Mortgage Of otherwise provided with respect to Mortgage Securities 
may be waived by the Holders of a majority in aggregate principal amount of the affected Mortgage Securities, 
considered as one class, (See Section 710.) 

Consolidation, Merger and Conveyance of Assets as an Entirety 

Subject to the provisions described below, we have agreed to preserve our corporate existence. (See 
Section 704.) 

We have agreed not to consolidate with or merge with or into any other entity or convey, transfer or lease the 
Mortgaged Property as or substantially as an entirety to any entity unless 

the entity formed by such consolidation or into which we merge, or the entity which acquires or which leases 
the Mortgaged Property substantially as an entirety. is an entity organized and existing under the laws of the 
United States of America or any State or Territory thereof or the District of Columbia, and 

• expressly assumes, by supplemental indenture, the due and punctual payment of the principal of, and 
premium and interest OIl, all the outstanding Mortgage Securities and the performance of all of our 
covenants under the Mortgage, and 

such entity confirms the lien of the Mortgage on the Mortgaged Property; 

in the case of a lease, such lease is made expressly subject to termination by (i) us or by the Trustee and 
(ii) the purchaser of the property so leased at any sale thereof, at any time during the continuance of an Event 
of Default; and 

immediately after giving effect to such transaction, no Event of Default, and no event which after notice or 
lapse of time or both would become an Event of Default, will have occurred and be continuing. 

(See Section 1301.) 

In the case of the conveyance or other transfer of the Mortgaged Property as or substantially as an entirety to 
any other person, upon the satisfaction of all the conditions described above we would be released and discharged 
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from all obligations under the Mortgage and on the Mortgage Securities then outstanding unless we elect to waive 
such release and discharge. (See Section 1304.) 

The Mortgage does not prevent or restrict: 

any consolidation or merger after the consummation of which we would be the surviving or resulting 
entity; or 

any conveyance or other transfer, or lease, of any part of the Mortgaged Property which does not constitute 
the entirely or substantially the entirety thereof. 

If following a conveyance or other transfer~ or lease, of any part of the Mortgaged Property. the fair value of the 
Mortgaged Property retained by the Company exceeds an amount equal to three-halves (3/2) of the aggregate 
principal amount of all outstanding Mortgage Securities, then the part of the Mortgaged Property so conveyed, 
transferred or leased shall be deemed not to constitute the entirety or substantially the entirety of the Mortgaged 
Property. This fair value will be determined within 90 days of the conveyance or transfer by an independent expert 
that we select and that is approved by the Tl11stee. 

(See Sections 1305 and 1306.) 

Agreement to Provide Information 

So long as any Bonds are outstanding under the Mortgage, during such periods as we are not subject to the 
periodic reporting requirements of Section 13 or 15(d) of the Exchange Act, we shall make available to Holders of 
the Bonds by means of posting 011 our website or other similar means: 

(a) as soon as reasonably available and in any event within 120 days after the end of each fiscal year, our 
audited balance sheet, income statement and cash flow statement for such fiscal year prepared in accordance 
with United States generally accepted accounting principles (with notes to such financial statements), together 
with an audit report thereon by an independent accounting finn of established national reputation, and a 
management's narrative analysis of the results of operations explaining the reasons for material changes in the 
amount of revenue and expense items between the most recent fiscal year presented and the fiscal year 
immediately preceding it, as described in Instruction 1(2)(a) of Form 10-K; and 

(b) as soon as reasonably available and in any event within 60 days after the end of each of the first three 
fiscal quarters of each fiscal year, our unaudited balance sheet, unaudited income statement and unaudited cash 
flow statement for such fiscal quarter prepared in accordance with United States generally accepted accounting 
principles (with notes to such financial statements) and a management's narrative analysis of the results of 
operations explaining the reasons for material changes in the amount of revenue and expense items between 
the most recent fiscal year-to-date period presented and the corresponding year-to-date period in the preceding 
fiscal year, as described in Instruction H(2)(a) to Form lO-Q. 

If we are unable, for any reason. to post the financial statements on our website, we shall furnish the financial 
statements to the Trustee, who, at our expense, will furnish them to the Holders of the Bonds. In addition, for so long 
as any Bonds remain outstanding, we will furnish to prospective purchasers of the Bonds. upon their request, the 
information described above as well as any other information required to be delivered pursuant to Rule 144A(d)(4) 
under the Securities Act for compliance with Rule 144A. 

Modification of Mortgage 

Without Holder Consent. 'Vithout the consent of any Holders of Mortgage Securities, we and the Trustee 
may enter into one or more supplemental indentures for any of the following purposes: 

to evidence the succession of another entity to us; 

to add one or more covenants or other provisions for the benefit of the Holders of all or any series or tranche 
of Mortgage Securities. or to surrender any right or power conferred upon us; 
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to correct or amplify the description of any property at any time subject to the lien of the Mortgage; or to 
better to assure, convey and confirm unto the Trustee any property subject or required to be subjected to the 
licn of the Mortgage; or to subject to thc lien of the Mortgage additional property (including property of 
others), to specify any additional Permitted Liens with respect to such additional property and to modify the 
provisions in the Mortgage for dispositions of certain types of property without release in order to specify 
any additional items with respect to such additional property; 

to add any additional Events of Default, which may be stated to remain in effect only so long as the Mortgage 
Securities of any onc more particular series remains outstanding; 

to change or eliminate any provision of the Mortgage or to add any new provision to the Mortgage that does 
110t adversely affect the interests of the Holders in any material respect; 

to establish the form or terms of any series or tranche of Mortgage Securities; 

to provide for the issuance of bearer securities; 

to evidence and provide for the acceptance of appointment of a successor Trustee or by a co-trustee or 
separate trustee; 

to provide for the procedures required to permit the utilization of a nOllcertificated system of registration for 
any series Of tranche of Mortgage Securities; 

to change any place or places where 

we may pay principal, premium and interest, 

Mortgage Securities may be surrendered for transfer or exchange, and 

notices and demands to or upon us may be served; 

to amend and restate the Mortgage as originally executed, and as amended from time to time, with such 
additions, deletions and other changes that do not adversely affect the interest of the Holders in any material 
respect; 

to cure any ambiguity, defect or inconsistency or to make any other changes that do not adversely affect the 
interests of the Holders in any material respect; or 

to increase or decrease the maximum principal amount of Mortgage Securities that may be outstanding at 
any time. 

In addition, if the Trust Indenture Act is amended after the date of the Mortgage so as to require changes to the 
Mortgage or so as to permit changes to, or the elimination of, provisions which, at the date of the Mortgage or at any 
time thereafter, were required by the Trust Indenture Act to be contained in the Mortgage, the Mortgage will be 
deemed to have been amended so as to conform to such amendment or to effect such changes or elimination, and we 
and the Trustee may, without the consent of any Holders, enter into one or more supplemental indentures to effect or 
evidence such amendment. 

(See Section 140l.) 

With Holder Consent. Except as provided above, the consent of the Holders of at least a majority in aggregate 
principal amount of the Mortgage Securities of all outstanding series, considered as one class, is generally required 
for the purpose of adding to, or changing or climinating any of the provisions of, the Mortgage pursuant to a 
supplemcntal indenture. However, if less than all of the series of outstanding Mortgage Securities are directly 
affected by a proposed supplemental indenture, then such proposal only requires the consent of the Holders of a 
majority in aggregate principal amount of the outstanding Mortgage Securities of all directly affected series, 
considered as one class. Moreover, if the Mortgage Securities of any series have been issued in more than one 
tranche and if the proposed supplemental indenture directly affects the rights of the Holders of Mortgage Securities 
of one or more, but less than all, of such tranches, then such proposal only requires the consent of the Holders of a 
majority in aggregate principal amount of the outstanding Mortgage Securities of all directly affected tranches, 
considered as one class. 
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However, no amendment or modification may, without the consent of the Holder of each outstanding Mortgage 
Security directly affected thereby, 

change the stated maturity of the principal or interest on any Mortgage Security (other than pursuant to the 
terms thereof), or reduce the principal amount, interest or premium payable (or the method of calculating 
such rates) or change the currency in which any Mortgage Security is payable, or impair the right to bring 
suit to enforce any payment; 

create any lien (not otherwise permitted by the Mortgage) ranking prior to the lien of the Mortgage with 
respect to all or substantially all of the Mortgaged Property, or terminate the Hen of the MOltgage on all or 
substantially all of the Mortgaged Property (other than in accordance with the terms of the Mortgage), or 
deprive any Holder of the benefits of the security of the lien of the Mortgage; 

reduce the percentages of Holders whose consent is required for any supplemental indenture or waiver of 
compliance with any provision of the Mortgage or of any default thereunder and its consequences, or reduce 
the requirements for quorum and voting under the Mortgage; or 

modify certain of the provisions of the Mortgage relating to supplemental indentures, waivers of certain 
covenants and waivers of past defaults with respect to Mortgage Securities. 

A supplemental indenture which changes, modifies or eliminates any provision of the Mortgage expressly 
included solely for the benefit of Holders ofM0l1gage Securities of one or more particular series or tranches wiII be 
deemed not to alTect the rights under the Mortgage of the Holders of M011gage Securities of any other series or tranche. 

(See Section 1402.) 

Satisfaction and Discharge 

Any Mortgage Securities or any portion thereof will be deemed to have been paid and no longer outstanding for 
purposes of the Mortgage and, at our election, our entire indebtedness with respect to those securities will be 
satisfied and discharged, if there shall have been irrevocably deposited with the Trustee or any Paying Agent (other 
than the Company), in trust: 

money sufficient, or 

in the case of a deposit made prior to the maturity of such Mortgage Securities, non-redeemable Eligible 
Obligations (as defined in the Mortgage) sufficient, or 

a combination of the items listed in the preceding two bullet points, which in total are sufficient, 

to pay when due the principal of, and any premium, and interest due and to become due on such Mortgage Securities 
or portions of such Mortgage Securities on and prior to their maturity. 

(See Section 901.) 

Our right to cause our entire indebtedness in respect of the Mortgage Securities of any series to be deemed to be 
satisfied and discharged as described above wiII be subject to the satisfaction of any conditions specified in the 
instrument creating such series. 

The Mortgage will be deemed satisfied and discharged when no Mortgage Securities remain outstanding and 
when we have paid all other sums payable by us under the Mortgage. (See Section 902.) 

All moneys we pay to the Trustee or any Paying Agent on Bonds that remain unclaimed at the end of two years 
after payments have become due may be paid to or upon our order. Thereafter, the Holder of such Bond may look 
only to us for payment. (See Section 703.) 

Duties of the Trustee; Resignation and Removal of the Trustee; Deemed Resignation 

The Trustee will have, and will be subject to, all the duties and responsibilities specified with respect to an 
indenture trustee under the Trust Indenture Act. Subject to these provisions, the Trustee will be under no obligation 
to exercise any of the powers vested in it by the Mortgage at the request of any holder of Mortgage Securities, unless 
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offered reasonable indemnity by such holder against the costs, expenses and liabilities which might be incurred 
thereby. The Trustee will not be required to expend or risk its own funds or otherwise incur financial liability in the 
performance of its duties if the Trustee reasonably believes that repayment or adequate indemnity is not reasonably 
assured to it. 

The Trustee may resign at any time by giving written notice to us. 

The Trustee may also be removed by act of the Holders of a majority in principal amount of the then 
outstanding Mortgage Securities of any series. 

No resignation or removal of the Trustee and no appointment of a successor trustee will become effective until 
the acceptance of appointment by a successor trustee in accordance with the requirements of the Mortgage. 

Under certain circumstances, we may appoint a successor trustee and if the successor accepts, the Trustee will 
be deemed to have resigned. 

(See Section 1110.) 

Evidence to be Furnished to the Trustee 

Compliance with Mortgage provisions is evidenced by written statements of our oft1cers or persons selected or 
paid by us. In certain cases, opinions of counsel and certifications of an engineer, accountant, appraiser or other 
expert (who in some cases must be independent) must be furnished. In addition, the Mortgage requires us to give to 
the Trustee, not less than annually, a brief statement as to our compliance with the conditions and covenants under 
the Mortgage. 

Miscellaneous Provisions 

The Mortgage provides that certain Mortgage Securities, including those for which payment or redemption 
money has been deposited or set aside in trust as described under "- Satisfaction and Discharge" above, will not be 
deemed to be "outstanding" in determining whether the Holders of the requisite principal amount of the outstanding 
Mortgage Securities have given or taken any demand, direction, consent or other action under the Mortgage as of 
any date, or are present at a meeting of Holders for quorum purposes, (See Section 101.) 

We will be entitled to set any day as a record date for the purpose of determining the Holders of outstanding 
Mortgage Securities of any series entitled to give or take any demand, direction, consent or other action under the 
Mortgage, in the manner and subject to the limitations provided in the Mortgage. In certain circumstances, the 
Tmstee also will be entitled to set a record date for action by Holders. If such n record date is set for any action to be 
taken by Holders of particular Mortgage Securities, such action may be taken only by persons who are Holders of 
such Mortgage Securities on the record date. (See Section 107.) 

Governing Law 

The Mortgage and the M0l1gage Securities provide that they are to be governed by and construed in 
accordance with the laws of the State of New York except where the Trust Indenture Act is applicable or where 
otherwise required by law. (See Section 115,) The effectiveness of the lien of the Mortgage, and the perfection and 
priority thereof, will be governed by Kentucky law, 

Regarding the Trustee 

The Trustee under the Mortgage is the Bank of New York Mellon ("BNYM"). In addition to acting as Trustee, 
BNYM also maintains various banking and trust relationships with us and some of our affiliates, 

Book-Entry Only Issnance - The Depository Trust Company 

DTC will act as the initial securities depository for the Bonds, The Bonds will be issued as fully-registered 
securities registered in the name of Cede & Co. (DTC's partnership nominee) or such other name as may be 
requested by an authorized representative of DTC. One fully-registered certificate will be issued with respect to 
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each $500 million of principal amount of Bonds, and an additional certificate will be issued with respect to any 
remaining principal amount of Bonds. The global bonds wlll be deposited with the Trustee as custodian for DTC. 

DTC is a limited-purpose tmst company organized under the New York Banking Law, a "banking organi
zation" within the meaning of the New York Banking Law, a member of the Federal Reserve System, a "clearing 
corporation" within the meaning of the New York Uniform Commercial Code, and a "clearing agency" registered 
pursuant to the provisions of Section 17 A of the Exchange Act. DTC holds securities for its participants ("Direct 
Participants") and also facilitates the post-trade settlement among Direct Participants of sales and other securities 
transactions in deposited securities, through electronic computerized book-entry transfers and pledges between 
Direct Participants' accounts, thereby eliminating the need for physical movement of securities certificates. Direct 
Participants include both U.S. and non-U.S. securities brokers and dealers, banks, trust companies, clearing 
corporations and certain other organizations. DTC is a wholly-owned subsidiary of The Depository Tmst & 
Clearing Corporation ("DTCC"). DTCC is the holding company for DTC, National Securities Clearing Corporation 
and Fixed Income Clearing Corporation, all of which are registered clearing agencies. DTCC is owned by the users 
of its regulated subsidiaries. Access to the DTC system is also available to others such as both U.S. and 
non-U.S. securities brokers and dealers, banks, trust companies, and clearing corporations that clear through or 
maintain a custodial relationship with a Direct Participant, either directly or indirectly ("Indirect ParticipantsU

). The 
rules that apply to DTC and those using its system are on file with the SEC. More information about DTC can be 
found at www.dtcc.com. 

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

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

Conveyance of notices and other communications by DTC to Direct Participants, by Direct Pm1icipants to 
Indirect Participants, and by Direct Participants and Indirect Participants to Beneficial Owners, will be governed by 
arrangements among them, subject to any statutory or regulatory requirements as may be in effect from time to time. 
Notices will be sent to DTC. 

Neither DTC nor Cede & Co. (nor any other DTC nominee) wiII consent or vote with respect to the Bonds 
unless authorized by a Direct Pat1icipant in accordance with DTC's procedures. Under its usual procedures, DTC 
mails an omnibus proxy to us as soon as possible after the record date. The omnibus proxy assigns the voting or 
consenting rights of Cede & Co. to those Direct Participants to whose accounts the Bonds are credited on the record 
date. \Ve believe that these arrangements will enable the beneficial owners to exercise rights equivalent in substance 
to the rights that can be directly exercised by a registered Holder of the Bonds. 

Paymcnts of principal and interest on the Bonds will be made to Cede & Co. (or such other nominee ofDTC). 
DTC's practice is to credit Direct Participants' accounts upon DTC's receipt of funds and corresponding detail 
information from us or the Trustee, on payable date in accordance with their respective holdings shown on DTC's 
records. Payments by participants to Beneficial Owners will be governed by standing instructions and customary 
practices and will be the responsibility of such participant and not ofDTC, the Trustee or us, subject to any statutory 
or regulatory requirements as may be in effect from time to time. Payment of the Purchase Price, principal and 
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interest to Cede & Co. (or such other nominee ofDTC) is the responsibility cfus or the Trustee. Disbursement of 
such payments to Direct Participants will be the responsibility of nTC, and disbursement of such payments to the 
Beneficial Owners is the responsibility of Direct and Indirect Participants. 

A beneficial owner wlll not be entitled to receive physical delivery of the Bonds. Accordingly, each beneficial 
owner must rely on the procedures of DTC to exercise any rights under the Bonds. 

DTC may discontinue providing its services as securities depository with respect to the Bonds at any time by 
giving us or the Trustee reasonable notice. In the event no successor securities depository is obtained, certificates for 
the Bonds will be printed and delivered. 

The information in this section concerning DTC and DTC's book-entry system has been obtained from sources 
that we believe to be reliable, but neither we nor the initial purchasers take any responsibility for the accuracy of this 
information. 

Transfers of Beneficial Interests between U.S. Global Bond and Offshore Global Bond 

A beneficial interest in the U.S. global bond may be transferred to a person who wishes to hold such beneficial 
interest through the offshore global bond only upon receipt by the trustee of a written certification of the transferor 
to the effect that such transfer is being made in compliance with Regulation S under the Securities Act. 

A beneficial interest in the offshore global bond may be transferred to a person who wishes to hold such 
beneficial interest through the U.S. global bond only upon receipt by the trustee of a written certification of the 
transferee to the effect that such transferee is a qualified institutional buyer within the meaning of Rule 144A under 
the Securities Act in a transaction meeting the requirements of Rule 144A. 

The restrictions on transfer described in the preceding two paragraphs will not apply to (1) bonds sold pursuant 
to a registration statement under the Securities Act or to Exchange Bonds (as discussed under "Registration Rights 
Agreement") or (2) after such time (if any) as the Company determines and instructs the trustee that the bonds are 
eligible for resale pursuant to Rule 144 under the Securities Act without the need for current public information. 
There is no assurance that the bonds will become eligible for resale pursuant to Rule 144. 

Any beneficial interest in one global bond that is transferred to a person who takes delivery in the form of an 
interest in another global bond will, upon transfer, cease to be an interest in such global bond and become an interest 
in the other global bond and, accordingly, will thereafter be subject to all transfer restrictions applicable to 
beneficial interests in such other global note for as long as it remains such an interest. 
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REGISTRATION RIGHTS AGREEMENT 

\Ve will enter into a registration rights agreement with the initial purchasers on or before the issue date of the 
Bonds. The following is a description of certain provisions of the registration rights agreement. We urge you to read 
the form of registration rights agreement in its entirety because it, and not this description, defines your registration 
rights as a holder of the Bonds. Under the registration rights agreement, we wiIl, at our own cost: 

• file with the SEC a registration statement (an "Exchange Offer Registration Statement") with respect to a 
registered offer (the "Registered Exchange Offer") to exchange the Bonds for new bonds of the Company 
(the "Exchange Bonds") having terms substantially identical in all material respects to the Bonds (except 
that the Exchange Bonds will not contain terms with respect to transfer restrictions) within 180 days of the 
closing of this offering of the Bonds; 

use our commercially reasonable efforts to cause the Exchange Offer Registration Statement to be declared 
effective under the Securities Act not later than 270 days of the closing of this offering of the Bonds (or if 
such day is not a business day, the first business day thereafter); 

upon the effectiveness of the Exchange Offer Registration Statement, promptly offer the Exchange Bonds in 
exchange for the surrender of the Bonds; and 

• keep the Registered Exchange Offer open for not less than 20 business days (or longer if required by 
applicable law) after the date notice of the Registered Exchange Offer is mailed to the holders of the Bonds. 

For each Bond validly tendered to us and not withdrawn pursuant to the Registered Exchange Offer, we wiII 
issue to the holder of such Bond an Exchange Bond having a principal amount equal to that of the surrendered Bond. 
Interest on each Exchange Bond will accrue from the last interest payment date on which interest was paid on the 
Bond surrendered in exchange therefor. 

Underexistil1g SEC interpretations, the Exchange Bonds would be freely transferable by holders other than our 
affiliates after the Registered Exchange Offer without further registration under the Securities Act if the holder of 
the Exchange Bonds represents that it is acquiring the Exchange Bonds in the ordinary course of its business, that it 
has no arrangement or understanding with any person to participate in the distribution of the Exchange Bonds and 
that it is not an affiliate of ours, as such terms are defined under the Securities Act or interpreted by the SEC; 
provided, however, that broker-dealers ("Participating Broker-Dealers") receiving Exchange Bonds in the Reg
istered Exchange Offer will have a prospectus delivery requirement with respect to resales of such Exchange Bonds. 
The SEC has taken the position that Participating Broker-Dealers may fulfil1 their prospectus delivery requirements 
with respect to Exchange Bonds (other than a resale of an unsold allotment from the original sale of the Bonds) with 
the prospectus contained in the Exchange Offer Registration Statement. 

Under the registration rights agreement, we are required to allow Participating Broker-Dealers and other 
persons, if any, with similar prospectus delivery requirements to lise the prospectus contained in the Exchange Offer 
Registration Statement in connection with the resale of such Exchange Bonds. 

A holder of Bonds that wishes to exchange such Bonds for Exchange Bonds in the Registered Exchange Offer 
wiII be required to represent that (1) any Exchange Bonds to be received by it will be acquired in the ordinary course 
of its business, (2) it has no arrangement with any person to participate in the distribution (within the meaning of the 
Securities Act) of the Bonds or the Exchange Bonds, (3) it is not an "affiliate" of ours, as defined in Rule 405 of the 
Securities Act, or if it is an affiliate, that it wiII comply with the registration and prospectus delivery requirements of 
the Securities Act to the extent applicable, (4) if such holder is not a broker-dealer, that it is not engaged in, and does 
not intend to engage in, the distribution of the Exchange Bonds, and (5) if such holder is a broker-dealer. that it will 
receive Exchange Bonds for its own account in exchange for Bonds that were acquired as a result of market-making 
activities or other trading activities and that it will be required to acknowledge that it will deliver a prospectus in 
connection with any resale of such Exchange Bonds. 

Shelf Registration Statement 

If(I) a change in law or in applicable interpi'etations of the staff of the SEC does not permit us to effect such a 
Registered Exchange Offer, (2) for any other reason the Registered Exchange Offer is not consummated within 
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315 days of the closing of this offering of the Bonds, (3) any initial purchaser so requests with respect to Bonds not 
eligible to be exchanged for Exchange Bonds in the Registered Exchange Offer and held by it following 
consummation of the Registered Exchange Offer, or (4) any holder notifies us during the 20 business days 
following consummation of the Registered Exchange Offer that it was not eligible to participate in the Registered 
Exchange Offer Of any holder who participates in the Registered Exchange Offer does not receive freely tradeable 
Exchange Bonds in the Registered Exchange Offer, and such holder so requests, we will at our cost: 

file with the SEC a shelf registration statement (a "Shelf Registration Statement") under the Securities Act 
covering continuous resales of the Bonds or Exchange Bonds, as the case may be; 

use our commercially reasonable efforts to cause such Shelf Registration Statement to be declared effective 
under the Securities Act within the later of (i) 180 days after being required or requested to file a Shelf 
Registration Statement and (ii) 270 days after the closing of this offering of the Bonds; and 

use our commercially reasonable efforts to keep the Shelf Registration Statement effective until the earlier of 
(a) one year from the issue date ofthe Bonds, (b) when all Bonds covered by the Shelf Registration Statement 
have been sold, (c) when all Bonds covered by the Shelf Registration Statement are distributed to the public 
pursuant to Rule 144, or are saleable pursuant to Rule 144, or are otherwise no longer restricted securities (as 
defined in Rule 144) and (d) when all Bonds covered by the Shelf Registration Statement cease to be 
outstanding. 

We wiII, in the event a Shelf Registration Statement is declared effective, among other things, provide to each 
holder for whom such Shelf Registration Statement was filed copies of the prospectus which is a part of the Shelf 
Registration Statement, notify each such holder when the Shelf Registration Statement has become effective and 
take certain other actions as are required to permit unrestricted resales of the Bonds or the Exchange Bonds, as the 
case may be. A holder seIling such Bonds or Exchange Bonds pursuant to the Shelf Registration Statement 
generaIIy would be required to be named as a seIling security holder in the related prospectus and to deliver a 
prospectus to purchasers, will be subject to certain of the civil liability provisions under the Securities Act in 
connection with such sales and wiII be bound by the provisions of the registration rights agreement that are 
applicable to such holder (including certain indemnification obligations). 

Liquidated Damages 

We will pay liquidated damages in cash if: 

neither the Exchange Offer Registration Statement nor a Shelf Registration Statement (if required) is filed by 
us in the applicable time periods specified above; or 

neither the Exchange Offer Registration Statement nor a Shelf Registration Statement (if required) is 
declared effective by the SEC within the applicable time periods specified above; or 

the Registered Exchange Offer is not consummated within 315 days after the closing of this offering of the 
Bonds (or if the 315th day is not a business day, by the first business day thereafter); or 

after the Exchange Offer Registration Statement or the Shelf Registration Statement, as the case may be, is 
declared effective, such Registration Statement thereafter ceases to be effective or usable (subject to certain 
exceptions) in connection with resales of Bonds or Exchange Bonds as provided in and during the periods 
specified in the Registration Rights Agreement (each such event referred to in the first through fourth bullet 
points, a Registration Default). 

Liquidated damages will be payable at a rate of 0.25% per annum for the first 90 days from and including the 
date on which any Registration Default occurs, and such Liquidated Damages rate shall increase by an additional 
0.25% per annum thereafter; provided, however, that the Liquidated Damages rate 011 the Bonds shall not at any 
time exceed 0.50% per annum. Liquidated damages shall cease to accrue on and after the date on which alI 
Registration Defaults have been cured. Such liquidated damages will be payable on interest payment dates in 
addition to interest payable from time to time on the Bonds and Exchange Bonds. 
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TRANSFER RESTRICTIONS 

The Bonds have not been registered under the Securities Act and may not be offered or sold within the 
United States or to, or for the account or benefit of, U.S. persons (as defined in Regulation S under the Securities 
Act) except to (a) qualified institutional buyers in reliance on the exemption from the registration requirements of 
the Securities Act provided by Rule 144A and (b) persons in offshore transactions in reliance on Regulation S. 

Each purchaser of Bonds will be deemed to have represented and agreed as follows (terms used in this 
paragraph that are defined in Rule 144A or Regulation S under the Securities Act arc used herein as defined therein): 

(I) The purchaser (A) (i) is a qualified institutional buyer, (ii) is aware that the sale to it is being made in 
reliance on Rule 144A and (iii) is acquiring the Bonds for its own account or for the account of a qualified 
institutional buyer or (B) is 110t a U.S. person and is purchasing the Bonds in an offshore transaction pursuant to 
Regulation S. 

(2) The purchaser understands that the Bonds arc being offered in a transaction not involving any public 
offering in the United States within the meaning orthe Securities Act, that the Bonds have not been and except 
as described in this offering circular, will not be registered under the Securities Act and that (A) if in the future 
it decides to offer, reseH, piedge or otherwise transfer any of the Bonds, such Bonds may be offered, resold, 
pledged 01' otherwise transfen'cd only (i) in the United States to a person whom the seller reasonably believes is 
a qualified institutional buyer in a transaction meeting the requirements of Rule 144A, (ii) outside the 
United States in a transaction complying with the provisions of Regulation S under the Securities Act, 
(iii) pursuant to an exemption from registration under the Securities Act provided by Rule 144 (if available) or 
any other such exemption, or (iv) pursuant to an effective registration statement under the Securities Act, in 
each of cases (i) through (iv) in accordance with any applicable securities laws of any State of the United States, 
and that (B) the purchaser will, and each subsequent holder is required to, notify any subsequent purchaser of 
the Bonds from it of the resale restrictions referred to in (A) above. 

(3) The purchaser understands that the Bonds will, until the expiration of the applicable holding period 
with respect to the Bonds set forth in Rule 144(d) of the Securities Act, unless otherwise agreed by the Issuer 
and the holder thereof, bear a legend substantially to the following effect: 

THIS BOND HAS NOT BEEN REGISTERED UNDER THE U.S. SECURITIES ACT OF 1933, AS 
AMENDED (THE "SECURITIES ACT"), AND NEITHER THIS BOND NOR ANY INTEREST 
HEREIN MAY BE OFFERED, SOLD, PLEDGED OR OTHERWISE TRANSFERRED EXCEPT 

(A) TO A "QUALIFIED INSTITUTIONAL BUYER" IN COMPLIANCE WITH RULE 144A 
UNDER THE SECURITIES ACT, 

(B) IN AN "OFFSHORE TRANSACTION" IN COMPLIANCE WITH REGULATION SUNDER 
THE SECURITIES ACT, 

(C) PURSUANT TO AN EXEMPTION FROM REGISTRATION PROVIDED BY RULE 144 
UNDER THE SECURITIES ACT OR ANY OTHER AVAILABLE EXEMPTION FROM THE REG
ISTRATION REQUIREMENTS OF THE SECURITIES ACT, OR 

(D) PURSUANT TO A REGISTRATION STATEMENT WHICH HAS BECOME EFFECTIVE 
UNDER THE SECURITIES ACT. 

THE OWNER OF THIS BOND, AND THE OWNER OF EACH INTEREST HEREIN, BY ITS 
ACQUISITION HEREOF OR THEREOF, REPRESENTS THAT ITS ACQUISITION OF THIS BOND 
OR SUCH INTEREST IS DESCRIBED IN ONE OF CLAUSES (A), (B), (C) OR (D) IN THE FIRST 
PARAGRAPH OF THIS LEGEND AND AGREES THAT ANY DISPOSITION BY IT OF THIS BOND 
OR SUCH INTEREST HEREIN WILL BE DESCRIBED IN ONE OF SUCH CLAUSES. 

PRIOR TO THE REGISTRATION OF ANY TRANSFER IN ACCORDANCE WITH CLAUSE (A) OR 
(B) ABOVE, A DULY COMPLETED AND SIGNED CERTIFICATE (THE FORM OF WHICH MAY 
BE OBTAINED FROM THE TRUSTEE) MUST BE DELIVERED TO THE TRUSTEE. PRIOR TO 
THE REGISTRATION OF ANY TRANSFER IN ACCORDANCE WITH CLAUSE (C) ABOVE, THE 
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COMPANY RESERVES THE RIGHT TO REQUIRE THE DELIVERY OF SUCH LEGAL OPINIONS, 
CERTIFICATIONS OR OTHER EVIDENCE AS MAY REASONABLY BE REQUIRED IN ORDER 
TO DETERMINE THAT THE PROPOSED TRANSFER IS BEING MADE IN COMPLIANCE WITH 
THE SECURITIES ACT AND APPLICABLE STATE SECURITIES LAWS. NO REPRESENTATION 
IS MADE AS TO THE AVAILABILITY OF ANY RULE 144 EXEMPTION FROM THE REGISTRA
TION REQUffiEMENTS OF THE SECURITIES ACT. 
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MATERIAL u.s. FEDERAL INCOME TAX CONSEQUENCES 

TO ENSURE COMPLIANCE WITH TREASURY DEPARTMENT CIRCULAR NO. 230, PROSPEC
TIVE HOLDERS OF BONDS ARE HEREBY NOTIFIED THAT: (A) ANY DISCUSSION OF U.S. FED
ERAL TAX ISSUES IN THIS OFFERING MEMORANDUM IS NOT INTENDED OR WRITTEN TO BE 
RELIED UPON, AND CANNOT BE RELIED UPON, BY ANY HOLDER FOR THE PURPOSE OF 
AVOIDING PENALTIES THAT MAY BE IMPOSED ON SUCH HOLDER UNDER THE INTERNAL 
REVENUE CODE OF 1986, AS AMENDED (THE "CODF}'); (B) SUCH DISCUSSIONIS BEING USED IN 
CONNECTION WITH THE PROMOTION OR MARKETING (WITHIN THE MEANING OF CIRCU
LAR NO. 230) BYTHE COMPANY OF THE BONDS; AND (C) HOLDERS SHOULD SEEK TAX ADVICE 
BASED ON THEIR PARTICULAR CIRCUMSTANCES FROM AN INDEPENDENT TAX ADVISOR. 

The following discussion summarizes material U.S. federal income tax considerations to U.S. Holders and 
Non-U.S. Holders (each. as defined below) of the purchase, ownership and disposition of the Bonds. It is included 
herein for general information purposes only and does not address all tax considerations that may be relevant to 
investors in light of their personal investment circumstances or that may be relevant to certain types of investors 
subject to special mles (for example, financial institutions, tax-exempt organizations, insurance companies, 
regulated investment companies, persons that are broker-dealers, traders in securities who elect the mark to 
market method of tax accounting for their securities, U.S. Holders that have a functional currency other than the 
U.S. dollar, certain fonner U.S. citizens or longwterm residents, retirement plans, real estate investment trusts, 
foreign governments, international organizations, controlled foreign corporations. passive foreign investment 
companies, investors in partnerships or other passwthrough entities or persons holding the Bonds as part of a 
"straddle," "hedge," "conversion transaction" or other integrated transaction). The discussion set forth below is 
limited to initial investors who hold the Bonds as capital assets within the meaning of Section 1221 of the Code and 
who purchase the Bonds for cash at the initial "issue price" (i.e., the first price to the public at which a substantial 
amount of the Bonds is sold for money, excluding bond houses, brokers or similar persons or organizations acting in 
the capacity of underwriters, placement agents or wholesalers). In addition, this discussion does not address the 
effect of U.S. federal alternative minimum tax, gift or estate tax laws, or any state, local or foreign tax laws. 
Furthermore, the discussion below is based upon provisions of the Code, the legislative history thereof, U.S. Treaw 

sury regulations thereunder and administrative rulings and judicial decisions thereunder as of the date hereof. Such 
authorities may be repealed, revoked or modified (including changes in effective dates, and possibly with 
retroactive effect) so as to result in U.S. federal income tax considerations different from those discussed below. 
We have not sought any llllings from the Internal Revenue Service ("IRS") with respect to the statements and 
conclusions made in the following discussion, and there can be no assurance that the IRS will agree with such 
statements and conclusions or that a court wilInot sustain any challenge by the IRS in the event of litigation. 

For purposes of the following discussion, a "U.S. Holder" means a beneficial owner of the Bonds that is for 
U.S. federal income tax purposes: 

an individual who is a citizen or resident of the U.S.; 

a corporation (or any entity treated as a corporation for U.S. federal income tax purposes) created or 
organized in or under the laws of the United States, any state thereof or the District of Columbia; 

an estate the income of which is subject to U.S. federal income taxation regardless of its source; or 

a trust, if (i) a U.S. court is able to exercise primary supervision over the administration of the tmst and one or 
more United States persons have the authority to control all substantial decisions of the trust or (ii) the trust 
has a valid election in place to be treated as a United States person for U.S. federal income tax purposes. 

For purposes of the following discussion, a "Non~U.S. Holder" means a beneficial owner of the Bonds (other 
than a partnership or an entity or arrangement treated as a partnership for U.S. federal income tax purposes) that is 
not a U.S. Holder for U.S. federal income tax purposes. 

If an entity or arrangement treated as a partnership for U.S. federal income tax purposes is a beneficial owner of 
a Bond, the U.S. federal income tax treatment of a partner in the partnership generally will depend upon the status of 
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the partner and upon the activities of the partnership. Partnerships and partners in such partnerships should consult 
their own tax advisors about the tax consequences of the purchase, ownership and disposition of the Bonds. 

THIS DISCUSSION OF MATERIAL U.S. FEDERAL INCOME TAX CONSIDERATIONS IS NOT 
INTENDED, AND SHOULD NOT BE CONSTRUED, TO BE TAX OR LEGAL ADVICE TO ANY 
PARTICULAR INVESTOR IN OR HOLDER OF THE BONDS. PROSPECTIVE INVESTORS ARE 
ADVISED TO CONSULT THEIR OWN TAX ADVISORS CONCERNING THE APPLICATION OF 
THE U.S. FEDERAL INCOME TAX LAWS TO THEIR PARTICULAR SITUATIONS AS WELL AS 
ANY TAX CONSIDERATIONS ARISING UNDER THE LAWS OF ANY STATE, LOCAL OR FOREIGN 
TAXING JURISDICTION OR ANY APPLICABLE TAX TREATIES, AND THE POSSIBLE EFFECT OF 
CHANGES IN APPLICABLE TAX LAW. 

Effect of Certain Additional Payments 

In certain circumstances (for example, see "Description of the Bonds ~ Redemption" and ''Registered 
Exchange Offer; Registration Rights - Liquidated Damages") we may be obligated to pay amounts on the Bonds 
that are in excess of stated interest or principal on the Bonds. These potential payments may implicate the provisions 
of the Treasury Regulations relating to "contingent payment debt instruments" (the "CPDI Regulations"). One or 
more contingencies will not cause the Bonds to be treated as a contingent payment debt instrument if, as of the issue 
date, each such contingency is considered remote or incidental or, in certain circumstances, it is significantly more 
likely than not that none of the contingencies will occur. \Ve believe that the potential for additional payments on the 
Bonds should not cause the Bonds to be treated as contingent payment debt instruments under the CPDI 
Regulations. Our determination is binding on a holder unless such a holder discloses its contrary position in 
the manner required by applicable Treasury Regulations. However, the IRS may take a different position, which 
could require a holder to accrue income on its Bonds in excess of stated interest, and to treat any income realized on 
the taxable disposition of a Bond as ordinary income rather than capital gain. The remainder of this discussion 
assumes that the Bonds will not be treatcd as contingent payment debt instruments. Investors should consult their 
own tax advisors regarding the possible application of the contingent payment debt instrument rules to the Bonds. 

U.S. Holders 

Stated Interest 

We expect, and this discussion assumes, that the Bonds wiII not be issued with more than a "de minimis" 
amount of original issue discount for U.S. federal income tax purposes, if any. Accordingly, the stated interest on the 
Bonds will be included in income by a U.S. Holder as ordinary income as such interest is received or accrued in 
accordance with the U.S. Holder's method of accounting for U.S. federal income tax purposes. However, if the 
Bonds arc issued with more than a de minimis amount of original issue discount, each U.S. Holder generally will be 
required to include original issue discount in its income as it accrues, regardless of its regular method of tax 
accounting, using a constant yield method, possibly before such U.S. Holder receives any payment attributable to I 

such income. The rules regarding original issue discount arc complex and U.S. Holders should consult their own tax 
advisors regarding their application. 

Sale, Taxable Exchallge, Redemptioll or Other Taxable Dispositioll of the Bonds 

Upon a sale, taxable exchange, redemption (including any optional redemption) or other taxable disposition of a 
Bond, a U.S. Holder generally will recognize gain or loss equal to the difference between the amount realized on the 
disposition, other than amounts attributable to accl11ed but unpaid interest not yet taken into income which will be taxcd 
as ordinary income, and the U.S. Holder's adjusted tax basis in the Bond. A U.S. Holder's adjusted tax basis in a Bond 
generally will equal the cost of the Bond to such holder, less any principal payments received by such holder. Any gain 
or loss generally will constitute capital gain or loss and will be long-tenn capital gain or loss if the U.S. Holder has held 
the Bond for longer than 12 months. Long-term capital gain, in the case of non-corporate taxpayers, is eligible for 
preferential rates of taxation. Under CUlTent law, the deductibility of capital losses is subject to limitations. 
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For taxable years beginning after December 31, 2012, aU .S. Holder that is an individual 01' estate, or a trust that 
does not fall into a special class of trusts that is exempt from such tax, will be subject to a 3.8% tax 011 the lesser of 
(1) the U.S. Holder's "nct investment income" (in the case of individuals) or "undistributed net investment income" 
(in the case of estates and trusts) for the relevant taxable year and (2) the excess of the U.S. Holder's "modified 
adjusted gtoss income" (in the case of individuals) or "adjusted gross income" (in the case of estates and trusts) for 
the taxable year over a certain threshold (which in the case of individuals wiII be between $125,000 and $250,000, 
depending on the individual's circumstances). A U.S. Holder's net investment income generally will include its 
interest income on the Bonds and its net gains from the disposition of the Bonds, unless such interest income or net 
gains are derived in the ordinary course of the conduct of a trade or business (other than a trade or business that 
consists of certain passive or trading activities). U.S. Holders that are individuals, estates or trusts should consult 
their own tax advisors regarding the applicability of the Medicare tax to their income and gains in respect of their 
investment in the Bonds. 

Registered Exchallge Offer 

\Ve have agreed, subject to certain exceptions, to exchange the Bonds for the Exchange Bonds. The exchange 
of Bonds for Exchange Bonds pursuant to the Registered Exchange Offer will not constitute a taxable event for 
U.S. federal income tax purposes. As a result: 

a U.S. Holder will not recognize taxable gain or loss as a result of the exchange of its Bonds for Exchange 
Bonds pursuant to the Registered Exchange Offer; 

the holding period of the Exchange Bonds will include the holding period of the Bonds surrendered in 
exchange therefor; and 

• a U.S. Holder's adjusted tax basis in the Exchange Bonds will be the same as the U.S. Holder's adjusted tax 
basis in the Bonds surrendered therefor. 

Illformatioll Reportillg alld Backup Withholdillg 

Under the Code, U.S. Holders may be subject, under certain circumstances, to information reporting and "backup 
withholding" with respect to cash payments in respect of principal, interest and the gross proceeds from dispositions of 
the Bonds, unless the U.S. Holder is an exempt recipient. Backup withholding applies only if the U.S. Holder fails to 
furnish its social security or other taxpayer identification number ("TIN") to the Paying Agent and to comply with 
certain certification procedures or otherwise fails to establish an exemption from backup withholding. Backup 
withholding is not an additional tax. Any amount withheld from a payment to a U.S. Holder under the backup 
withholding rules is allowable as a credit (and may entitle such holder to a refund) against such U.S. Holder's 
U.S. federal income tax liability, provided that the required information is furnished to the IRS in a timely manner. 
Certain persons are exempt from backup withholding. U.S. Holders should consult their own tax advisors as to their 
qualification for exemption from backup withholding and the procedure for obtaining such exemption. 

Non-U.S. Holders 

Slaled lllleresl 

Subject to the discussion of backup withholding below, payments of interest ort the Bonds to a Non-U.S. Holder 
generally will not be subject to U.S. withholding tax provided that (I) the Non-U.S. Holder does not actually or 
constructively own 10% or more of the total combined voting power of all classes of our voting stock, (2) the 
Non-U.S. Holder is not (a) a controlled foreign corporation that is related to us through actual or deemed stock 
ownership or (b) a bank receiving interest on an extension of credit made pursuant to a loan agreement entered into in 
the ordinary course of business, (3) such interest is not effectively connected with the conduct by the Non-U.S. Holder 
of a trade or business within the United States, and (4) either (a) theNon-U,S. Holder provides its Ilame and address on 
an IRS Form \V-8BEN (or other applicable form) and certifies, under penalties of perjury, that it is not a United States 
person as defined under the Code or (b) a securities clearing organization, bank or other financial institution holding 
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the Bonds on the Non-U.S. Holder's behalf certifies, ullderpenalties of pel jury, that it has received a properly executed 
IRS Fonn W-SBEN from the Non-U.S. Holder and it provides the withholding agent with a copy. 

If a Non-U.S. Holder cannot satisfy the requirements in the preceding paragraph, payments of interest made to 
such Non-U.S. Holder wiII be subject to U.S. federal withholding tax, currently at a rate of 30%, unless such 
Non-U.S. Holder (I) timely provides the withholding agent with a properly executed IRS Form W-SBEN (01' other 
applicable form) claiming an exemption from or reduction in withholding under the benefit of an applicable income 
tax treaty or IRS Form W-SECI (or other applicable form) ccrtifying that interest paid on the Bonds is not subject to 
U.S. federal withholding tax because it is effectively connected with such Non-U.S. Holder's conduct of a trade or 
business in the United States, or (2) otherwise properly estab1ishes an exemption from withholding taxes. 

If interest on the Bonds is effectively connected with the conduct by a NOIlMU.S. Holder of a trade or business 
within the United States (and, if certain tax treaties apply, is attributable to a U.S. permanent establishment 
maintained by the NonMU.S. Holder), such interest will be subject to U.S. federal income tax on a net income basis at 
the rate applicable to United States persous generally (and a NonMU.S. Holder that is treated as a corporation for 
U.S. federal income tax purposes may also be subject to a branch profits tax equal to 30% of its effectively 
connected earnings and profits, subject to certain adjustments, unless such holder qualifies for a lower rate under an 
applicable income tax treaty). If interest is subject to U.S. federal income tax on a net income basis in accordance 
with these rules, such payments will not be subject to U.S. federal withholding tax so long as the relevant 
NouMU.S. Holder timely provides the withholding agent with the appropriate documentation. 

Sale, Taxable Exchange, Redemptioll or Other Ta.table Disposition of tlie Bouds 

Subject to the discussion of backup withholding below, any gain realized by a Non-U.S. Holder on the sale, 
taxable exchange, redemption or other taxable disposition of the Bonds generally will not be subject to U.S. federal 
income tax, unless (1) such gain is effectively connected with the conduct by such NonMU.S. Holder of a trade or 
business within the United States (and, if certain tax treaties apply, is attributable to a U.S. permanent establishment 
maintained by the NonMU.S. Holder), in which case such gain will be taxed on a net income basis in the same manner 
as interest that is effectively connected with the NonMU.S. Holder's conduct of a trade or business within the 
United States (and a NonMU.S. Holder that is treated as a corporation for U.S. federal income tax purposes may also 
be subject to the branch profits tax as described above) or (2) the Non-U.S. Holder is an individual who is present in 
the United States for 183 days or more in the taxable year of disposition and certain other conditions are satisfied, in 
which case the NonMU.S. Holder will be subject to a tax, currently at a rate of30%, on the excess, if any, of such gain 
plus all other U.S source capital gains recognized during the same taxable year over the NonMU.S. Holder's 
U.S. source capital losses recognized during such taxable year. 

Registered Exchange Offer 

The exchange of Bonds for Exchange Bonds pursuant to the Registered Exchange Offer will not constitute a 
taxable event for U.S. federal income tax purposes. As a result, the U.S. federal income tax consequences for NonM 

US Holders who exchange Bonds for Exchange Bonds pursuant to the Registered Exchange Offer will be the same 
as discussed above for U.S. Holders under - "U.S. Holders - Exchange Offer." 

Informatioll Reporting alld Backup lVithholding 

A NOllMU.S. Holder may be subject to annual information reporting and U.S. federal backup withholding on 
payments of interest and proceeds of a sale or other disposition of the Bonds unless such Non-U.S. Holder provides the 
certification described above under "Non-U.S. Holders - Stated Interest" or otherwise estab1ishes an exemption 
from backup withholding. Backup withholding is not an additional tax and will be refunded or allowed as a credit 
against the Non-U.S. Holder's U.S. federal income tax liability (if any), provided the required information is furnished 
to the IRS in a timely manner. In any event, we generally will be required to file information returns with the IRS 
reporting our payments on the Bonds. Copies of the information retums may also be made available to the tax 
authorities in the country in which a NonMU.S. Holder resides under the provisions of an applicable income tax treaty. 
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Non-U.S. Holders should consult their own tax advisors regarding the application of the information repOlting 
and backup withholding rules in their particular situations, the availability of an exemption therefrom and the 
procedure for obtaining such an exemption, if available. 

Recently Enacted Legislation 

Based on recently enacted legislation, certain account information with respect to U.S. Holders who hold Bonds 
through certain foreign financial institutions may be reportable to the IRS. Investors should consult with their own tax 
advisors regarding the possible implications of this recently enacted legislation on their investment in the Bonds. 

THE PRECEDING DISCUSSION IS FOR GENERAL INFORMATION PURPOSES ONLY AND IS 
NOT TAX ADVICE. ACCORDINGLY, EACH PROSPECTIVE HOLDER OF A BOND SHOULD CON
SULT ITS OWN TAX ADVISOR AS TO THE PARTICULAR TAX CONSEQUENCES TO IT OF PUR
CHASING, OWNING AND DISPOSING OF BONDS, INCLUDING THE APPLICABILITY AND 
EFFECT OF ANY STATE, LOCAL OR FOREIGN TAX LAWS, AND OF ANY PROPOSED CHANGES 
IN APPLICABLE LAW. 
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PLAN OF DISTRIBUTION 

Under the terms and subject to the conditions contained in a purchase agreement dated November 8, 2010 (the 
"Purchase Agreement"), we have agreed to sell to the initial purchasers, for whom Credit Suisse Securities (USA) 
LLC and Merrill Lynch, Pierce, Fenner & Smith Incorporated are acting as representatives, and the initial 
purchasers have severally agreed to purchase, the following respective principal amounts of Bonds: 

Principal Principal Principal 
Amount of Amount of Amount of 

Initial Purchasers the 2015 Bonds the 2020 Bonds the 2040 Bonds 

Credit Suisse Securities (USA) LLC . . . . . . . . . . . $ 50,000,000 $100,000,000 $150,000,000 

Merrill Lynch, Pierce, Fenner & Smith 
Incorporated ................... 50,000,000 100,000,000 150,000,000 

BNP Paribas Securities Corp. . ............... 25,000,000 50,000,000 75,000,000 

Mitsubishi UP] Securities (USA), Iuc . ........ . 25,000,000 50,000,000 75,000,000 

RBS Securities Inc . ...................... . 25,000,000 50,000,000 75,000,000 

Scotia Capital (USA) Inc .................... 25,000,000 50,000,000 75,000,000 

BBVA Securities Inc ....................... 10,000,000 20,000,000 30,000,000 

RBC Capital Markets, LLC .................. 10,000,000 20,000,000 30,000,000 

Santander Investment Securities Inc ............ 10,000,000 20,000,000 30,000,000 

SunTrust Robinson Humphrey, Inc ............. 10,000,000 20,000,000 30,000,000 

The Williams Capital Group, L.P .............. 10,000,000 20,000,000 30,000,000 

Total. ................................ $250,000,000 $500,000,000 $750,000,000 

The Purchase Agreement provides that the initial purchasers are obligated to purchase all of the Bonds if any 
are purchased. The Purchase Agreement also provides that if an initial purchaser defaults, the purchase commit
ments of nondefaulting initial purchasers may be increased or the offering may be terminated. 

The initial purchasers propose to offer each series of Bonds initially at the respective offering price on the 
cover page of this offering memorandum for the applicable series and may also offer the Bonds to selling group 
members at the offering price less a selling concession. After the initial offering. the offering price may be changed. 

The Bonds have not been registered under the Securities Act and may not be offered or sold within the 
United States or to, or for the account or benefit of, U.S. persons except to qualified institutional buyers in reliance 
on Rule l44A under the Securities Act and to non~U.S. persons in offshore transactions in reliance on Regulation S 
under the Securities Act. Each of the initial purchasers has agreed that, except as permitted by the Purchase 
Agreement, it will not offer, sell or deliver the Bonds 0) as pali of its distribution at any time or (ii) otherwise until 
40 days after the later of the commencement of the offering and the closing date, within the United States or to, or 
for the account or benefit of, U.S. persons, and it will have sent to each broker/dealer to which it sel1s Bonds in 
reliance on Regulation S during such 40~day period, a confirmation or other notice detailing the restrictions on 
offers and sales of the Bonds within the United States or to, or for the account or benefit of, U.S. persons. Terms used 
in this paragraph have the meanings given to them by Regulation S under the Securities Act. Resales of the Bonds 
are restricted as described under "Transfer Restrictions." 

In addition, until 40 days after the commencement of the offering, an offer or sale of Bonds within the 
United States by a broker/dealer (whether or not it is participating in the offering) may violate the registration 
requirements of the Securities Act if such offer or sale is made otherwise than pursuant to Rule 144A. 

Each of the initial purchasers severally will represent and agree that: 

• it has not offered or sold and prior to the expiry of a period of six months from the closing date, will not offer 
or sell any Bonds to persons in the United Kingdom except to persons whose ordinary activities involve them 
in acquiring, holding, managing or disposing of investments (as principal or agent) for the purposes of their 
businesses or otherwise in circumstances which have not resulted and will not result in an offer to the public 
in the United Kingdom within the meaning of the Public Offers of Securities Regulations 1995; 
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it has only communicated or caused to be communicated and will only communicate or cause to be 
communicated any invitation or inducement to engage in investment activity (within the meaning of 
section 21 of the Financial Services and Markets Act 2000 (the "FSMA"» received by it in connection with 
the issue or sale of any Bonds in circumstances in which section 21(1) of the FSMA docs not apply to the 
Issuer; and 

it has complied and will comply with all applicable provisions of the FSMAwith respect to anything done by 
it in relation to the Bonds in, from or otherwise involving the United Kingdom. 

\Ve have agreed to indemnify the initial purchasers against liabilities or to contribute to payments which they 
may be required to make in that respect. 

The Bonds of each series are a new issue of securities for which there cUlTently is no market. The initial 
purchasers have advised us that they intend to make a market in the Bonds as permitted by applicable law. They arc 
not obligated, however, to make a market in the Bonds and any market-making may be discontinued at any time at 
their sole discretion. Accordingly, no assurance can be given as to the development or liquidity of any market for the 
Bonds. 

The initial purchasers may engage in over-aUotment, stabilizing transactions, covering transactions and 
penalty bids in accordance with Regulation M under the Exchange Act. 

Over-allotment involves sales in excess of the offering size, which creates a short position for the initial 
purchasers. 

Stabilizing transactions permit bids to purchase the underlying security so long as the stabilizing bids do not 
exceed a specified maximum. 

Covering transactions involve purchases of the Bonds in the open market after the distribution has been 
completed in order to cover short positions. 

Penalty bids permit the initial purchasers to reclaim a selling concession from a broker/dealer when the 
Bonds original1y sold by such broker/dealer are purchased in a stabilizing or covering transaction to cover 
short positions. 

These stabilizing transactions, covering transactions and penalty bids may cause the price of the Bonds to be 
higher than it would otherwise be in the absence of these transactions. These transactions, if commenced, may be 
discontinued at any time. 

We expect that delivery of the Bonds will be made against payment therefor on or about November 16,2010, 
which will be the fifth business day following the date of pricing of the Bonds (T +5). Trades in the secondary market 
generally are required to settle in three business days (T +3), unless the parties to any such trade expressly agree 
otherwise. Accordingly, purchasers who wish to trade Bonds on the date of pricing or the next succeeding business 
day will be required, by virtue of the fact that the Bonds initially will settle T +5, to specify an alternate settlement 
cycle. Purchasers of the Bonds who wish to trade Bonds on the date of pricing or the next succeeding business day 
should consult their own advisor. 

Other Relationships and Conflicts of Interest 

Certain of the initial purchasers and their respective affiliates have from time to time in the past and may in the 
future perform VRl'iOllS financial advisory, investment banking and other services for us and our affiliates in the 
ordinary course of business, for which they received and may receive customary fees and expenses. In particular, 
affiliates of the representatives and other initial purchasers are lenders and/or agents under our credit facilities and 
certain credit facilities of our affiliates. 
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LEGAL MATTERS 

The validity of the Bonds offered hereby will be passed upon for us by Dewey & LeBoeuf LLP, New York, 
New York and John R. McCall, Executive Vice President, General Counsel, Corporate Secretary and Chief 
Compliance Officer to the Company. Certain legal matters will be passed upon for the initial purchasers by 
Davis Polk & \Vardwell LLP, New York, New York. However, matters peltaining to our organization, our title to 
property and the lien of the Mortgage upon our properties will be passed upon only by Mr. McCall and Stoll Keenon 
Ogden PLLC. As to matters involving the law of the Commonwealths of Kentucky and Virginia and the State of 
Tennessee, Dewey & LeBoeufLLP and Davis Polk & Wardwell LLP will rely upon the opinions of Mr. McCall and 
Stoll Keenon Ogden PLLC. 

INDEPENDENT AUDITORS 

The financial statements of Kentucky Utilities Company as of December 31,2009 and 2008 and for each of the 
three years in the period ended December 31, 2009 included in this offering memorandum and the effectiveness of 
internal control over financial reporting as of December 31, 2009 have been audited by PricewaterhotlseCoopers 
LLP, independent auditors, as stated in their report appearing therein. 
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Kentucky Utilities Company 

Statements of Income 

Years Ended December 31 
2009 2008 2007 

(i\I~f$) 

OPERATING REVENUES: 

Total operating revenues (Note 11) ......... , ... ................... . $1,355 $1,405 $1,272 

OPERATING EXPENSES: 

Fuel for electric generation ......... ............................. . 434 513 461 

Power purchased (Notes 9 and 11) ................................ . 199 221 168 

Other operation and maintenance expenses ....................... , .. . 320 275 255 

Depreciation and amortization (Note 1) ........ , ................... . 133 136 121 

Total operating expenses ...................................... . 1,086 1,145 1,005 

Net operating inconlc ............................................ . 269 260 267 

Equity in earnings of EEl (Note 1) .................................. . (I) (30) (26) 

Other inconlc - net. ............................................ . (5) (8) (7) 

Interest expense (Notes 7 and 8) ................................... . 6 14 15 

Interest expense to affiliated companies (Notes 8 and 11) ......... ........ . 69 58 41 

IncoIne before income taxes ....................................... . 200 226 244 

Federal and state income taxes (Note 6) .............................. . 67 68 77 

Net income ................................................... . $ 133 $ 158 $ 167 
= = 

The accompanying notes are an integral patt of these financial statements. 
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Kentucky Utilities Company 

Statements of Retained Earnings 

Years Ended December 31 
2009 2008 2007 
--(M~f$) 

Balance Ianuary 1 ............................................... $1,195 

Add net income. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 133 

Balance December 31 ............................... . . . . . . . . . . . .. $1,328 

The accompanying notes are an il1t~gral part of these financial statements. 

P·2 

$1,037 

158 

$1,195 

$ 870 

167 

$1,037 
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Current assets: 

Kentucky Utilities Company 

Balance Sheets 

ASSETS: 

Cash and cash equivalents (Note I) ....................................... . 

Restricted cash (Note 1) ............................................... . 

Accounts receivable, net: (Notes 1 and 11) 

Customer-less reserves of$1 million and $3 million as of December 31, 2009 and 
2008, respectively ................................................ . 

Other - less reserves of $2 million and less than $1 million as of December 31, 2009 
and 2008 ....................................................... . 

Materials and supplies (Note 1): 

Fuel (predominantly coal) ............................................ . 

Other materials and supplies .......................................... . 

Deferred income taxes - net (Note 6) ..................................... . 

Regulatory assets (Note 2) .............................................. . 

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

Total current assets ..................................................... . 

Other property and investments (Note 1) ..................................... . 

Utility plant, at original cost (Note I): ....................................... . 

Less: reserve for depreciation ............................................ . 

Total utility plant, net ................................................. . 

Construction work in progress ........................................... . 

Total utility plant and construction work in progress ............................. . 

Deferred debits and other assets: 

Regulatory assets (Note 2): 

Pension benefits .................................................... . 

Other ............................................................ . 

Cash sUll'ender value of key man life insurance .............................. . 

Other assets ......................................................... . 

Total deferred debits and other assets ........................................ . 

Total Assets .......................................................... . 

The accompanying notes are an integral part of these financial statements. 

F-3 

December 31 
2009 2008 
(MllIions~ 

$ 2 $ 2 

9 

155 152 

27 32 

98 73 

39 36 

3 2 

32 32 

10 8 

366 346 

12 23 

4,892 4,446 

1,838 1,724 

3,054 2,722 

1,257 1,176 

4,311 3,898 

105 137 

117 64 

38 39 

7 11 

267 251 

$4,956 $4,518 
= = 
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Cuo'ent liabilities: 

Kentucky Utilities Company 

Balance Sheets (continued) 

LIABILITIES AND EQUITY: 

Current portion of long-term debt (Note 7) .................................. . 

Notes payable to affiliated companies (Notes 8 and 11) ........................ . 

Accounts payable .................................................... . 

Accounts payable to affiliated companies (Note II) ........................... . 

Customer deposits ..... ............................................... . 

Regulatory liabilities (Note 2) ........................................... . 

Other current liabilities .......................... ...................... . 

Total current liabilities 

Long-term debt: 

Long-term bonds (Note 7) .............................................. . 

Long-term debt to affiliated company (Notes 7 and II) ........................ . 

Total long-term debt .................................................... . 

Deferred credits and other liabilities: 
Accumulated deferred income taxes (Note 6) ............. ................... . 

Accumulated provision for pensions and related benefits (Note 5) ................. . 
Investment tax credit (Note 6) ........................................... . 

Asset retirement obligations . ............................................ . 
Regulatory liabilities (Note 2): 

Accumulated cost of removal of utility plant. .. ............................ . 

Deferred inconle taxes ........ ....................................... . 

Postretirelllcnt benefits ................ , ............... , .............. . 
Other ............................................................ . 

Other liabilities ...................................................... . 

Total defClTed credits and other liabilities ..................................... . 

Commitments and contingencies (Note 9) 
COMMON EQUITY: 

Common stock, without par value -
Authorized 80,000,000 shares, outstanding 37,817,878 shares .................. . 

Additional paid-in capital (Note II) ....................................... . 

Retained earnings .... , ............................................... . 
Undistributed subsidiary earnings ...... ................................... . 

Total retained earnings .............................................. ... . 

Total conUTIon equity ............................... .................... . 

Total Liabilities and Equity ............................................... . 

The accompanying notes are an integral part of these financial statements. 

F-4 

December 31 
2009 2008 
(Mllllons~ 

$ 261 $ 228 

45 16 

107 155 

88 38 

22 21 

3 5 

42 34 

568 497 

123 123 

1,298 1,181 

1,421 1,304 

336 279 

160 186 

104 80 

34 32 

331 329 

9 16 

9 10 

11 15 

21 26 

1,015 973 

308 308 

316 241 

1,318 1,174 

10 21 

1,328 1,195 

1,952 1,744 

$4,956 $4,518 
= 
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Kentucky Utilities Company 

Statements of Cash Flows 

Years Ended December 31 
2009 2008 2007 

(i\Ii~f$) 

CASH FLOWS FROM OPERATING ACTIVITIES: 
Net incoIne ................................................... . $ 133 
Items not requiring cash currently: 

Depreciation and amortization ................................... , . 133 
Deferred income taxes - net. .................................... . 50 
Investment tax credit - net ...................................... . 24 
Provision for pension and postretirement plans ........................ . 26 
Other ...................................................... . 

Change in certain current assets and liabilities: 
Accounts receivable .......... , ................................ . (4) 
Materials and supplies .......................................... . (28) 
Prepayments and other current assets ............................... . (3) 
Accounts payable ............................................. . (3) 
Other current liabilities ......................................... . 8 

Pension and postretirement funding .................................. . (20) 
Storm restoration regulatory asset ................................... . (57) 
Other ........................................................ . ~ 

Net cash provided by operating activities ............................ . 253 

CASH FLOWS FROM INVESTING ACTIVITIES: 
Construction expenditures ......................................... . (516) 
Assets purchased from affiliate ..................................... . 
Change in restricted cash ......................................... . 9 

Net cash used for investing activities ............................... . (507) 

CASH FLOWS FROM FINANCING ACTIVITIES: 
Long-term borrowings from affiliated company (Note 7) . . . . . . . . . . . . . . . . . . . ISO 
Short-term borrowings from affiliated company - net (Note 8) . . . . . . . . . . . . . . 29 
Retirement of first mortgage bonds .................................. . 
Issuance of pollution control bonds .................................. . 
Retirement of pollution control bonds ................................ . 
Acquisition of outstanding bonds ................................... . 
Reissuance of reacquired bonds ..................................... . 
Retirement of reacquired bonds ..................................... . 
Additional paid-in capital. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 75 

Net cash provided by financing activities. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 254 

Change in cash and cash equivalents ................................... . 
Cash and cash equivalents at beginning of year. . . . . . . . . . . . . . . . . . . . . . . . . . . . 2 

Cash and cash equivalents at end of year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. $ 2 

Supplemental disclosures of cash flow information: 
Cash paid during the year for: 

$ 158 $ 167 

136 121 
(13) (5) 
25 42 
10 11 
1 (4) 

12 (16) 
(33) 22 

(1) I 
9 (15) 
5 4 

(5) (19) 
(2) 

~ 2 

292 311 

(686) (749) 
(10) 

I 12 

(695) (737) 

250 448 
(7) (74) 

(107) 
77 78 

(60) 
(80) 
63 
17 

145 ~ 

405 420 

2 (6) 
6 

$ 2 $-== 

Income taxes ................................................. $ (9) $ 46 $ 38 
Interest on bOlTowed money .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3 13 16 
Interest to affiliated companies on borrowed money. . . . . . . . . . . . . . . . . . . . . 67 53 29 

The accompanying notes are an integral part of these financial statements. 
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LONG-TERM DEBT (Note 7): 
Pollution control series: 

Kentucky utilities Company 

Statements of Capitalization 

Mercer Co. 2000 Series A. due May 1, 2023, variable% ................................. . 
Carroll Co. 2002 Series At due February 1,2032, variable% ..... , ................. , ...... . 
Carroll Co. 2002 Series B, due February 1,2032, variable% .. , .. , , ............ , ........... . 
Muhlenberg Co. 2002 Series A, due February 1, 2032, variablc% ........................... . 
Mercer Co, 2002 Series At due Febmary I, 2032, variable% . , ............................ . 
Carroll Co. 2002 Series C, due October I, 2032, variablc% ...................... , ........ . 
Carroll Co. 2004 Series A, due October 1, 2034, variable% ............................... . 
Carroll Co. 2006 Series B, due October 1,2034, variable% ............................... . 
Carroll Co. 2007 Series A, due Febmary I, 2026, 5.75% ................................. . 
Trimble Co. 2007 Series A, due March I, 2037, 6.0% ................................... . 
Carroll Co. 2008 Series A, due Febmary I, 2032, variabIe% .............................. . 

Total pollution control series ...................................................... . 
Notes payable to Fidelia: 

Due November 24, 2010, 4.24%, unsecured .......................................... . 
Due January 16, 2012, 4.39%, unsecured ............................................ . 
Due April 30, 2013, 4.55%, unsecured ............................................. . 
Due August 15,2013,5.31%, unsecured .. " ........................................ . 
Due Deccmber 19, 2014, 5.45%, unsecured .......................................... . 
Due July 8, 2015, 4.735%, unsecured .............................................. . 
Due Deccmber 21,2015,5.36%, unsecured .......................................... . 
Due October 25,2016,5.675%, unsecured ........................................... . 
Due April 24, 2017, 5.28%, unsecured ............................................. . 
Due June 20,2017.5.98%, unsecured .............................................. . 
Due July 25, 2018. 6.16%, unsecured .............................................. . 
Due August 27, 2018, 5.645%, unsecured ........................................... . 
Due December 17.2018,7.035%, unsecured ......................................... . 
Due July 29, 2019, 4.81%, unsecured .............................................. . 
Due October 25, 2019, 5.71%, unsecured .............. " ........................... . 
Due November 25, 2019. 4.445%, unsecured ......................................... . 
Due February 7, 2022, 5.69%, unsecured ............................................ . 
Due May 22. 2023, 5.85%, unsecured ....................... , ...................... . 
Due September 14, 2028, 5.96%, unsecured .......................................... . 
Due June 23. 2036, 6.33%, unsecured .............................................. . 
Due March 30, 2037, 5.86%, unsecured ......... , .. , ............................... . 

Total notes payable to Fidelia ........... , ...... , .. , ........... , ............ , , ..... . 

Totallong-tenll debt outstanding . , ........................ , .......... , ........... , 

Less current portion of long-term debt .. ,' ..................................... , ... . 

Long-tenn debt .. , .............. , . , ......................................... . 

COMMON EQUITY: 
Common stock, without par value -

Authorized 80,000,000 shares, outstanding 37,817,878 shares .. , .. , , .......... , . , ........ , .. 
Additional paid-in-capital (Note 11) ................... , ........................... . 

Retained earnings ................................ , ............................ . 
Undistributed subsidiary eamings ...... , , ... , ...... , .. , . , .......... , . , ........ , .... . 

Total retained earnings ............... , .......................................... . 

Total COlllmon equity ..................................... , ..................... . 

Total capitalization ......................... , .......... , .............. , .......... . 

The accompanying notes are an integral part of these financial statements. 

F-6 

Decembu 31 
2009 2008 
~ions~ 

$ 13 S 13 
21 21 
2 2 
2 2 
8 8 

96 96 
50 50 
54 54 
18 18 
9 9 

78 78 

351 351 

33 33 
50 50 

100 lOll 
75 75 

100 lOll 
50 50 
75 75 
50 50 
50 
50 50 
50 50 
50 50 
75 75 
50 
70 70 
50 
53 53 
75 75 

100 lOll 
50 50 
75 75 

1,331 ~ 
1,682 1,532 

261 228 

1,421 1,304 

308 308 
316 241 

1,318 1,174 
10 21 

1,328 1,195 

1,952 1,744 

$3,373 $3,048 
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Kentucky Utilities Company 

Notes to Financial Statements 

Note 1 - Summary of Significant Accounting Policies 

KU, incorporated in Kentucky in 1912 and in Virginia in 1991, is a regulated public utility engaged in the 
generation, transmission, distribution and sale of electric energy in Kentucky, Virginia and Tennessee. KU provides 
electric service to approximately 515,000 customers in 77 counties in central, southeastern and western Kentucky, 
to approximately 30,000 customers in 5 counties in sQuthwestcm Virginia and 5 customers in Tennessee. KU's 
service area covers approximately 6,600 square miles. Approximately 99% of the electricity generated by KU is 
produced by its coal-fired electric generating stations. The remainder is generated by a hydroelectric power plant 
and natural gas and oil fueled CTs. In Virginia, KU operates under the name Old Dominion Power Company. KU 
also sells wholesale electric energy to 12 municipalities. 

KU is a wholly~owned subsidiary of E.ON U.S., an indirect whoIly-owned subsidiary of RON, a German 
corporation. KU's affiliate, LG&E, is a regulated public utility engaged in the generation, transmission, distribution 
and sale of electric energy and the distribution and sale of natural gas in Kentucky. 

Certain reclassification entries have been made to the previous years' financial statements to conform to the 
2009 presentation with no impact on net assets, liabilities and capitalization or previously reported net income. 
However, for 2008 cash from operations was decreased by $5 million and cash flows from investing increased by 
$5 million and for 2007 cash from operations increased by $4 miIIion and cash flows from investing decreased by 
$4 million. 

Regulatory Accollnting. KU is subject to the regulated operations guidance of the FASB ASC, under which 
regulatory assets are created based on expected recovery from customers in future rates to defer costs that would 
otherwise be charged to expense. Likewise, regulatory liabilities are created based on expected return to customers 
in future rates to defer credits that would otherwise be reflected as income, or, in the case of costs of removal, are 
created to match long-term future obligations arising from the current use of assets. The accounting for regulatory 
assets and liabilities is based on specific ratemaking decisions or precedent for each item as prescribed by the 
FERC, the Kentucky Commission or the Virginia Commission. See Note 2, Rates and Regulatory Matters, for 
additional detail regarding regulatory assets and liabilities. 

Cash and Cash Equivalellts. KU considers all highly liquid investments with an original maturity of three 
months or less to be cash equivalents. 

Restricted Cash. Proceeds from bond issuances for environmental equipment (primarily related to the 
installation of FGDs) are held in trust pending expenditure for qualifying assets. 

Allowance for Doubtful Accollnts. The alIowance for doubtful accounts included in customer accounts 
receivable is based on the ratio of the amounts charged-off during the last twelve months to the retail revenues billed 
over the same period multiplied by the retail revenues biIled over the last four months. Accounts with no payment 
activity are charged-off after foul' months, although collection efforts continue thereafter. The allowance for 
doubtful accounts included in other accounts receivable is composed of accounts aged more than four months. 
Accounts are written off as management determines them uncollectible. 

Materials alld Supplies. Fuel and other materials and supplies inventories are accounted for using the 
average-cost method. Emission allowances are included in other materials and supplies. At December 31, 2009 and 
2008, the emission aIIowances inventory was $1 million and less than $1 million, respectively. 

Other Property and Illvestmellts. Other property and investments on the balance sheets consists of KU's 
investment in EEl, KU's investment in OVEC, funds related to the long-term power purchase contract with OMU 
and non-utility plant. 

Although KU holds investment interests in OVEC and EEl. it is not the primary beneficiary, therefore, neither 
arc consolidated into the Company's financial statements. KU and 10 other electric utilities are owners of OVEC, 
located in Piketon, Ohio. OVEC owns and operates two coal-fired power plants, Kyger Creek Station in Ohio and 
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Clifty Creek Station in Indiana. aVEC's power is currently supplied to KU and 12 other companies affiliated with 
the various owners. Pursuant to current contractual agreements, KU owns 2.5% of aVEC's common stock and is 
contractually entitled to 2.5% of aVEC's output, approximately 55 Mw of generation capacity. 

As of December 31, 2009 and 2008, KU's investment in aVEC totaled less than $1 million and is accounted for 
under the cost method of accounting, The direct exposure to loss as a result of its involvement with aVEC is 
generally limited to the value of its investment. See Note 9, Commitments and Contingencies, for further discussion 
of developments regarding KU's ownership interests and power purchase rights. 

KU owns 20% of the common stock of EEl, which owns and operates a 1,162-Mw generating station in 
southern Illinois. EEl, through a power marketer affiliated with its majority owner, sells its output to third parties. 
KU's investment in EEl is accounted for under the equity method of accounting and, as of December 31, 2009 and 
2008, totaled $12 million and $22 million, respectively. KU's direct exposure to loss as ,a result of its involvement 
with EEl is generally limited to the value of its investment. 

Utility Plant. Utility plant is stated at original cost, which includes payroll-related costs such as taxes, fringe 
benefits and administrative and general costs. Construction work in progress has been included in the rate base for 
determining retail customer rates in Kentucky. KU has not recorded a significant allowance for funds used dllling 
construction. 

The cost of pfant retired or disposed of in the normal course of business is deducted from plant accounts and 
such cost is charged to the reserve for depreciation. \Vhen complete operating units are disposed of, appropriate 
adjustments are made to the reserve for depreciation and gains and iosses, if any, are recognized. 

Depreciation and Amortization. Depreciation is provided on the straight-line method over the estimated 
service lives of depreciable plant. The amounts provided were approximately 2.6% in 2009, 3.0% in 2008 and 3.2% 
in 2007 of average depreciable plant. Of the amount provided for depreciation at December 31, 2009, approx
imately 0.4% was relatcd to the retirement, removal and disposal costs of long lived assets. At December 31, 2008 
and 2007, approximately 0.5% was related to the retirement, removal and disposal costs of long lived assets. 

Unamortized Debt Expense. Debt expense is capitalized in deferred debits and amortized using the straight 
line method, which approximates the effective interest method, over the lives of the related bond issues. 

income Taxes. In accordance with the guidance of the FASB ASC, deferred tax assets and liabilities are 
recognized for the future tax consequences attributable to differences between the financial statement carrying 
amounts of existing asscts and liabilities and their respective tax bases, as measured by enacted tax rates that are 
expccted to be in effect in the periods when the deferred tax assets and liabilities are expected to be settled or 
realized. Significant judgment is required in determining the provision for income taxes, and there are transactions 
for which the ultimate tax outcome is uncertain. The income taxes guidance of the FASB ASC prescribes a 
recognition threshold and mcasurement attribute for the financial statement recognition and mcasurement of a tax 
position taken or expected to be taken in a tax return. Uncertain tax positions are analyzed periodically and 
adjustments arc made when events occur to warrant a change. See Note 6, Income Taxes. 

Deferred income Taxes. Deferred income taxes are recognized at currently enacted tax rates for all material 
tempor81Y differences between the financial reporting and income tax bases of assets and liabilities. 

investment Tax Credits. The EPAct 2005 added Section 48A to the Intemal Revenue Code, which provides 
for an investment tax credit to promote the commercialization of advanced coal technologies that will generate 
electricity in an environmentally responsible manner. KU and LG&E received an investment tax credit relatcd to the 
construction of a new base-load, coal-fired unit, TC2. See Note 6, Income Taxes. Investment tax credits prior to 
2006 resulted from provisions of the tax law that permitted a reduction of KU's tax liability based on credits for 
construction expenditures. Deferred iI~vestment tax credits are being amortized to income over the estimated lives 
of the related property that gave rise to the credits. 

Revenue Recognition. Revenues are recorded based on service rendered to customers through month-end. 
KU accrues an estimate for unbilled revenues from each meter reading date to the end of the accounting period 
based on allocating the daily system net deliveries between billed volumes and unbillcd volumes. The allocation is 
based on a daily ratio of the number of meter reading cycles remaining in the month to the total number of meter 
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reading cycles in each month. Each day's ratio is then multiplied by each day's system net deliveries to determine an 
estimated billed and unbilled volume for each day of the accounting period. The unbilled revenue estimates 
included in accounts receivable were $76 million, $60 million and $59 million at December 31, 2009, 2008 and 
2007, respectively. 

Fuel Costs. The cost of fuel for generation is charged to expense as used. See Note 2, Rates and Regulatory 
Matters, for a description of the FAC. 

Management's Use of Estimates. The preparation of financial statements in confonnity with generally 
accepted accounting principles requires management to make estimates and assumptions that affect the reported 
assets and liabilities and disclosure of contingent items at the date of the financial statements and the reported 
amounts of revenues and expenses during the reporting period. Accrued liabilities, including legal and environ
mental, are recorded when they are probable and estimable. Actual results could differ from those estimates. 

Recent Accounting Pronollncements. The following are recent accounting pronouncements affecting KU: 

Hierarchy of Generally Accepted Accounting Principles 

The guidance related to the hierarchy of generally accepted accounting principles was issued in June 2009, and 
is effective for interim and annual periods ending after September 15, 2009. The guidance establishes the FASB 
ASC as the single source of authoritative nongovernmental U.S. generally accepted accounting principles. It had no 
effect on the Company's results of operations, financial position or liquidity; however, references to authoritative 
accounting literature have changed with the adoption. 

Subsequent Events 

The guidance related to subsequent events was issued in May 2009, and is effective for interim and annual 
periods ending after June 15,2009. This guidance requires disclosure of the date through which subsequent events 
have been evaluated, as well as whether that date is the date the financial statements were issued or the date they 
were available to be issued. The adoption of this guidance had no impact on the Company's results of operations, 
financial position or liquidity; however, additional disclosures were required with the adoption. Sec Note 12, 
Subsequent Events, for additional disclosures. 

Interim Disclosures about Fair Value of Financial Instruments 

The guidance related to interim disclosures about fair value of financial instruments was issued in April 2009, 
and is effective for interim and annual periods ending after June 15,2009. This guidance requires qualitative and 
quantitative disclosures about fair values of assets and liabilities on a quarterly basis. The adoption had no impact on 
the Company's results of operations, financial position or liquidity; however, additional disclosures were required 
with the adoption, See Note 3, Financial Instruments, for additional disclosures. 

Employers' Disclosures about Postretirement Benefit Plan Assets 

The guidance related to employers' disclosures about postretirement benefit plan assets was issued in 
December 2008, and is effective as of December 31, 2009. This guidance requires additional disclosures related 
to pension and other postretirement benefit plan assets. Additional disclosures include the investment allocation 
decision-making process, the fair value of each major category of plan assets as well as the inputs and valuation 
techniques used to measure fair value and significant concentrations of risk within the plan assets. The adoption had 
no impact on the Company's results of operations, financial position or liquidity; however, additional disclosures 
were required with the adoption. See Note 5, Pension and Other Postretirement Benefit Plans, for additional 
disclosures. 

Disclosures about Derivative Instruments and Hedging Activities 

The guidance related to disclosures about derivative instruments and hedging activities was issued in March 
2008, and is effective for fiscal years, and interim periods within those fiscal years, beginning on or after 
November 15,2008. The objective of this guidance is to enhance the current disclosure framework. The adoption 
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had 110 impact on KU's results of operations, financial position or liquidity; however, additional disclosures relating 
to derivatives were required with the adoption effective January 1,2009. See Note 3, Financial Instruments, for 
additional disclosures. 

Noncontrolling Interests in Consolidated Financial Statements 

The guidance related to noncontrolling interests in consolidated financial statements was issued in December 
2007, and is effective for fiscal years, and interim periods within those fiscal years, beginning on or after 
December 15,2008. The objective of this guidance is to improve the relevance, comparability and transparency of 
financial information in a reporting entity's consolidated financial statements. The Company adopted this guidance 
effective January 1,2009, and it had no impact on its results of operations, financial position or liquidity. 

Fair Value Measurements 

In January 2010, the FASB issued guidance related to fair value measurement disclosures requiring separate 
disclosure of amounts of significant transfers in and out of levelland level 2 fair value measurements and separate 
information about purchases, sales, issuances, and settlements within level 3 measurements. This guidance is 
effective for the first reporting period beginning after issuance except for disclosures about the roll-forward of 
activity in level 3 fair value measurements. This guidance will have no impact on the Company's results of 
operations, financial position or liquidity; however, additional disclosures will be provided as required. 

In August 2009, the FASB issued guidance related to fair value measurement disclosures, which is effective for 
the first reporting period beginning after issuance. The guidance provides amendments to clarify and reduce 
ambiguity in valuation techniques, adjustments and measurement criteria for liabilities measured at fair value. The 
adoption had no impact on the Company's results of operations, financial position or liquidity, and no additional 
disclosures were required. 

The guidance related to fair value measurements was issued in September 2006 and, except as described 
below, was effective for fiscal years beginning after November 15, 2007, This statement defines fair value, 
establishes a framework for measuring fair value in generally accepted accounting principles and expands 
disclosures about fair value measurements. This guidance does not expand the application of fair value accounting 
to new circumstances. 

In February 2008, guidance on fair value measurements and disclosures delayed the effective date for all 
nonfinancial assets and liabilities, except those tbat are recognized or disclosed at fair value in the financial 
statements on a recurring basis (at least annually), to fiscal years beginning after November 15,2008, and interim 
periods within those fiscal years. All other amendments have been evaluated and have no impact on the Company's 
financial statements. 

The Company adopted this guidance effective January 1,2008, except as it applies to those nonfinancial assets 
and liabilities, and it had no impact on the results of operations, financial position or liquidity, however, additional 
disclosures relating to its financial derivatives and cash collateral on derivatives, as required, are now provided. Fair 
value accounting for all nonrecurring fair value measurements of nonfinancial assets and liabilities was adopted 
effective January 1, 2009, and it had no impact on the results of operations, financial position or liquidity. At 
December 31, 2009, no additional disclosures were required as KU did not have any nonfinancial assets or liabilities 
measured at fair value subsequent to initial measurement. 

The guidance related to determining fair value was issued in April 2009, and is effective for interim and annual 
periods ending after June 15,2009. This update provides additional guidance on determining fair values when there 
is no active market or where the price inputs being used represent distressed sales. The adoption had no impact on 
the Company's results of operations, financial position or liquidity. 

Note 2 - Rates and Regulatory Matters 

The Company is subject to the jurisdiction of the Kentucky Commission, the Virginia Commission, the 
Tennessee Regulatory Authority and the FERC in virtually all matters related to electric utility regulation, and as 
such, its accounting is subject to the regulated operations guidance of the FASB ASC. Given its position in the 
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marketplace and the status of regulation in Kentucky and Virginia, there are no plans or intentions to discontinue the 
application of the regulated operations guidance of the FASB ASC. 

2010 Kentucky Rate Case 

In January 2010, KU filed an application with the Kentucky Commission requesting an increase in base 
electric rates of approximately 12%, or $135 million annually, including an 11.5% return on equity. KU has 
requested the increase, based 011 the twelve month test year ended October 31, 2009, to become effective on and 
after March 1,2010. The requested rates have been suspended until August 1, 2010, at which time they may be put 
illto effect, subject to refund, if the Kentucky Commission has not issued an order in the proceeding. The palties are 
currently exchanging data requests in the proceedings and a hearing date has been scheduled for June 2010. An 
order in the proceeding may occur during the third or fourth quarters of 2010. 

2008 Kentucky Rate Case 

In July 2008, KU filed an application with the Kentucky Commission requesting an increase in base electric 
rates. In January 2009, KU, the AG, the KIUC and all other parties to the rate case filed a settlement agreement with 
the Kentucky Commission, under which KU's base electric rates decreased by $9 million annually. An Order 
approving the settlement agreement was received in February 2009. The new rates were implemented effective 
February 6, 2009, at which time the merger surcredit terminated. 

In conjunction with the filing of the application for changes in base rates the VDT surcredit terminated. The 
VDT surcredit resulted from a 2001 initiative to share savings of $10 million from the VDT initiative with 
customers over five years. In February 2006, KU and all parties to the proceeding reached a unanimous settlement 
agreement on the future ratemaking treatment of the VDT surcredit which was approved by the Kentucky 
Commission in March 2006 at an annual rate of $4 million. Under the terms of the settlement agreement, the VDT 
surcredit continued at its then current level until such time as KU filed for a change in base rates. In accordance with 
the Order, the VDT surcredit terminated in August 2008, the first billing mouth after the July 2008 filing for a 
change in base rates. 

In December 2007, KU submitted its plan to allow the merger surcredit to terminate as scheduled on June 30, 
2008. The merger surcredit originated as part of the LG&E Energy merger with KU Energy Corporation in 1998. In 
June 2008, the Kentucky Commission issued an Order approving a unanimous settlement agreement reached with 
all parties to the case which provided for a reduction in the merger surcredit to approximately $6 million for a 
7-month period beginning July 2008, termination of the merger surcredit when new base rates went into effect on or 
after January 31, 2009, and that the merger surcredit be continued at an annual rate of $12 million thereafter should 
the Company not file for a change in base rates. In accordance with the Order, the merger surcredit was terminated 
effective February 6, 2009, with the implementation of new base rates. 

Virginia Rate Case 

In June 2009, KU filed an application with the Virginia Commission requesting an increase in electric base 
rates for its Virginia jurisdictional customers in an amount of $12 million annually or approximately 21 %. The 
proposed increase reflected a proposed rate of return on rate base of 8.586% based upon a return on equity of 12%. 
During December 2009, KU and the Virginia Commission Staff agreed to a Stipulation and Recommendation 
authorizing base rate revenue increases of $11 million annually and a return on rate base of 7.846% based on a 
10.5% return OIl common equity. A public hearing was held during Janumy 2010. As permitted, pursuant to a 
Virginia Commission order, KU elected to implement the proposed rates effective November 1, 2009, all an interim 
basis. In March 2010, the Virginia Commission issued an Order approving the stipulation, with the increased rates 
to be put into effect as of April 1, 2010. As part of the stipulation, KU wiII refund certain amounts collected since 
November 2009, consisting of interim increased rates in excess of the ultimate approved rates. These refunds 
aggregate approximately $1 million and are anticipated to occur during the second quarter of2010. See also Note 12 
to Notes to Financial Statements. 
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FERC Wholesale Rate Case 

In September 2008, KU filed an application with the FERC for increases in base electric rates applicable to 
wholesale power sales contracts or interchange agreements involving, collectively, twelve Kentucky municipalities. The 
application requested a shift from current, all-in stated unit charge rates to an unbundled fOl1nula rate. In May 2009, as a 
result of settlement negotiations, KU submitted an unopposed motion infOlming the PERC of the filing of a settlement 
agreement and agreed-upon seven-year service agreements with the municipal customers. The unopposed motion 
requested interim rate stluctUres containing tenns corresponding to the overall settlement principles, to be effective from 
May C 2009, "until FERC approval of the settlement agreement. The settlement and service agreements provide for 
unbundled fonnula rates which are subject to annual adjustment and approval processes. In May 2009, the PERC issued 
an Order approving the interim settlement with respect to rates effective May 1, 2009 representing increases of 
approximately 3% from prior charges and a retum on equity of II %. Additionally, during May 2009. KU filed the fIrst 
annual adjustment to the fOl1llula rates to incorporate 2008 data, which adjusted fonnula rates became effective on July 1, 
2009 and were approved by the FERC during September 2009. 

Separately, the parties were not able to reach agreement on the issue of whether KU must allocate to the 
municipal customers a portion of renewable resources it may be required to procure on behalf of its retail ratepayers. 
In August 2009, the PERC accepted the issue for briefing and the parties completed briefing submissions during 
2009. An order by the PERC on this matter may occur during 2010. KU is not currently able to predict the outcome 
of this proceeding, including whether its wholesale customers mayor may not be entitled to certain rights or 
benefits relating to renewable energy, and the financial or operational effects, if any, of such outcomes. 

Regulatory Assets and Liabilities 

The following regulatory assets and liabilities were included in the balance sheets as of December 31: 

Current regulatory assets: 
ECR ........................................................... . 
FAC ........................................................... . 
Net MISO exit. ................................................... . 
Other ................. , ......................................... . 

Total current regulatory assets ....................................... . 

Non~current regulatory assets: 
Storln restoration .................................................. . 
ARO ........................................................... . 
Unamortized loss on bonds ........................................... . 
Net MISO exit. ................................................... . 
Other ........................................................... . 

Subtotalnon~current regulatory assets ................................. . 
Pension benefits ................................................... . 

Total non-current regulatory assets ................................... . 

Current regulatory liabilities: 
DSM ........................................................... . 

Total current regulatory liabilities .................................... . 

Non~current regulatory liabilities: 
Accumulated cost of removal of utility plant. ............................. . 
Deferred income taxes - net ......................................... . 
Postretirement benefits .............................................. . 
Other ........................................................... . 

Totnl non-current regulatory liabilities ................................. . 
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KU does not currently earn a rate of return on the ECR and PAC regulatory assets and the Virginia levelized 
fuel factor included in other regulatory assets, which are separate recovery mechanisms with recovery within twelve 
months. No return is earned on the pension regulatory asset that represents the changes in funded status of the plans. 
KU will recover this asset through pension expense included in the calculation of base rates with the Kentucky 
Commission and will seek recovery of this asset in future proceedings with the Virginia Commission. No return is 
currently earned on the ARO asset. \Vhen an asset with an ARO is retired, the related ARO regulatory asset will be 
offset against the associated ARO regulatory liability, ARO asset and ARO liability. A return is earned on the 
unamortized loss on bonds, and these costs are recovered through amortization over the life of the debt. The 
Company is seeking recovery of the Storm restoration regulatory asset and CMRG and KCCS contributions and 
FERC jurisdictional pension expense, included in other regulatory assets, in its current base rate cases. The 
Company recovers through the calculation of base rates, the amortization of the net MISO exit regulatory asset in 
Kentucky incurred through Apri130, 2008. The Company recently received approval to recover the Virginia portion 
of this asset, as incurred through December 31, 2008, over a five year period and, due to the formula nature of its 
FERC rate structure, the FERC jurisdictional portion of the regulatory asset will be included in the annual updates to 
the rate formula. The Company recovers through the calculation of base rates, the amortization of the remaining 
regulatory assets, including other regulatory assets comprised of deferred storm costs, the East KentUCky Power 
Cooperative FERC transmission settlement agreement and Kentucky rate case expenses. Other regulatory liabilities 
include DSM, FERC jurisdictional supplies inventOlY and MISO administrative charges collected via base rates 
from May 2008 through February 5, 2009. The MISO regulatory liability will be netted against the remaining costs 
of withdrawing from the MISO, pel' a Kentucky Commission Order, in the current Kentucky base rate case. 

ARO. A summary of KU's net ARO assets, regulatory assets, ARO liabilities, regulatory liabilities and cost 
of removal established under the asset retiremel1t and environmental obligations guidance of the FASB ASC, 
follows: 

(In millions of $) 

As of December 31. 2006 ..... . 

ARO accretion ............. . 

As of December 31, 2007 ..... . 

ARO accretion ............. . 

Removal cost rec1ass ........ . 

As of December 31, 2008 ..... . 

ARO accretion ............. . 

ARONet ARO 
Assets Liabilities 

$ 5 $(28) 

~ 
$ 5 $(30) 

5 

(2) 

(32) 

(2) 

ARO depreciation. . . . . . . . . . . . (I) 

Cost of remova1 depreciation ... 

As of December 31, 2009 ..... . 

Regulatory 
Assets 

$22 

2 

$24 

2 

2 

28 

2 

Regulatory 
Liabilities 

$(2) 

$ (2) 

.£) 

(4) 

Accumulated 
Cost of Removal 

$ 2 

$ 2 

2 

Cost of Removal 
Depreciation 

$ I 

$ I 

Pursuant to regulatory treatment prescribed under the regulated operations guidance of the FASB ASC, an 
offsetting regulatory credit was recorded in depreciation and amortization in the income statement of $2 million in 
2009.2008 and 2007 for the ARO accretion and depreciation expense. KU AROs are primarily related to the final 
retirement of assets associated with generating units. For assets associated with AROs, the removal cost accnted 
through depreciation under regulatory accounting is established as a regulatory liability pursuant to regulatory 
treatment prescribed under the regulated operations guidance of the FASB ASC. For the years ended December 31, 
2008 and 2007, KU recorded less than $1 million of depreciation expense related to the cost of removal of ARO 
related assets. An offsetting regulatory liability was established pursuant to regulatory treatment prescribed under 
the regulated operations guidance of the FASB ASC. 

KU transmission and distribution lines largely operate under perpetual property casement agreements which 
do not generally require restoration upon removal of the property. Therefore, under the asset retirement and 
environmental obligations guidance of the FASB ASC, no material asset retirement obligations are recorded for 
transmission and distribution assets. 
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MISO. Following receipt of applicable FERC, Kentucky Commission and other regulatory orders, related to 
proceedings that had been underway since July 2003, KU withdrew from the MISO effective September 1,2006. 
Since the exit from the MISO, KU has been operating under a PERC-approved opcn access-transmission tariff. KU 
now contracts with the Tennessee Valley Authority to act as its transmission Reliability Coordinator and Southwest 
Power Pool, Inc. to function as its Independent Transmission Organization, pursuant to PERC requirements. 

KU and the MISO have agreed upon overall calculation methods for the contractual exit fee to be paid by the 
Company following its withdrawal. In October 2006, the Company paid $20 million to the MISO and made related 
PERC compliance filings. The Company's payment of this exit fee was with reservation of its rights to contest the 
amount, 01' components thereof, following a continuing review of its calculation and supporting documentation. KU 
and the MISO resolved their dispute regarding the calculation of the exit fee and, in November 2007, filed an 
application with the FERC for approval of a recalculation agreement. In March 2008, the FERC approved the 
parties' recalculation of the exit fee, and the approved agreement provided KU with an immediate recovery of 
$1 million and an estimated $3 million over the next seven years for credits realized from other payments the MISO 
will receive, plus interest. 

In accordance with Kentucky Commission Orders approving the MISO exit, KU has established a regulatory 
asset for the MISO exit fee, net of former MISO administrative charges collected via Kentucky base rates through 
the base rate case test year ended April 30, 2008. The net MISO exit fee is subject to adjustment for possible future 
MISO credits, and a regulatory liability for certain revenues associated with former MISO administrative charges, 
which were collected via base rates until February 6, 2009. The approved 2008 base rate case settlement provided 
forMISO administrative charges collected through base rates from May 1,2008 to February 6, 2009, and any future 
adjustments to the MISO exit fee, to be established as a regulatory liability until the amounts can be amortized in 
future base rate cases. This regulatory liability balance as of October 31, 2009 has been included in the base rate 
case application filed on January 29, 2010. MISO exit fee credit amounts subsequent to October 31, 2009, will 
continue to accumulate as a regulatory liability u!ltil they can be amortized in future base rate cases. 

In November 2008, the FERC issued Orders in industry-wide proceedings relating to MISO RSG calculation 
and resettlement procedures. RSG charges are amounts assessed to various participants active in the MISO trading 
market which generally seek to compensate for uneconomic generation dispatch due to regional transmission or 
power market operational considerations, with some customer classes eligible for payments, while others may bear 
charges. The FERC Orders approved two requests for significantly altered formulas and principles l each of which 
the FERC applied differently to calculate RSG charges for various historical and future periods. Based upon the 
2008 FERC Orders, the Company established a reserve during the fourth quarter of 2008 of less than $1 million 
relating to potential RSG resettlement costs for the period ended December 31, 2008. However, in May 2009, after a 
portion of the resettlement payments had been made, the FERC issued an Order on the requests for rehearing on one 
November 2008 Order which changed the effective date and reduced almost all of the previously accrued RSG 
resettlement costs. Therefore, these costs were reversed and a receivable was established for amounts already paid 
of less than $1 million, which the MISO began refunding back to the Company in Juue 2009, and which were fully 
collected by September 2009. In June 2009, the FERC issued an Order in the rate mismatch RSG proceeding, stating 
it will not require resettlements of the rate mismatch calculation from April 1, 2005 to November 4,2007. An 
accrual had previously been recorded in 2008 for the rate mismatch issue for the time period April 25 1 2006 to 
August 9, 20071 but no accrual had been recorded for the time period November 5, 2007 to November 91 2008 based 
on the prior Order. Accordingly, the accrual for the former time period was reversed and an accrual for the latter 
time period was recorded in June 2009, with a net effect of$l million of expense, substantially al1 of which was paid 
by September 2009. 

In August 2009, the PERC determined that the MISO had failed to demonstrate that its proposed exemptions to 
real-time RSG charges were just and reasonable. In November 2009, the MISO made a compliance filing 
incorporating the rulings of the FERC orders and a related task-force, with a primary open issue being whether 
certain of the tariff changes are applied prospectively only or retroactively to approximately January 6, 2009. The 
conclusion of the RSG matter, including the retroactivity decision, may result in refunds to the Company, but the 
Company cannot predict the ultimate outcome of this matter, nor the financial impact, at this time. 
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In November 2009, KU and LG&E filed an application with the FERC to approve certain independent 
transmission operator arrangements to be effective upon the expiration of their current contract with Southwest 
Power Pool, Inc. in September 2010. The application seeks authority for KU and LG&E to function after such date 
as the administrators of their own open access transmission tariffs for most purposes. The Tennessee Valley 
Authority, which currently acts as Reliability Coordinator; would also assume certain additional duties. A number 
of parties have intervened and filed comments in the matter and initial stages of data response proceedings have 
occurred. The application is subject to continuing PERC proceedings, including further submissions or filings by 
intervenors or FERC staff, prior to a ruling by the FERC. During January 2010, the Kentucky Commission issued an 
Order generally authorizing relevant state regulatory aspects of the proposed arrangements. 

Unamortized Loss 011 Bonds. The costs of early extinguishment of debt, including caU premiums, legal and 
other expenses, and any unamortized balance of debt expense are amortized using the straight line method, which 
approximates the effective interest method, over the life of either the replacement debt (in the case of refinancing) or 
the original life of the extinguished debt. 

FAC. KU's retail rates contain an FAC, whereby increases and decreases in the cost of fuel for generation are 
reflected in the rates charged to retail customers. The FAC al10ws the Company to adjust customers' accounts for the 
difference between the fuel cost component of base rates and the actual fuel cost, including transportation costs. 
Refunds to customers occur if the actual costs are below the embedded cost component. Additional charges to 
customers occur if the actual costs exceed the embedded cost component. The amount of the regulatory asset or 
liability is the amount that has been under- or over-recovered due to timing or adjustments to the mechanism. 

The Kentucky Commission requires public hearings at six-month intervals to examine past fuel adjustments, 
and at two-year intervals to review past operations of the fuel clause and transfer of the then current fuel adjustment 
charge or crcdit to the base charges. In November 2009, January 2009, June 2008 and January 2008, the Kentucky 
Commission issued Orders approving the charges and credits billed through the FAC for the six-month periods 
ending April 2009, April 2008, October 2007 and April 2007 , respectively. In January 2009 and December 2006, the 
Kentucky Commission initiated routine examinations of the FAC for the two-year periods November 1, 2006 
through October 31, 2008 and November 1,2004 through October 31, 2006. The Kentucky Commission issued 
Orders in June 2009 and November 2007, approving the charges and credits billcd through the FAC during the 
review periods. 

KU also employs an FAC mechanism for Virginia customers using an average fuel cost factor based primarily 
on projected fuel costs. The Virginia levelized fuel factor allows fuel recovery based 011 projected fuel costs for the 
coming year plus an adjustment for any over- or under-recovery of fuel expenses from the prior year. At 
December 31, 2009 and 2008, KU had a regulatory liability of less than $1 million and a regulatory asset of 
$2 million, respectively. 

In February 2009, KU filed an application with the Virginia Commission seeking approval of a 29% increase in 
its fuel cost factor beginning with service rendered in April 2009. In Febmary 2009, the Virginia Commission issued 
an Order allowing the requested change to become effective on an interim basis. The Virginia Staff testimony filed 
in April 2009, recommended a slight decrease in the factor filed by KU. The Company indicated the Virginia Staff 
proposal was acceptable. A hearing was held in May 2009, with general resolution of remaining issues. In May 
2009, the Virginia Commission issued an Order approving the revised fuel factor, representing an increase of24%, 
effectivc May 2009. 

In Febmary 2008, KU filed an application with the Virginia Commission seeking approval of a decrease in its 
fuel cost factor applicable during the billing period, April 2008 through March 2009. The Virginia Commission 
allowed the new rates to be in effect for the April 2008 customer billings. In April 2008, the Virginia Commission 
Staff recommended a change to the fuel factor KU filed in its application, to which KU has agreed. Following a 
public hearing and an Order in May 2008, the recommended change became effective in June 2008, resulting in a 
decrease of 0.482 centslkwh from the factor in effect for the April 2007 through March 2008 period. 

ECR. Kentucky law permits KU to recover the costs of complying with the Federal Clean Air Act, including 
a return of operating expenses, and a return of and on capital invested, through the ECR mechanism. The amount of 
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the regulatory asset or liability is the amount that has been under- or over-recovered due to timing or adjustments to 
the mechanism. 

The Kentucky Commission requires reviews of the past operations of the environmental surcharge for six
month and two-year billing periods to evaluate the related charges, credits and rates of return, as well as to provide 
for the roll-in of ECR amounts to base rates each two-year period. In December 2009. an Order was issued 
approving the charges and credits billed through the ECR during the two-year period ending April 2009, an increase 
in the jurisdictional revenue requirement, a base rate roll-in and a revised rate of return on capital. In July 2009, an 
Order was issued approving the charges and credits billed through the ECR during the six-month period ending 
October2008, as well as approving billing adjustments for under-recovered costs and the rate of return on capital. In 
August 2008, an Order was issued approving the charges and credits billed through the ECR during the six-month 
periods ending April 2008 and October 2007, and the rate of return on capital. In March 2008, an Order was issued 
approving the charges and credits billed through the ECR during the six-month and two-year periods ending 
October 2006 and April 2007, respectively, as well as approving billing adjustments, roll-in adjustments to base 
rates, revisions to the monthly surcharge filing and the rates of return on capital. 

In January 2010, the Kentucky Commission initiated a six-month review ofKU's environmental surcharge for 
the billing period ending October 2009. The proceeding will progress thronghout the fIrst half of 2010. 

In June 2009, the Company filed an application for a new ECR plan with the Kentucky Commission seeking 
approval to recover investments in environmental upgrades and operations and maintenance costs at the Company's 
generating facilities. During 2009, KU reached a unanimous settlement with all parties to the case and the Kentucky 
Commission issued an Order approving KU's application. Recovery on customer bills through the monthly ECR 
surcharge for these projects began with the Febluary 2010 billing cycle. 

In February 2009, the Kentucky Commission approved a settlement agreement in the rate case which provides 
for an authorized return 011 equity applicable to the ECR mechanism of 10.63% effective with the February 2009 
expense month filing, which represents a slight increase over the previously authorized 10.50%. 

In October 2007, KU met with the Kentucky Commission and other interested parties to discuss the status of 
the Ghent Unit 2 SCR construction. KU informed the Kentucky Commission that construction of the Ghent Unit 2 
SCR was not going to commence before the CCN expired in December 2007, due to a change in the economics for 
the project. The CCN expired in December 2007, and KU has delayed construction of the Ghent Unit 2 SCR. 

Storm Restoration. In January 2009, a significant ice storm passed through KU's service territory causing 
approximately 199,000 customer outages, followed closely by a severe wind storm in February 2009, causing 
approximately 44,000 customer outages. The Company filed an application with the Kentucky Commission in April 
2009, requesting approval to establish a regulatory asset, and defer for future recovery, approximately $62 million in 
incremental operation and maintenance expenses related to the storm restoration. In September 2009, the Kentucky 
Commission issued an Order allowing the Company to establish a regulatory asset of up to $62 million based on its 
actual costs for storm damages and service restoration due to the January and February 2009 storms. In September 
2009, the Company established a regulatory asset of $57 million for actual costs incuITed, and the Company is 
seeking recovery of this asset in its cun"ent base rate case. 

In September 2008, high winds from the remnants of Hurricane Ike passed through the service territory 
causing significant outages and system damage. In October 2008, KU filed an application with the Kentucky 
Commission requesting approval to establish a regulatory asset, and defer for future recovery, approximately 
$3 million of expenses related to the storm restoration. In December 2008, the Kentucky Commission issued an 
Order allowing the Company to establish a regulatory asset of up to $3 million based on its actual costs for storm 
damages and service restoration due to Hurricane Ike. In December 2008, the Company established a regulatOlY 
asset of$2 million for actual costs incurred, and the Company is seeking recovelY of this asset in its current base rate 
case. 

FERC Jurisdictional Pensioll Costs. Other regulatory assets include pension costs of $3 million incurred by 
the Company and allocated to its FERC jurisdictional ratepayers. The Company wiII seek recovery of this asset in 
the next FERC rate proceeding. 
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Rate Case Expenses. KU incurred $1 million in expenses related to the development and support of the 2008 
Kentucky base rate casco The Kentucky Commission approved the establishment of a regulatory asset for these 
expenses and authorized amortization over three years beginning in March 2009. 

CMRG and KCCS Contributions. In July 2008, KU and LG&E, along with Duke Energy Kentucky, Inc. and 
Kentucky Power Company, filed an application with the Kentucky Commission requesting approval to establish 
regulatory assets related to contributions to the CMRG for the development of technologies for reducing carbon 
dioxide emissions and the KCCS to study the feasibility of geologic storage of carbon dioxide. The filing companies 
proposed that these contributions be treated as regulatory assets to be deferred until recovery is provided in the next 
base rate case of each company, at which time the regulatory assets will be amortized over the life of each project: 
four years with respect to the KCCS and ten years with respect to the CMRG. KU and LG&E jointly agreed to 
provide less than $2 million over two years to the KCCS and up to $2 million over ten years to the CMRG. In 
October 2008, an Order approving the establishment of the requested regulatory assets was received and KU is 
seeking rate recovery in the Company's 2010 Kentucky base rate case. 

Deferred Storm Costs. Based on an Order from the Kentucky Commission in June 2004, KU reclassified 
from maintenance expense to a regulatory asset, $4 million related to costs not reimbursed from the 2003 ice storm. 
These costs were amortized through June 2009. KU earned a return of these amortized costs, which were included in 
jurisdictional operating expenses. 

Pension and Postretirement Benefits. KU accounts for pension and postretirement benefits in accordance 
with the compensation - retirement benefits guidance of the FASB ASe. This guidance requires employers to 
recognize the over-funded or under-funded status of a defined benefit pension and postretirement plan as an asset or 
liability in the balance sheet and to recognize through other comprehensive income the changes in the funded status 
in the year in which the changes occur. Under the regulated operations guidance of the FASB ASe, KU can defer 
recoverable costs that would otherwise be charged to expense or equity by non-regulated entities. Current rate 
recovery in Kentucky and Virginia is based on the compensatioll- retirement benefits guidance ofthe FASB ASC. 
Regulators have been clear and consistent with their historical treatment of such rate recovery, therefore, the 
Company has recorded a regulatory asset representing the change in funded status of the pension plan that is 
expected to be recovered and a regulatory liability representing the change in funded status of the postretirement 
plan that is expected to be refunded. The regulatory asset and liability will be adjusted annually as prior service cost 
and actuarial gains and losses are recognized in net periodic benefit cost. 

Accumulated 'Cost of Removal of Utility Plant. As of December 31, 2009 and 2008, KU has segregated the 
cost of removal, previously embedded in accumulated depreciation, of$331 million and $329 million, respectively, 
in accordance with FERC Order No. 631. This cost of removal component is for assets that do not have a legal ARO 
under the asset retirement and environmental obligations guidance of the FASB ASC. For reporting purposes in the 
balance sheets, KU has presented this cost of removal as a regulatory liability pursuant to the regulated operations 
guidance of the FASB ASC. 

De/erred income Taxes - Net. These regulatory assets and liabilities represent the future revenue impact 
from the reversal of deferred income taxes required for unamortized investment tax credits, the allowance for funds 
used during construction and deferred taxes provided at rates in excess of currently enacted rates. 

DSM. KU's rates contain a DSM provision which includes a rate mechanism that provides for concurrent 
recovery of DSM costs and provides an incentive for implementing DSM programs. The provision allows KU to 
recover revenues from lost sales associated with the DSM programs based on program plan engineering estimates 
and post-implementation evaluations. 

In July 2007, KU and LG&E filed an application with the Kentucky Commission requesting an order 
approving enhanced versions of the existing DSM programs along with the addition of several new cost effective 
programs. The total annual budget for these programs is approximately $26 million. In March 2008, the Kentucky 
Commission issued an Order approving the application, with minor modifications. KU and LG&E filed revised 
tariffs in April 2008, nnder authority of this Order, which were effective in May 2008. 
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Ken/ucA)' Commission Report all Storms. In November 2009, the Kentucky Commission issued a report 
following review and analysis of the effects and utility response to the September 2008 wind stOlID and the January 
2009 ice storm, and possible utility industry preventative measures relating thereto. The report suggested a number 
of proposed or recommended preventative 01' responsive measures, including consideration of selective hardening 
of facilities, altered vegetation management programs, enhanced customer outage communications and similar 
measures. In March 2010, the Companies filed a joint response reporting on their actions with respect to such 
recommendations. The response indicated implementation or completion of substantially all of the recommen
dations, including, among other matters, on-going reviews of system hardening and vegetation management 
procedures, certain test or pilot programs in such areas, and fielding of enhanced operational and customer outage
related systems. 

Wind Power Agreements. In August 2009, KU and LG&E filed a notice of intent with the Kentucky 
Commission indicating their intent to file an application for approval of wind power purchase contracts and cost 
recovery mechanisms. The contracts were executed in August 2009, and are contingent upon KU and LG&E 
receiving acceptable regulatory approvals. Pursuant to the proposed 20-year contracts, KU and LG&E would jointly 
purchase respective assigned portions of the output of two Illinois wind farms totaling an aggregate 109.5 Mw. In 
September 2009, the Companies filed an application and supporting testimony with the Kentucky Commission. In 
October 2009, the Kentucky Commission issued an Order denying the Companies' request to establish a surcharge 
for recovery of the costs of purchasing wind power. The Kentucky Commission stated that such recovery constitutes 
a general rate adjustment and is subject to the regulations of a base rate case. The Kentucky Commission Order 
currently provides for the request for approval of the wind power agreements to proceed independently from the 
request to recover the costs thereof via surcharges. In November 2009, KU and LG&E filed for rehearing of the 
Kentucky Commission's Order and requested that the matters of approval of the contract and recovelY of the costs 
thereof remain the subject of the same proceeding. During December 2009, the Kentucky Commission issued data 
requests on this matter. In March 2010, the Companies filed a motion requesting a ruling on this matter during the 
second quarter of 2010. The Companies cannot currently predict the timing or outcome of this proceeding. 

Tnillble County Asset Purchase alld Depreciation. KU and LG&E are currently constructing a new base
load, coal fired unit, TC2, which will be jointly owned by the Companies. together with the IMEA and the IMPA. In 
July 2009, the Companies notified the Kentncky Commission of the proposed sale from LG&E to KU of certain 
ownership interests in certain existing Trimble County generating station assets which are anticipated to provide 
joint or common use in support of the jointly-owned TC2 generating unit under construction at the station. The 
undivided ownership interests being sold are intended to provide KU an ownership interest in these common assets 
that is proportional to its interest in TC2 and the assets' role in supporting both TCl and TC2. In December 2009, 
KU and LG&E completed the sale transaction at a price of $48 miIlion, representing the current net book value of 
the assets, multiplied by the proportional interest being sold. 

In August 2009, in a separate proceeding, KU and LG&E jointly filed an application with the Kentucky 
Commission to approve new depreciation rates for applicable TC2-related generating, pollution control and other 
plant equipment and assets. The filing requests common depreciation rates for the applicable jointly-owned TC2-
related assets, rather than applying differing depreciation rates in place with respect to KU's and LG&E's 
separately-owned base-load generating assets. During December 2009, the Kentucky Commission extended the 
data discovelY process through January 20 I 0 and authorized KU and LG&E on an interim basis to begin using the 
depreciation rates for TC2 as proposed in the application. In March 2010, the Kentucky Commission issued a final 
Order approving the use of the proposed depreciation rates on a permanent basis. 

Te2 CCN Application and Transmission Matters. An application for a CCN for construction of TC2 was 
approved by the Kentucky Commission in November 2005. CCNs for two transmission lines associated with TC2 
were issued by the Kentucky Commission in September 2005 and May 2006. All regulatory approvals and rights of 
way for one transmission line have been obtained. 

The CCN for the remaining line has been challenged by certain property owners in Hardin County, Kentucky. 
In August 2006, KU and LG&E obtained a successful dismissal of the challenge at the Franklin County Circuit 
Court, which ruling was reversed by the Kentucky Court of Appeals in December 2007. and the proceeding 
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reinstated. A motion for discretionary review of that reversal was filed by KU and LG&E with the Kentucky 
Supreme Comi and was granted in April 2009. That proceeding, which seeks reinstatement of the Circuit Court 
dismissal of the CCN challenge, has been fully briefed and oral argument occurred during March 2010. A ruling on 
the matter could occur by mid 2010. 

Completion of the transmission lines are also subject to standard construction permit, environmental autho· 
rlzatioll and real property or easement acquisition procedures and certain Hardin County landowners have raised 
challenges to the transmission Hne in some of these forums as well. 

During 2008, KU obtained various successful rulings at the Hardin County Circuit Court confirming its 
condemnation rights. In August 2008, several landowners appealed such rulings to the Kentucky Court of Appeals 
and received a temporary stay preventing KU from accessing their properties. In April 2009, that appellate court 
denied KU's motion to lift the stay and issued an Order retaining the stay until a decision on the merits of the appeal. 
Efforts to seek reconsideration of that ruling, or to obtain intermediate review of the ruling by the Kentucky 
Supreme Court, were unsuccessful, and the stay remains in effect. The underlying appeal on KU's right to condemn 
remains pending before the Court of Appeals and oral argument on the matter is scheduled to occur during late 
March 2010. 

Settlement discussions with the Hardin County property owners involved in the appeals of the condemnation 
proceedings have been unsuccessful to date. During the fourth quarter of 2008, KU and LG&E entered into 
settlements with certain Meade County landowners and obtained dismissals of prior litigation they had brought 
challenging the same transmission line. 

As a result of the aforementioned unresolved litigation delays encountered in obtaining access to certain 
properties in Hardin County, KU has obtained easements to allow constmction of temporary transmission facilities 
bypassing those properties while the litigated issues are resolved. In September 2009, the Kentucky Commission 
issued an Order stating that a CCN was necessary for two segments of the proposed temporary facilities. In 
December 2009, the Kentucky Commission granted the CCNs for the relevant segments and the property owners 
have filed various motions to intervene, stay and appeal certain elements of the Kentucky Commission's recent 
orders. In January 2010, in respect of two of such proceedings, the Franklin County circuit court issued Orders 
denying the property owners' request for a stay of construction and upholding the prior Kentucky Commission 
denial of their intervenor status. In parallel with, and consistent with the relevant proceedings and their status, the 
Company is conducting appropriate real estate acquisition and construction activities with respect to these 
tempormy transmission facilities. 

In a separate proceeding, certain Hardin County landowners have also challenged the same transmission line in 
federal district court in Louisville, Kentucky. In that action, the landowners claim that the U.S. Almy failed to 
comply with certain National Historic Preservation Act requirements relating to easements for the line through 
Fort Knox. KU and LG&E are cooperating with the U.S. Army in its defense in this case and in October 2009, the 
federal court granted the defendants' motion for summary judgment and dismissed the plaintiffs' claims. During 
November 2009, the petitioners filed submissions for review of the decision with the 6th Circuit Comt of Appeals. 

KU and LG&E are not currently able to predict the ultimate outcome and possible effects, if any, on the 
construction schedule relating to the transmission line approval, land acquisition and pelmitting proceedings. 

Utility Competition ill Virginia. The Commonwealth of Virginia passed the Virginia Electric Utility 
Restructuring Act in 1999. This act gave customers the ability to choose their electric supplier and capped electric 
rates through December 2010. KU subsequently received a legiSlative exemption from the customer choice 
requirements of this law. In April 2007, however, the Virginia General Assembly amended the Virginia Electric 
Utility Restructuring Act, thereby terminating this competitive market and commencing re-regulation of utility 
rates. The new act ended the cap on rates at the end of 2008. Pursuant to this legislation, the Virginia Commission 
adopted regulations revising the rules governing utility rate increase applications. As of JanualY 2009, a hybrid 
model of regulation is being applied in Virginia. Under this model, utility rates are reviewed every two years. KU's 
exemption from the requirements of the Virginia Electric Utility Restructuring Act i111999, however, discharges the 
Company from the requirements of the new hybrid model of regulation. Iulieu of submitting an annual information 
filing, the Company has the option of requesting a change in base rates to recover prudently incurred costs by filing t\ 
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traditional base rate case. KU is also subject to other utility regulations in Virginia, including, but not limited to, the 
recovery of prudently incurred fuel costs tlu'ough an annual fuel factor charge and the submission of integrated 
resource plans. 

Market-Based Rate Authority. In July 2006, the FERC issued an Order in KU's market-based rate proceeding 
accepting the Company's further proposal to address certain market power issues the PERC had claimed would 
arise upon an exit from the MISO. In particular, the Company received permission to sell power at market-based 
rates at the interface of control areas in which it may be deemed to have market po\ver, subject to a restriction that 
such power not be collusively fe-sold back into such control areas. However, restrictions exist on sales by KU of 
power at market-based rates in the KUILG&E and Big Rivers Electric Corporation control areas. In June 2007, the 
FERC issued Order No. 697 implementing certain reforms to market-based rate regulations, including restrictions 
similar to those previously in place for the Company's power sales at control area interfaces. In December 2008, the 
FERC issued Order No. 697-B potentially placing additional restrictions on certain power sales involving areas 
where market power is deemed to exist. As a condition of receiving and retaining market-based rate authority, KU 
must comply with applicable affiliate restrictions set forth in the PERC regulation. During September 2008, the 
Company submitted a regular tri-annual update filing under market-based rate regulations. 

In June 2009, the PERC issued Order No. 697-C which generally clarified certain interpretations relating to 
power sa1es and purchases at control area interfaces or into control areas involving market power. In July 2009, the 
PERC issued an order approving the Company's September 2008 application for market-based rate authority. 
During July 2009, affiliates ~f KU completed a transaction terminating certain prior generation and power 
marketing activities in the Big Rivers Electric Corporation control area, which termination should ultimately allow 
a filing to request a determination that the Company no longer is deemed to have market power in such control area. 

KU conducts certain of its wholesale power sales activities in accordance with existing market-based rate 
authority principles and interpretations. Future FERC proceedings relating to Orders 697 or market-based rate 
authority could alter the amount of sales made at market-based versus cost-based rates. The Company's sales under 
market-based rate authority totaled less than $1 million for the year ended December 31, 2009. 

Mal/datory Reliability Standards. As a result of the EPAct 2005, certain formerly voluntary reliability 
standards became mandatory in June 2007, and authority was delegated to various Regional Reliability Organi
zations ("RROs") by the NERC, which was authorized by the FERC to enforce compliance with such standards, 
including promulgating new standards. Failure to comply with mandatory reliability standards can subject a 
registered entity to sanctions, including potential fines of up to $1 million per day, as well as non-monetary 
penalties, depending upon the circumstances of the violation. KU is a member of the SERC Reliability Corporation 
("SERC"), which acts as KU's RRO. During May 2008, the SERC and KU agreed to a settlement involving 
penalties totaling less than $1 million related to KU's February 2008 self-report concerning possible violations of 
certain existing mitigation plans relating to reliability standards. During December 2009, the SERC and KU agreed 
to a settlement involving penalties totaling less than $1 million concerning a June 2008 self-report by KU relating to 
three other standards and an October 2008 self-report relating to an additional standard. During December 2009, 
KU submitted a self-report relating to an additional standard. SERC proceedings for the December 2009 self-report 
are in the early stages and therefore the outcome is unable to be determined. Mandatory reliability standard 
settlements commonly include other non-penalty elements, including compliance steps and mitigation plans. 
Settlements with the SERC proceed to NERC and FERC review before becoming final. While KU believes itself to 
be in compliance with the mandatory reliability standards, the Company cannot predict the outcome of other 
analyses, including on-going SERC or other reviews described above. 

integrated Resource Planning. Integrated resource planning ("IRP") regulations in Kentucky require major 
utilities to make trienniallRP filings with the Kentucky Commission. In April 2008, KU and LG&E filed their 2008 
joint IRP with the Kentucky Commission. The IRP provides historical and projected demand, resource and financial 
data, and other operating performance and system infomlation. The Kentucky Commission issued a staff report and 
Order closing this proceeding in December 2009. Pursuant to the Virginia Commission's December 2008 Order, 
KU filed its IRP in July 2009. The filing consisted of the 2008 Joint IRP filed by KU and LG&E with the Kentucky 
Commission along with additional data. The Virginia Commission has not established a procedural schedule for this 
proceeding. 
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PUHCA 2005. E.ON, KU's ultimate parent, is a registered holding company under PUHCA 2005. E.ON, its 
utility subsidiaries, including KU, and certain of its I1on~uti1ity subsidiaries, arc subject to extensive regulation by 
the PERC with respect to numerous matters, including: electric utility facilities and operations, wholesale sales of 
power and related transactions, accounting practices, issuances and sales of securities, acquisitions and sales of 
utility properties, payments of dividends out of capital and surplus, financial matters and inter-system sales of nOIl

power goods and services. KU believes that it has adequate authority, including financing authority, under existing 
FERC orders and regulations to conduct its business and will seek additional authorization when necessary. 

EPAct 2005. The EPAct 2005 was enacted in August 2005. Among other matters, this comprehensive 
legislation contains provisions mandating improved electric reliability standards and performance; granting 
enhanced civil penalty authority to the FERC; providing economic and other incentives relating to transmission, 
pollution control and renewable generation assets; increasing funding for clean coal generation incentives; 
repealing the Public Utility Holding Company Act of 1935; enacting PUHCA 2005 and expanding FERC 
jurisdiction over public utility holding companies and related matte" via the Federal Power Act and PUHCA 2005. 

In February 2006, the Kentucky Commission initiated an administrative proceeding to consider the require
ments of the EPAct 2005, Subtitle E Section 1252, Smart Metering, which concerns time-based metering and 
demand response, and Section 1254, Interconnections. EPAct 2005 requires each state regulatory authority to 
conduct a formal investigation and issue a decision on whether or not it is appropriate to implement certain 
Section 1252 standards within eighteen months after the enactment of EPAct 2005 and to commence consideration 
of Section 1254 standards within one year after the enactment of BPAct 2005. Following a public hearing with aU 
Kentucky jurisdictional electric utilities, in December 2006, the Kentucky Commission issued an Order in this 
proceeding indicating that the EPAct 2005 Section 1252 and Section 1254 standards should not be adopted. 
However, all five Kentucky Commission jurisdictional utilities are required to file real-time pricing pilot programs 
for their large commercial and industrial customers. KU developed a renl-time pricing pilot for large industrial and 
commercial cllstomers and filed the details of the plan with the Kentucky Commission in April 2007. In February 
2008, the Kentucky Commission issued an Order approving the real-time pricing pilot program proposed by KU for 
implementation within approximately eight months, for its large commercial and industrial customers. The tariff 
was filed in October 2008, with an effective date of December 1, 2008. KU files annual reports on the program 
within 90 days of each plan year-end for the 3-year pilot period. 

Green Ellergy Riders. In February 2007, KU and LG&E filed a Joint Application and Testimony for 
Proposed Green Energy Riders. In May 2007, a Kentucky Commission Order was issued authorizing KU to 
establish Small and Large Green Energy Riders, alIowing customers to contribute funds to be used for the purchase 
of renewable energy credits. During November 2009, KU and LG&E filed an application to both continue and 
modify the existing Green Energy Programs and requested a Kentucky Commission Order by March 2010. 

Home Energy Assistance Program. In July 2007, KU filed an application with the Kentucky Commission for 
the establishment of a Home Energy Assistance program. During September 2007, the Kentucky Commission 
approved the five-year program as filed, effective in October 2007. The program terminates in September 2012, and 
is funded through a $0.10 per month meter charge. Effective February 6, 2009, as a result of the settlement 
agreement in the 2008 base rate case, the program is funded through a $0.15 per month meter charge. 

Collection Cycle Revision. As part of its base rate case filed on July 29, 2008, LG&E proposed to change the 
due date for customer bill payments from 15 days to 10 days to align its collection cycle with KU. In addition, KU 
proposed to include a late payment charge if payment is not received within 15 days from the bill issuance date to 
align with LG&E. The settlement agreement approved in the rate case in February 2009, changed the due date for 
customer bill payments to 12 days after bill h,suance for both KU and LG&E, and permitted KU's implementation 
of a late payment charge if payment is not received within 15 days from the bill issuance date. 

Depreciation Study. In December 2007, KU filed a depreciation study with the Kentucky Commission as 
required by a previous Order. In August 2008, the Kentucky Commission issued an Order consolidating the 
depreciation study with the base rate case proceeding. The approved settlement agreement in the rate case 
established new depreciation rates effective February 2009. KU also filed the depreciation study with the Virginia 
Commission which approved the implementation of the new depreciation rates effective February 2009. Approval 
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by the Virginia Commission does not preclude the rates from being raised as an issue by any party in KU's current 
base rate case in Virginia. 

Bmwnfleld Development Rider Tariff: In March 2008, KU received Kentucky Commission approval for a 
Brownfield Development Rider, which offers a discounted rate to electric customers who meet certain usage and 
location requirements, including taking new service at a brownfield site, as certified by the appropriate Kentucky 
state agency. The rider permits special contracts with such customers which provide for a series of declining partial 
rate discounts over an initial five-year period of a longer service arrangement. The tadffis intended to promote local 
economic redevelopment and efficient usage of utility resources by aiding potential reuse of vacant brownfield sites. 

Interconnection and Net Metering Guidelines. In May 2008, the Kentucky Commission on its own motion 
initiated a proceeding to establish interconnection and net metering guidelines in accordance with amendments to 
existing statutory requirements for net metering of electricity. The jurisdictional electric utilities and intervenors in 
this case presented proposed interconnection guidelines to the Kentucky Commission ill October 2008. In a January 
2009 Order, the Kentucky Commission issued the Interconnection and Net Metering Guidelines - Kentucky that 
were developed by all parties to the proceeding. KU does not expect any financial or other impact as a result of this 
Order. In April 2009, KU filed revised net metering tmiffs and application forms pursuant to the Kentucky 
Commission's Order. The Kentucky Commission issued an Order in April 2009, which suspended for five months 
all net metering tariffs filed by the jurisdictional electric utilities. This suspension was intended to allow sufficient 
time for review of the filed tariffs by the Kentucky Commission Staff and intervening parties. In June 2009, the 
Kentucky Commission Staff held an informal conference with the parties to discuss issues related to the net 
metering tariffs filed by KU. Following this conference, the intervenors and KU resolved all issues and KU filed 
revised net metering tariffs with the Kentucky Commission. In August 2009, the Kentucky Commission issued an 
Order approving the revised tariffs. 

EISA 2007 Standards. In November 2008, the Kentucky Commission initiated an administrative proceeding 
to consider new standards as a result of the Energy Independence and Security Act of 2007 ("EISA 2007"), part of 
which amends the Public Utility Regulatory Policies Act of 1978 ("PURPA"). There are four new PURPA standards 
and one non~PURPA standard applicable to electric utilities. The proceeding also considers two new PURPA 
standards applicable to natural gas utilities. EISA 2007 requires state regulatory commissions and nonregulated 
utilities to begin consideration of the rate design and smart grid investments no later than December 19, 2008, and to 
complete the consideration by December 19,2009. Tbe Kentucky Commission established a procedural schedule 
that allowed for data discovery and testimony through July 2009. A public hearing has not bcen schedulcd in this 
matter. In October 2009, the Kentucky Commission held an informal conference for the purpose of discussing 
issues related to the standard regarding the consideration of Smart Grid investments. 

Note 3 - Financial Instruments 

The cost and estimated fair values of KU's non-trading financial instruments as of December 31 follow: 

2009 
Carrying 

Value 

Long-term debt (including current portion of 
$228 million) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. $ 351 

Long~term debt from affiliate (including current portion of 
$33 million) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. $1,331 

Fair 
Value 

2008 
Carrying 

Value 
(In millions) 

$ 351 $ 351 

$1,401 $1,181 

Fair 
Value 

$ 349 

$1,117 

The long-term debt valuations reflect prices quoted by dealers. The fair value of the long-term debt from 
affiliate is determined using an internal valuation model that discounts the future cash flows of each loan at CUlTent 
market rates. The current market values are determined based on quotes from investment banks that are actively 
involved in capital markets for utilities and factor in KU's credit ratings and default risk. The fair values of cash and 
cash equivalents, accounts receivable, cash surrender value of key man life insurance, accounts payable and notes 
payable are substantially the same as their carrying values. 
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KU is subject to the risk of fluctuating interest rates in the normal course of business. The Company's policies 
allow the interest rate risk to be managed through the use affixed rate debt, floating rate debt and interest rate swaps. 
At December 31, 2009, a 100 basis point change in the benchmark rate on KU's variable fate debt would impact pre
tax interest expense by $4 million annually. Although the Company's policies anow for the usc of interest rate 
swaps, as of December 31, 2008 and 2009, KU had no interest rate swaps outstanding. 

The Company is subject to interest rate and commodity price risk related to on-going business operations. It 
currently manages these risks using derivative financial instruments including swaps and forward contracts. 

KU has classified the applicable financial assets and liabilities that are accounted for at fair value into the three 
levels of the fair value hierarchy, as defined by the fair value measurements and disclosures guidance of the FASB 
ASC, as follows: 

Levell"':"'" Observable inputs that reflect quoted prices (unadjusted) for identical assets or liabilities in active 
markets. 

Level 2 - Include other inputs that are directly or indirectly observable in the marketplace . 

• Level 3 - Unobservable inputs which are supported by little or no market activity. 

Energy Trading and Risk Management Activities. KU conducts energy trading and risk management 
activities to maximize the value of power sales from physical assets it owns. Energy trading activities are 
principally forward financial transactions to manage price risk and are accounted for as non-hedging derivatives on 
a mark-to-market basis in accordance with the derivatives and hedging guidance of the FASB ASC. 

Energy trading and risk management contracts are valued llsing prices based on active trades from Inter
continental Exchange Inc. In the absence of a traded price, midpoints of the best bids and offers are the primary 
determinants of valuation. \Vhen sufficient trading activity is unavailable, other inputs include prices quoted by 
brokers or observable inputs other than quoted prices, such as one-sided bids or offers as of the balance sheet date. 
Using these valuation methodologies, these contracts arc considered level 2 based on measurement criteria in the 
fair value measurements and disclosures guidance of the FASB ASC. Quotes are verified quarterly using an 
independent pricing source of actual transactions. Quotes for combined off-peak and weekend time frames are 
allocated between the two timeframcs based on their historically proportionate ratios to the integrated cost. No other 
adjustments are made to the forward prices. No changes to valuation techniques for energy trading and risk 
management activities occurred during 2009, 2008 or 2007. Changes in market pricing, interest rate and volatility 
assumptions were made during both years. 

The Company maintains credit policies intended to minimize credit risk in wholesale marketing and trading 
activities by assessing the creditworthiness of potential counterparties prior to entering into transactions with them 
and continuing to evaluate their creditworthiness once transactions have been initiated. To further mitigate credit 
risk, KU seeks to enter into netting agreements or require cash deposits, letters of credit and parental company 
guarantees as security from counterparties. The Company uses S&P, Moody's and definitive qualitative and 
quantitative data to assess the financial strength of counterparties on an on-going basis. If no extemal rating exists, 
KU assigns an internally generated rating for which it sets appropriate risk parameters. As risk management 
contracts are valued based on changes in market prices of the related commodities, credit exposures are revalued 
and monitored on a daily basis. At December 31, 2009, 100% of the trading and risk management commitments 
were with counterparties rated BBB-/Baa3 equivalent or better. The Company has reserved against counterparty 
credit risk based on the counterparty's credit rating and applying historical default rates within varying credit ratings 
over time provided by S&P or Moody·s. At December 31, 2009 and 2008, credit reserves related to the energy 
trading and risk management contracts were less than $1 million. 

The net volume of electricity based financial derivatives outstanding at December 31, 2009 and 2008, was 
315,600 Mwhs and 146,000 Mwhs. respectively. All the volume outstanding at December 31, 2009 will settle in 
2010. 

The following table sets forth by level within the fair value hierarchy, KU's financial assets and liabilities that were 
accounted for at fair value on a recuning basis as of December 31,2008. Cash collateral related to the energy trading and 
risk management contracts was less than $1 million at December 31,2009 and 2008. Cash collateral related to the energy 
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trading and risk management contracts is categorized as other accounts receivable and is a level 1 measurement based on 
the funds being held in liquid accounts. Energy trading and risk management contracts are considered level 2 based on 
measurement criteda in the fair value measurements and disclosures guidance of the FASB ASC. Financial assets as of 
December 31, 2009 and financial liabilities as of December 31, 2009 and 2008, arising from energy trading and risk 
management contracts accounted for at fair value total less than $1 million and use level 2 measurements. There are no 
level 3 measurements for the periods ending December 31, 2009 and 2008. 

December 31, 2008 

Financial Assets: 

Lc\'el 1 I,eYeI 2 Total 

Energy trading and risk management contracts. . . . . . . . . . . . . . . . . . . . $

Total Financial Assets. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $-

$1 

$1 
= 

The Company does not net collateral against derivative instruments. 

Certain of the Company's derivative instruments contain provisions that require the Company to provide 
immediate and on~going collateralization on derivative instmlllents in net liability positions based upon the 
Company's credit ratings from each of the major credit rating agencies. At December 31, 2009, there are no energy 
trading and risk management contracts with credit risk related contingent features that are in a liability position, and 
110 collateral posted in the normal course of business. At December 31, 2009, a one notch downgrade of the 
Company's credit rating would have no effect on the energy trading and risk management contracts or collateral 
required as a result of these contracts. 

The table below shows the fair value and balance sheet location of derivatives not designated as hedging 
instruments as of December 31, 2008: 

December 31, 2008 

Energy trading and risk management 
contracts (current). . . . . . . . . . . . .. Other current assets $1 Other current liabilities $

$-Total ....................... $1 
= 

Financial assets and liabilities as of December 31, 2009 arising from energy trading and risk management 
contracts accounted for at fair value total less than $1 million. 

KU manages the price risk of its estimated future excess economic generation capacity using market~traded 
forward financial contracts. Hedge accounting treatment has not been elected for these transactions, and therefore 
gains and losses are shown in the statements of income. 

The following tables present the effect of derivatives not designated as hedging instruments on income for the 
years ended December 31, 2009 and 2008: 

December 31, 2009 
Energy trading and risk management contracts 

Location of Gain 
(Loss) Recognized in 

Income 011 Derivatives 

(unrealized) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. Electric revenues 

Total .................................... . 

December 31, 2008 
Energy trading and risk management contracts 

(unrealized) . . . . . . . . . . . . . . . . . . ... . . . . . . . . . . . . Electric revenues 

Total .................................... . 

Amount of Gain 
(Loss) Recognized in 

Income on DedmtLYes 

On millions) 

II 
$ I = 

Unrealized gains and losses were less than $1 million for the year ended December 31,2007. Net realized gains 
and losses were less than $1 million for the years ended December 31, 2009, 2008, and 2007. 
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Note 4 - Concentrations of Credit and Other Risl< 

Credit dsk represents the accounting loss that would be recognized at the reporting date if cQunterparties failed 
to perform as contracted. Concentrations of credit risk (whether 011- or off-balance sheet) relate to groups of 
customers or counterparties that have similar economic or industry characteristics that would cause their ability to 
meet contractual obligations to be similarly affected by changes in economic or other conditions. 

KU's customer receivables and revenues arise from deliveries of electricity to approximately 515,000 
customers in over 600 communities and adjacent suburban and rural areas in 77 counties in central, southeastern 
and western Kentucky, to approximately 30,000 customers in 5 counties in southwestern Virginia and 5 customers 
in Tennessee. For the years ended December 31, 2009, 2008 and 2007,100% of total revenue was derived from 
electric operations. During 2009, the Company's 10 largest customers accounted for less than 15% of electric 
volumes. 

Effective August 4,2009, the Company and its employees represented by the IBEW Local 2100 entered into a 
three-year collective bargaining agreement. The agreement provides for negotiated increases or changes to wages, 
benefits or other provisions and for annual wage re-openers. KU and employees represented by the US\VA Local 
9447-01 entered into a three-year collective bargaining agreement in August 2008. This agreement provides for 
negotiated increases or changes to wages, benefits or other provisions and for annual wage re-openers. The 
employees represented by these two bargaining units comprise approximately 15% of the Company's workforce at 
December 31, 2009. 

Note 5 - Pension and Other Postretirement Benefit Plans 

KU employees benefit from both funded and unfunded non-contributory defined benefit pension plans and 
other postretirement benefit plans that together cover employees hired by December 31, 2005. Employees hired 
after this date participate in the Retirement Income Account ("RIA"), a defined contribution plan. The Company 
makes an annual lump sum contribution to the RIA, based on years of service and a percentage of covered 
compensation. The health care plans are contributory with participants' contributions adjusted annually. The 
Company uses December 31 as the measurement date for its plans. 

Obligations alld Funded Staflls. The following tables provide a reconciliation of the changes in the defined 
benefit plans' obligations and the fair value of assets for the two-year period ending December 31, 2009, and the 
funded status for the plans as of December 31: 

Other 
Postretirement 

Pension Benefits Benefits 
2009 2008 2009 2008 

(In millions) 

Change in benefit obligation 
Benefit obligation at beginning of year ................... . $306 $ 284 $ 75 $ 76 

Service cost ..................................... . 6 5 2 1 
Interest cost ..................................... . 18 18 4 5 
Benefits paid, net of retiree contributions ................ . (18) (18) (5) (3) 
Actuarial (gain)noss and other ........................ . 4 17 4 ~ 

Benefit Obligation at end of year ....................... I • $316 $ 306 $ 80 $ 75 = = = 
Change in plan assets 

Fair value of plan assets at beginning of year ............... . $183 $ 264 $ 12 $13 
Actual return on plan assets .......................... . 41 (61) 3 (3) 
Employer contributions ............................. . 13 7 5 
Benefits paid, net of retiree contributions ................ . (18) (18) (5) (3) 
Administrative expenses and other ..................... . ~ 

Fair value of plan assets at end of year ................... . $219 $ 183 $ 17 $ 12 
= = = = 

Funded status at end of year $(97) $(123) $(63) $(63) 
= = = 
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Amounts Recognized ill Statement of Financial Position. ·Thc following tables provide the amounts recog
nized in the balance sheets and information for plans with benefit obligations in excess of plan assets as of 
December 31: 

Other 
Postretirement 

Pension Benefits Benefits 
2009 2008 2009 2008 -- --

(In millions) 

Regulatory assets ..................................... . $105 $ 137 $- $-

Regulatory liabilities ................................... . (9) (10) 

Accrued benefit liability (non-current) ...................... . (97) (123) (63) (63) 

Amounts recognized in regulatory assets and liabilities consist of:. 

Other 
Pension Postretirement 
Benefits Benefits 

2009 2008 2009 2008 
(In millions) 

Transition obligation ................................... . $- $- $ 3 $ 4 

Prior service cost ....................... , .............. . 5 5 2 2 
Accumulated (gain)/loss ................................. . 100 132 (14) (16) 

Total regulatory assets (liabilities) ......................... . $105 $137 $ (9) $(10) 

Additional year-end information for plans with accumulated benefit obligations in excess of plan assets: 

Other 
Pension Postretirement 
Benefits Benefits 

2009 2008 2009 2008 
(In millions) 

Benefit obligation ..................................... . $316 $306 $80 $75 

Accumulated benefit obligation , .. , ....................... . 268 261 

Fair value of plan assets ................................. . 219 183 17 12 

For discussion of the pension and postretirement regulatory assets, see Note 2, Rates and Regulatory Matters. 

The amounts recognized in regulatory assets and liabilities for the years ended December 31, are composed of 
the following: 

Olher 
Pension Postretirement 
Benefits Benefits 

2009 2008 2009 2008 
(In millions) 

Prior service cost arising during the period ................... . $- $- $- $ I 

Net loss/(gain) arising during the period ..................... . (22) 101 2 

Amortization of prior service (cost)/credit .................... . (1) (1) (I) 

Amortization of transitional (obligation)/asset .......... -' ...... . (1) (1) 

Amortization of gain/Ooss) ............................... . ...Q) 

Total amounts recognized in regulatory assets & liabilities ........ . $(32) $100 $ 1 $(1) 
= = 
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Components of Net Periodic Benefit Cost. The following tables provide the components of net periodic 
benefit cost for pension and other postretirement benefit plans. The tables include the costs associated with both KU 
employees and E.ON U.S. Services' employees, who provide services to the utility. The E.ON U.S. Services' costs 
that are allocated to KU are approximately 49%. 46% and 45% ofE.ON U.S. Services' total cost for 2009, 2008 and 
2007. respectively. 

KU 
2009 

Service cost ........ " ... $ 6 

Interest cost .......... , . . 18 
Expected return on plan 

assets . . . . . . . . . . . . . . . . (I5) 

Amortization of prior service 
costs ................ . 1 

Amortization of actuarial 
loss ................. . 

Benefit cost at end of year .. 

E,ON u.s, 
Senices 

Allocation 
to KU 

----wo9 

$ 5 

7 

(4) 

1 

2 

$11 

Total 
KU 

2009 
KU 

2008 

$ 11 $ 6 

25 18 

(19) 

2 

II 

$ 30 

(21) 

Pension Benefits 
E.ON U.s. 

Sen"ices 
Allocation Total 

to KU KU 
----wos To08 
(~) 

KU 
To07 

$ 4 

6 
$ 10 $ 6 

(5) 

1 

24 17 

(26) 

2 

(21) 

2 

$ 5 

Other Postretirement Benefits 

E.ON u.s. 
Sen"lces 

Allocation Total 
KU 

2009 

E.ON U.S. 
Senices 

Allocation Total 
KU toKU 

2009 2009 

Service cost. . . . . . . . . . . . . . . .. $ 1 $ 1 
Interest cost. . . . . . . . . . . . . . . . . 5 

Expected return on plan assets ... (1) 

Amortization of transitional 
obligation ................ . 

Benefit cost at end of year . . . . .. $ 6 

KU to KU KU KU 

2008 ----uiO'8'" 2008 2007 
(~) 

$ 2 $ 1 $ 1 $ 2 $ I 
5 5 5 5 

(1) (1) (1) (I) 

I I 

$ 1 $ 7 $ 6 

E.ONU.s. 
Sen"lces 

Allocallon 
toKU 

2007 

$4 
5 

(5) 

I 

$6 

E.ON u.s. 
Senices 

Allocation 
toKU 

2007 

$ I 

Total 
KU 

2007 

$10 
22 

(26) 

2 

3 

$11 

Tolal 
KU 

2007 

$2 
5 

(I) 

I 

$7 

The estimated amounts that will be amortized from regulatory assets and liabilities into net periodic benefit 
cost in 2010 are shown in the following table: 

Regulatory assets/liabilities: 

Net actuarial loss ......................................... . 

Prior service cost ......................................... . 

Transition obligation ....................................... . 

Total regulatory assets/liabilities amortized during 2010 .............. . 

Pension 
Benefits 

Other 
Postretirement 

Benefits 
(In millions) 

$ 6 $-

The assumptions used in the measurement ofKU's pension benefit obligation are shown in the following table: 

2009 2008 

\Veighted-average assumptions as of December 31: 

Discount rate. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. 6.13% 6.25% 

Rate of compensation increase. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. 5.25% 5.25% 
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The discount rates were determined by the December 28, 2009, Mercer Pension Discount Yield Curve. These 
discount rates were then lowered by 8 basis points for the average change in 4 bond indices, Citigroup High Grade 
Credit Index AAAlAA 10+ years, Barclays Capital US Long Credit AA, Merrill Lynch US Corporate AA-AAA 
rated 10+ years and Merrill Lynch US Corporate AA rated 15+ years, for the period from December 28, 2009 to 
December 31, 2009. 

The assumptions used in the measurement of KU's net periodic benefit cost arc shown in the following table: 

Discount rate ............................................ . 

Expected long~term retum on plan assets ........................ . 

Rate of compensation increase ............................... . 

2009 

6.25% 

8.25% 

5.25% 

2008 

6.66% 

8.25% 

5.25% 

2007 

5.96% 

8.25% 

5.25% 

To develop the expected long-term rate of return on assets assumption, KU considered the current level of 
expected returns on risk free investments (primarily government bonds), the historical level of the risk premium 
associated with the other asset classes in which the portfolio is invested and the expectations for future returns of 
each asset class. The expected return for each asset class was then weighted based on the target asset allocation to 
develop the expected long-term rate of return on assets assumption for the portfolio. 

The following describes the effects on pension benefits by changing the major actuarial assumptions discussed 
above: 

A 1 % change in the assumed discount rate could have an approximate $34 million positive 01' negative 
impact to the 2009 accumulated benefit obligation and an approximate $45 million positive or negative 
impact to the 2009 projected benefit obligation. 

A 25 basis point change in the expected rate of return on assets would have resulted in less than a $1 million 
positive or negative impact on 2009 pension expense. 

Assumed Health Care Cost Trelld Rates. For measurement purposes, an 8% annual increase in the per capita 
cost of covered health care benefits was assumed for 2009. The rate was assumed to decrease graduaIIy to 4.5% by 
2029 and remain at that level thereafter. 

Assumed health care cost trend rates have a significant effect on the amounts reported for the health care plans. 
A 1 % change in assumed health care cost trend rates would have resulted in an increase or decrease of less than 
$1 million on the 2009 total of service and interest costs components and an increase or decrease of $4 million in 
year-end 2009 postretirement benefit obligations. 

Expected Future Benefit Payments and Medicare Subsidy Receipts. The foHowing list provides the amount 
of expected future benefit payments, which reflect expected future service and the estimated gross amount of 
Medicare subsidy receipts: 

Pension 
Benefits 

2010 ............................................ . $17 

2011. ........................................... . 17 

2012 ............................................ . 17 

2013 ............................................ . 17 
2014 ............................................ . 17 

2015-19 ......................................... . 97 
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Postretirement 

Benefits 
(In millions) 

$ 6 

6 

6 

6 

7 

37 

Medicare 
Subsidy 
Receipts 

$ I 

I 
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Plan Assets. The foHowing table shows the plans' weighted-average asset allocation by asset category at 
Deceinber 31: 

Pension Plalls Thrget Range 2009 2008 

Equity securities ......................................... . 45% - 75% 59% 55% 

Debt securities .................... , ..................... . 30% - 50% 40 43 

Other. ................................................ . 0% - 10% 2 

Totals ................................................. . 100% 100% 
- -

The investment policy of the pension plans was developed in conjunction with financial consultants, 
investment advisors and legal counsel. The goal of the investment policy is to preserve the capital of the fund 
and maximize investment earnings. The return objective is to exceed the benchmark return for the policy index 
comprised of the following: Russell 3000 Index, MSCI-EAFE Index, Bm·clays Capital Aggregate and Barclays 
Capital U.S. Long Government/Credit Bond Index in proportions equal to the targeted asset allocation. 

Evaluation of performance focuses on a long-term investment time horizon of at least three to five years or a 
complete market cycle. The assets of the pension plans are broadly diversified within different asset classes 
(equities, fixed income securities and cash equivalents). 

To minimize the risk of large losses in a single asset class, no more than 5% of the portfolio will be invested in 
the securities of anyone issuer with the exclusion of the U.S. government and its agencies. The equity portion of the 
fund is diversified among the market's various subsections to diversify risk, maximize returns and avoid undue 
exposure to any single economic sector, industry group or individual security. The equity subsectors include, but are 
not limited to, growth, value, small capitalization and international. 

In addition, the overall fixed income portfolio may have an average weighted duration, or interest rate 
sensitivity which is within +/- 20% of the duration of the overall fixed income benchmark. Foreign bonds in the 
aggregate shall not exceed 10% of the total fund. The portfolio may include a limited investment of up to 20% in 
below investment grade securities provided that the overall average portfolio quality remains "AA" or better. The 
below investment grade securities include, but are not limited to, medium-term notes, corporate debt, non-dollar 
and emerging market debt and asset backed securities. The cash investments should be in securities that are either 
short maturities (not to exceed 180 days) or readily marketable with modest risk. 

Derivative securities are permitted only to improve the portfolio's risk/return profile, to modify the portfolio's 
duration or to reduce transaction costs and must be used in conjunction with underlying physical assets in the 
portfolio. Derivative securities that involve speculation, leverage, interest rate anticipation, or any undue risk 
whatsoever are not deemed appropriate investments. 

The investment objective for the postretirement benefit plan is to provide current income consistent with 
stability of principal and liquidity while maintaining a stable net asset value of $1.00 per share. The postretirement 
funds are invested in a prime cash money market fund that invests primarily in a portfolio of shortwterm, high~quality 
fixed income securities issued by banks, corporations and the U.S. government. 

KU has classified plan assets that are accounted for at fair value into the three levels of the fair value hierarchy, 
as defined by the fair value measurements and disclosures guidance of the FASB ASC. See Note 3 of the Notes to 
Financial Statements. 

A financial instnunent's level within the fair value hierarchy is based on the lowest level of any input that is 
significant to the fair value measurement. Valuation techniques used need to maximize the use of observable inputs 
and minimize the use of unobservable inputs. 

A description of the valuation methodologies used to measure plan assets at fair value is provided below: 

Money Market Fund: These investments are public investment vehicles valued using $1 for the net asset 
value. The money market funds are classified within level 2 of the valuation hierarchy. 

Common/Collective Trusts: Valued based on the beginning of year value of the plan's interests in the 
tmst plus actual contributions and allocated investment income (loss) less actual distributions and allocated 
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administrative expenses. Quoted market prices are used to value investments in the trust, with the exception of 
the Group Annuity Contract ("GAC"). The fair value of certain other investments for which quoted market 
prices are not available are valued based on yields currently available on comparable securities of issuers with 
similar credit ratings. The common/collective trusts are classified within level 2 of the valuation hierarchy. 

The preceding methods described may produce a fair valuc that may not be indicative of net realizable value or 
reflective of future fair values. Furthermore, although the Company believes its valuation methods arc appropriate 
and consistent with other market participants, the use of different methodologies or assumptions to determine the 
fair value of certain financial instruments could result in a different fair value measurement at the reporting date. 
There were no changes in the plan's valuation methodologies during 2009. 

The following table sets forth, by level within the fair value hierarchy, the plan's assets at fair value as of 
December 31, 2009: 

Money Market Fund ................................................... . 

COInmolvCollective Trusts ............................................... . 

Total investments at fair value ............................................ . 

There are no assets categorized as level 1 or level 3. 

Le"cI2 
(J\Iillions) 

$ 2 
186 

$188 
= 

The GAC is an immediate participation guarantee contract. In accordance with the plan accounting guidance 
of the FASB ASC, the cost incurred to purchase the GAC prior to March 20, 1992, is permitted to be carried at 
contract value, since it is a contract with an insurance company and therefore is excluded from the table above. The 
cost incurred to fund the GAC after March 20, 1992, is carried at contract value in accordance with the plan 
accounting guidance of the FASB ASC, since it is a contract that incorporates mortality and morbidity risk. Contract 
value represents cost plus interest income less distributions for benefits and administrative expenses. 

Contributions. KU made a discretionary contribution to the pension plan of $13 million in April 2009 and 
$13 million in January 2007. The Company also made contributions to other postretirement benefit plans of 
$7 million, $5 million and $6 million in 2009, 2008 and 2007, respectively. The amount of future contributions to 
the pension plan will depend upon the actual return on plan assets and other factors, but the Company funds its 
pension obligations in a manner consistent with the Pension Protection Act of 2006. In January 2010, KU made a 
discretionary contribution to the pension plan of $13 million and anticipates making voluntary contributions to 
fund Voluntary Employee Beneficiary Association trusts to match the annual postretirement expense and funding 
the 401(h) plan up to the maximum amount allowed by law. 

Pension Legislation. The Pension Protection Act of 2006 was enacted in August 2006. New rules regarding 
funding of defined benefit plans are generally effective for plan years beginning in 2008. Among other matters, this 
comprehensive legislation contains provisions applicable to defined benefit plans which generally (i) mandate full 
funding of CutTent liabilities within seven years; (ii) increase tax-deduction levels regarding contributions; 
(iii) revise certain actuarial assumptions, slIch as mortality tables and discount rates; and (iv) raise federal 
insurance premiums and other fees for under-funded and distressed plans. The legislation also contains a number of 
provisions relating to defined-contribution plans and qualified and non-qualified executive pension plans and other 
matters. The Company's plan met the minimum funding requirements as defined by the Pension Protection Act of 
2006 for years ended December 31, 2009 and 2008. 

Thrift Savings Plalls. KU has a thrift savings plan under section 401 (k) of the Internal Revenue Code. Under 
the plan, eligible employees may defer and contribute to the plan a portion of current compensation in order to 
provide future retirement benefits. KU makes contributions to the plan by matching a portion of the employee 
contributions. The costs of this matching were $3 million in 2009 and 2008, and $2 million in 2007. 

KU also makes contributions to retirement income accounts within the thrift savings plans for certain employees not 
covered by noncontributolY defined benefit pension plans. These employees consist mainly of those hired after 
December 31, 2005. The Company makes these contributions based on years of service and the employees' wage and 
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salmy levels, and it makes them in addition to the matching contributions discussed above. The amounts contributed by 
the Company under this ammgement equaled less than $1 million in 2009, 2008 and 2007. 

Note 6 - Income Taxes 

A United States consolidated income tax return is filed by E.ON U.S.'s direct parent, E.ON US Investments 
Corp., for each tax period. Each subsidiary of the consolidated tax group, including KU, calculates its separate 
income tax for each period. The resulting separate-return tax cost or benefit is paid to or received from the parent 
company or its designee. The Company also files income tax returns in various state juriSdictions. \Vhile 2006 and 
later years are open under the federal statute of limitations, Revenue Agent Reports for 2006-2007 hav~ been 
received from the IRS, effectively cJosing these years to additional audit adjustments. Adjustments to these tax 
years were previously recorded in the financial statements. Tax years 2007 and 2008 were examined under an IRS 
pilot program named "Compliance Assurance Process" ("CAP"). This program accelerates the IRS's review to 
begin during the year applicable to the retulll and ends 90 days after the return is filed. KU had no adjustments for 
the 2007 federal return. Areas remaining under examination for 2008 include bonus depreciation and the 
Company's application for a change in repair deductions. No net material adverse impact is expected from these 
remaining areas. 

Additions and reductions of uncertain tax positions during 2009, 2008 and 2007 were less than $1 million. 
Possible amounts of uncertain tax positions for KU that may decrease within the next 12 months total less than 
$1 million and are based on the expiration of the audit periods as defined in the statutes. If recognized, the less than 
$1 million of unrccognized tax benefits would reduce the effective income tax rate. 

The amount KU recognized as interest expense and interest accrued related to unrecognized tax benefits was 
less than $1 million as of December 31, 2009,2008 and 2007. The interest expense and interest accrued is based on 
IRS and Kenhlcky Department of Revenue large corporate interest rates for underpayment of taxes. At the date of 
adoption, the Company accrued less than $1 million in interest expense on uncertain tax positions. KU records the 
interest as interest expense and penalties as operating expenses in the income statement and accmed expenses in the 
balance sheets, on a pre-tax basis. No penalties were accrued by the Company through December 31, 2009. 

Components of income tax expense are shown in the table below: 

2009 2008 2007 
(In millions) 

Current - federal .......................................... . $(5) $ 46 $28 

-state ........................................... . 1 10 13 

Deferred - federal- net .................................... . 43 (10) (5) 

- state - net ...................................... . 7 (3) (I) 

Investment tax credit - deferred .................................. . 21 25 43 

Amortization of investment tax credit .............................. . ~) 

Total income tax expense ....................................... . $67 $ 68 $77 
= 

Deferred federal and state income tax expense increased in 2009, compared to 2008, due primarily to 
temporary differences related to storm costs and depreciation. The tcmporary differences also resulted in an 
offsetting decrease to current federal and state taxes in 2009. Current federal income tax expense increased in 2008, 
compared to 2007, and investment tax credit - deferred decreased primarily due to claiming $18 million less in 
investment tax credits in 2008. Current state income tax decreased due to coal credits claimed in 2008. DefelTCd 
federal income tax expense decreased in 2008 primarily due to adjusting prior year estimates to actual based on the 
filed tax retum. 

In June 2006, KU and LG&E filed ajoint application with the U.S. Depaltment of Energy ("DOE") requesting 
certification to be eligible for investment tax credits applicable to the construction ofTC2. In November 2006, the 
DOE and the IRS announced that KU and LG&E were selected to receive the tax credit. A final IRS certification 
required to obtain the investment tax credit was received in August 2007. In September 2007, KU received an Order 
from the Kentucky Commission approving the accounting of the investment tax credit. KU's portion of the TC2 tax 
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credit will be approximately $101 million over the construction period and will be amortized to income over the life 
of the related property beginning when the facility is placed in service. Based on eligible construction expenditures 
incurred, KU recorded investment tax credits of$21 miIlion, $25 miIlion and $43 miIlion in 2009, 2008 and 2007, 
respectively, decreasing current federal income taxes. The amount claimed through 2009 is all that KU is allowed to 
claim. KU has reached the maximum credit of $101 million. In addition, a full depreciation basis adjustment is 
required for the amount of the credit. The income tax expense impact from amortizing these credits will begin when 
the facility is placed in service. 

In March 2008, certain environmental and preservation groups filed suit in federal court in North Carolina 
against the DOE and IRS claiming the investment tax credit program was in violation of certain environmental laws 
and demanded relief, including suspension or termination of the program. During 2008 and 2009, the plaintiffs 
submitted amended complaints aIIeging additional claims for relief. I~l October 2009, the plaintiffs filed a motion 
for a preliminary injunction seeking temporary implementation of certain elements of the requested relief. The 
Company is not currently a party to this proceeding and is not able to predict the ultimate outcome of this matter. 

Components of net deferred tax liabilities inc1uded in the balance sheets are shown below: 

Deferred tax liabilities: 

Depreciation and other plant-related items .............................. . 

Regulatory assets and other 

Total deferred tax liabilities 

Deferred tax assets: 

Income taxes due to customers .................... ' .................. . 

Pensions and related benefits ....................................... . 

Liabilities and other .... , ......................................... . 

Total deferred tax assets ........................................... . 

Net deferred income tax liability 

Balance sheet classification 

Current assets ................................................. . 

Non~current liabilities ........................................... . 

Net deferred income tax liability ...................................... . 

2009 2008 -- --
(In millions) 

$303 $284 

69 40 

372 324 

4 6 
17 19 

18 22 

39 47 

$333 $277 

$ (3) $ (2) 

336 279 

$333 $277 
= = 

The Company expects to have adequate levels of taxable income to realize its recorded deferred tax assets. 

A reconciliation of differences between the statutory U.S. federal income tax rate and KU's effective income 
tax rate follows: 

2009 2008 2007 

Statutory federal income tax rate .............................. . 35.0% 35.0% 35.0% 

State income taxes, l1et of federal benefit. ....................... . 2.7 2.6 304 
Reduction of income tax reserve .............................. . (0.2) (004) 
Qualified ,production activities deduction ........................ . (0.3) (1.1 ) (1.2) 

Dividends received deduction related to EEl investment ............. . (1.5) (4.2) (2.9) 

Reversal of excess deferred taxes ............................. . (0.9) (0.6) (0.8) 

Other differences ......................................... . (1.5) (104) (1.5) 

Effective income tax rate 33.5% 30.1% 31.6% 
= = = 
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The effective income tax rate increased from 2008 to 2009 primarily due to a $15 million decrease in 2009 
dividends received from Electric Energy Inc., reducing the dividends received deduction. The effective income tax 
rate decreased from 2007 to 2008 primarily due to increased dividends from its investment in EEL 

Note 7 - Long·Term Debt 

As of December 31, 2009 and 2008, long-term debt and the current portion of long-term debt consist primarily 
of pollution control bonds and long-term loans from affiliated companies as summarized below. 

Stated Principal 
Interest Rates Maturities Amounts 

(In millions) 

Outstanding at December 31, 2009: 

Noncurrent portion ........................ Variable -7.035% 2011-2037 $1,421 

Current portion ........................... Vadable - 4.240% 2010-2034 $ 261 

Outstanding at December 31, 2008: 

Noncurrent portion ........................ Variable - 7.035% 2010-2037 $1,304 

Current portion ........................... Variable 2023-2034 $ 228 

Long-term debt includes $228 million of pollution control bonds that are classified as cutTent portion because 
these bonds are subject to tender for purchase at the option of the holder and to mandatory tender for purchase upon 
the occurrence of certain events. These bonds include Carroll County 2002 Series A and B, 2004 Series A, 2006 
Series Band 2008 Series A; Muhlenberg County 2002 Series A; and Mercer County 2000 Series A and 2002 
Series A. Maturity dates for these bonds range from 2023 to 2034. The average annualized interest rate for these 
bonds during 2009, 2008 aud 2007, was 0.61%,1.75% and 3.72%, respectively. 

Pollution control bonds are Obligations issued in connection with tax-exempt pollution control revenue bonds 
issued by various govemmental entities, principally counties in Kentucky. A loan agreement obligates the Company 
to make debt service payments to the county that equate to the debt service due from the county on the related 
pollution control revenue bonds. The loan agreement is an unsecured obligation of the Company. Proceeds from 
bond issuances for environmental equipment (primarily related to the installation of FGDs) were held in trust 
pending expenditure for qualifying assets. At December 31, 2009, KU had no bond proceeds in trust included in 
restricted cash on the balance sheet. At December 31, 2008, the Company had $9 million ofbolld proceeds in trust 
included in restricted cash in the balance sheets. 

Several of the pollution control bonds are insured by mon01ine bond insurers whose ratings have been reduced 
due to exposures relating to insurance of sub-prime mortgages. At December 31, 2009, the Company had an 
aggregate $351 million of outstanding pollution control indebtedness, of which $96 million is in the form of insured 
auction rate securities wherein interest rates are reset every 35 days via an anction process. Beginning in late 2007, 
the interest rates on these insured bonds began to increase due to investor concerns about the creditworthiness of the 
bond insurers. During 2008, interest rates increased, and the Company experienced "failed auctions" when there 
were insufficient bids for the bonds. \Vhen a failed auction occurs, the interest rate is set pursuant to a formula 
stipulated in the indenture. During 2009, 2008 and 2007, the average rate OIl the auction rate bonds was 0.44%, 
4.50% and 3.96%, respectively. The instruments governing these auction rate bonds permit KU to convert the bonds 
to other interest rate modes, such as various short-term variable rates, long-term fixed rates or intermediate-tenn 
fixed rates that are reset infrequently. In June 2009, S&P downgraded the credit rating of Arnbac from "A" to 
"BBB". As a result, S&P downgraded the rating OIl certain bonds in June 2009. The S&P rating of these bonds is 
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now based 011 the rating of the Company rather than the rating of Ambac since the Company's rating is higher. The 
following table presents the bonds downgraded: 

Bond Rating 
Moody's S&P 

Tax Exempt Bond Issues Principal 2009 2008 2009 2008 
($ ill millions) 

Carroll County 2002 Series C . . . . . . . . . . . . . . . . . . . . . . . . . . $96 A2 A2 BBB+ A 

Carroll County 2007 Series A. . . . . . . . . . . . . . . . . . . . . . . . . . $18 A2 A2 BBB+ A 

Trimble County 2007 Series A . . . . . . . . . . . . . . . . . . . . . . . . . $ 9 A2 A2 BBB+ A 

During 2008, KU converted several series ofits pollution control bonds from the auction rate mode to a weekly 
interest rate mode, as permitted under the loan documents. In connection with these conversions, the Company 
purchased some of the bonds from the remarketing agent. The bonds that were repurchased from the rernarketing 
agent in 2008 were either defeased or remarketed during 2008. 

As of December 31, 2009, KU had no remaining repurchased bonds. During 2008, KU refinanced and 
remarketed $63 million and refinanced $17 million of pollution control bonds that had been previously repurchased 
by the Company. 

All of KU's first mortgage bonds were released and terminated in February 2007. Under the provisions for 
certain ofKU's variable-rate pollution control bonds, the bonds are subject to tender for purchase at the option of the 
holder and to mandatory tender for purchase upon the occurrence of certain events, causing the bonds to be 
classified as current portion of long-tenn debt in the balance sheets. The average annualized interest rate for these 
bonds during 2009, 2008 and 2007 was 0.61 %, 1.75% and 3.72%, respectively. 

There were no redemptions or maturities of long-term debt for 2009. Redemptions and maturities ofIong-term 
debt for 2008 and 2007 are summarized below: 

Principal Secured! 
Year Description Amount Rate Unsecured Maturity 

($ in millions) 

2008 Pollution control bonds ...................... $13 Variable Secured 2035 

2008 Pollution control bonds ...................... $13 Variable Secured 2035 

2008 Pollution control bonds ...................... $17 Variable Secured 2036 

2008 Pollution. control bonds ...................... $17 Variable Secured 2036 

2007 Pollution control bonds ...................... $54 Variable Secured 2024 

2007 First mortgage bonds ........................ $54 7.92% Secured 2007 

F-34 



~ 

Year 

2009 

2009 

2009 

2008 

2008 

2008 

2008 

2008 

2007 

2007 

2007 

2007 

2007 

2007 

2007 

2007 

2007 

Attachment to Response to KU AG-l Question No. 217 
Page 125 of171 

Arbough 

Issuances of long-term debt for 2009,2008 and 2007 are summarized below: 

Principal Secured! 
Description Amount Rate Unsecured Maturity 

($ in millions) 

Due to Fidelia $ 50 4.445% Unsecured 2019 

Due to Fidelia . . . . . . . . , . . . . . . . . . . . . . . . . . . $ 50 4.81% Unsecured 2019 

Due to Fidelia ........................... $ 50 5.28% Unsecured 2017 

Due to Fidelia ........................... $ 75 7.035% Unsecured 2018 

Pollution control bonds ...... ' ............... $ 78 Variable Unsecured 2032 

Due to Fidelia ........ , .............. , ... $ 50 6.16% Unsecured 2018 

Due to Fidelia ........................... $ 50 5.645% Unsecured 2018 

Due to Fidelia ......... , ................. $ 75 5.85% Unsecured 2023 

Pollution control bonds ..................... $ 54 Variable Unsecured 2034 

Pollution control bonds ..................... $ 18 Variable Unsecured 2026 

Pollution control bonds ..................... $ 9 Variable Unsecured 2037 

Due to Fidelia ..... , .. , .. , .... , ..... " ... $ 53 5.69% Unsecured 2022 

Due to Fidelia .. " .... , ............ , .... , $ 75 5.86% Unsecured 2037 

Due to Fidelia ... , ............. , ......... $ 50 5.98% Unsecured 2017 

Due to Fidelia . , . . . . . . . , . . . . . . . . . . , . . . . . . $100 5.96% Unsecured 2028 

Due to Fidelia , .... ," .......... ,' ... , ... $ 70 5.71% Unsecured 2019 

Due to Fidelia .... , ...... , ......... ,., ... $100 5.45% Unsecured 2014 

In February 2007, KU completed a series of financial transactions impacting its periodic reporting requireR 

ments. The $54 million Pollution Control Series 10 bond was refinanced and replaced with a new unsecured tax
exempt bond of the same amount maturing in 2034. The $53 million Series P bond was defeased and replaced with 
an intercompany loan totaling $53 million from Fidelia. In conjunction with the defeasance, the Company 
terminated the related interest rate swap. Fidelia also agreed to eliminate the second lien on its two secured 
loans. Pursuant to the terms of the remaining tax-exempt bonds, the first mOltgage bonds were cancelled and the 
underlying lien on substantially all of KU's assets was released following the completion of these steps. KU no 
longer has any secured debt and is no longer subject to periodic reporting under the Securities Exchange Act of 
1934. 

In October 2008, the Company issued Can'oll County 2008 Series A tax exempt bonds in the amount of 
$78 million. The new bonds mature on February 1, 2032, and bear interest at a variable rate. The new bonds 
refinance four existing bonds (Carroll County 2005 Series A and B - $13 million each and the Carroll County 
2006 Series A and C - $17 million eachl, and include $18 million of new funding. The proceeds were held in 
escrow pending incUll'ence of qualifying expenditures, but have now been used. 

In December 2008, KU converted the interest rate mode of the Carroll County 2006 Series B to a weekly mode 
from an auction mode. The bonds along with the Carroll County 2004 Series A, the Mel~er County 2000 Series A, 
and the Carroll County 2008 Series A, were issued with the enhancement of a letter of credit. The bonds have been 
reclassified as current portion of long-term debt because investors can put the bonds back to the Company all a 
weekly basis. 

As of December 31, 2009, $1,331 million of unsecured notes payable was outstanding to the Company's 
affiliate, Fidelia, with interest rates ranging from 4.24% to 7.04% and maturities ranging from 2010 to 2037. 
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Long-term debt maturities for KU are shown in the following table: 

2010 
2011 
2012 
2013 
2014 
Thereafter ......................................................... . 

Total ............................................................. . 

(In millions) 

$ 33 

50 
175 
100 

1,324(a) 

$1,682 
= 

(a) Includes long-term debt of $228 million classified as CutTent liabilities because these bonds are subject to 
tender for purchase at the option of the holder and to mandatory tcnder for purchase upon the occurrence of 
certain events. Maturity dates for these bonds range from 2023 to 2034. 

Note 8 - Notes Payable and Other Short· TerlU Obligations 

KU participates in an intercompany money pool agreement wherein E.ON U.S. and/or LG&E make funds 
available to KU at market-based rates (based on highly rated commercial paper issues) up to $400 million. Details of 
the balances arc as follows: 

Total Money Amollnt Balance Ayerage 
Pool Available Outstanding A,'ailable Interest Rate 

December 31, 2009 ................... . 
December 31, 2008 ................... . 

$400 
$400 

($ in millions) 

$45 
$16 

$355 
$384 

0.20% 
1.49% 

E.ON U.S. maintains revolving credit facilities totaling $313 million at December 31, 2009 and 2008, to 
ensure funding availability for the money pool. At December 31,2009 and 2008, one facility, totaling $150 million, 
is with E.ON North America, Inc., while the remaining line, totaling $163 million, is with Fidelia; both are affiliated 
companies. The balances are as follows: 

Amollnt Balance AYerage Total 
Available Outstanding Available Interest Rate 

December 31, 2009 ........................... $313 
December 31, 2008 .. . . . . .. . . . . . . .. .. .. . .. . .. . $313 

($inmill~ 
$276 
$299 

$37 
$14 

1.25% 
2.05% 

As of December 31, 2009, the Company maintained a bilateral line of credit, with an unaffiliated financial 
institution, totaling $35 million which matures in June 2012. At December 31, 2009, there was no balance 
outstanding under this facility. 

The covenants under this revolving line of credit include the following: 

• The debt/total capitalization ratio must be less than 70% 

• E.ON must own at least 66,667% of voting stock of KU directly or indirectly 

• The corporate credit rating of the Company must be at or above BBB- and Baa3 as determined by S&P and 
Moody's 

I A limitation on disposing of assets aggregating more than 15% of total assets as of December 31, 2006 

KU was in compliance with these covenants at December 31, 2009. 

In October 2008, KU closed on a $78 million bilateral line of credit which had a 364 day maturity. This facility 
was terminated in December 2008 and replaced by four new letter of credit facilities to allow issuance of letters of 
credit totaling $198 million to support tax·exempt bonds totaling $195 million of the $228 million of bonds that can 
be put back to the Company. Should the holders elect to put the bonds back and they cannot be remarketed, the letter 
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of credit would fund the investor's payment. The expiration date for the letters of credit has been extended to 
December 2010. The reimbursement agreements are identical and contain the following covenants: 

E.ON must own 75% of voting stock of KU directly or indirectly 

A limitation on disposing of assets aggregating more than 20% of total assets as of most recent quarter-end. 

At December 31! 2009, KU had no remaining capacity for letters of credit under these facilities and was in 
compliance with these covenants. 

Note 9 - Commitments and Contingencies 

Operating Leases. KU leases office space, office equipment, plant equipment, real estate, railcars, tele
communications and vehicles and accounts for these leases as operating leases. In addition, KU reimburses LG&E 
for a portion of the lease expense paid by LG&E for KU's usage of office space leased by LG&E. Total lease 
expense was $10 million, $9 million and $6 million for 2009, 2008 and 2007, respectively. The future minimum 
annual lease payments for operating leases for years subsequent to December 31, 2009, are shown in the following 
table: 

2010 
2011 

2012 
2013 
2014 

(In millions) 

$ 7 

6 

5 

4 

4 
Thereafter .. , ...................... , . . .. .. .. . .. . . .. . . .. . . .. .. . . .. . . . 3 

Total, ...... , ... , .......... , .. , .... , ... , ..... , .... , ..... , , . . . . . . . . . $29 

Owensboro Contract Litigation. In May 2004, the City of Owensboro, Kentucky and OMU commenced a 
suit which was removed to the U.S. District Court for the \Vestern District of Kentucky, against KU concerning a 
long-term power supply contract (the "OMU Agreement") with KU. The dispute involved interpretational 
differences regarding issues under the OMU Agreement, including various payments or charges between KU 
and OMU and rights concerning excess power, termination and emissions allowances. In July 2005, the COUlt issued 
a summary judgment ruling upholding OMU's contractual right to terminate the OMU agreement in May 2010. 

In September and October 2008, the court granted ruHngs on a number of summary judgment petitions in the 
Company's favor. The summary judgment rulings resulted in the dismissal of all of OMU's remaining claims 
against the Company. The trial on KU's counterclaim occurred during October and November 2008. During 
February 2009, the court issued orders on the matters covered at trial, including (i) awarding the Company an 
aggregate $9 million relating to the cost of NO x allowances charged by OMU to KU and the price of back-up power 
purchased by OMU from KU, plus pre- and post-judgment interest, and (ii) denying the Company's claim for 
damages based upon sub~par operations and availability of the OMU units. In April 2009, the court issued a ruling 
on various post-trial motions denying certain challenges to calculation elements of the $9 million award or of 
interest amounts associated therewith. In May 2009, KU and OMU executed a settlement agreement resolving the 
matter on a basis consistent with the court's prior rulings and the Company has received the agreed settlement 
amounts. 

Sale and Leaseback Transactioll. The Company is a participant in a sale and leaseback transaction involving 
its 62% interest in two jointly owned CTs at KU's E.\V. Brown generating station (Units 6 and 7). Commencing in 
December 1999, KU and LG&Eentered into a tax-efficient, 18-year lease oftheCTs. KU and LG&E have provided 
funds to fully defense the lease, and have executed an irrevocable notice to exercise an early purchase option 
contained in the lease after 15.5 years. The financial statement treatment of this transaction is no different than if 
KU had retained its ownership. The leasing transaction was entered into following receipt of required state and 
federal regulatory approvals, 
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In case of default under the lease, the Company is obligated to pay to the lessor its share of certain fees or 
amounts. Primary events of default include loss or destruction of the CTs, failure to insure or maintain the Cfs and 
unwinding of the transaction due to governmental actions. No events of default currently exist with respect to the 
lease. Upon any termination of the lease, whether by default or expiration of its term, title to the ers reverts jointly 
to KU and LG&E. 

At December 31, 2009. the maximum aggregate amount of default fees or amounts was $8 million, of which 
KU would be responsible for 62% (approximately $5 million), The Company has made arrangements with E.ON 
U.S., via guarantee and regulatory commitment, for E.ON U.S. to pay its full portion of any default fees or amounts. 

Let/ero/Credit. KU has provided letters of credit totaling $198 million supporting bonds of$195 million and 
a letter of credit totaling less than $1 million to support ce11ain obligations related to workers' compensation. 

Power Purchases. The Company has power purchase arrangements with OMU and OVEC. Under the OMU 
agreement, which will be terminated by OMU in May 2010, KU purchases all of the output of an approximately 
400-Mw coal-fired generating station not required by OMU. The amount of power purchases available to the 
Company during 2010, which is expected to be approximately 5% of KU's total Kwh native load energy 
requirements, is dependent upon a number offactors including the OMU units' availability, maintenance schedules, 
fuel costs and OMU requirements. Payments are based on the total costs of the station allocated per terms of the 
OMU agreement. Included in the total costs is KU's proportionate share of debt service requirements on 
$207 million of OMU bonds outstanding at December 31,2009. The debt service is allocated to KU based on 
its annual allocated share of capacity, which averaged approximately 44% in 2009. KU does not guarantee the OMU 
bonds, or any requirements therein, in the event of default by OMU. 

KU has a contract for power purchases with aVEC, terminating in 2026, for various Mw capacities. KU has an 
investment of2.5% ownership in aVEC's common stock, which is accounted for on the cost method of accounting. 
The Company's share of aVEC's output is 2.5%, approximately 55 Mw of generation capacity. Future obligations 
for power purchases are shown in the following table: 

2010 

2011 

2012 

2013 

(In millions) 

$ 16 

10 

10 

II 
2014 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12 

Thereafter ............ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 177 

Total. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $236 

Coal and Gas Purchase Obligations. KU has contracts to purchase coal and natural gas transpOltation. 
Future obHgations are shown in the following table: 

2010 ............................................................. . 

2011 

2012 

2013 

2014 

Thereafter ......................................... ' ................ . 

Total ............................................................. . 

(In millions) 

$ 391 

307 

145 

88 

92 

--=(a) 

$1,023 
= 

(a) Obligations after2014 are indexed to future market prices and are not included above since prices will be set in 
the future using the contracted methodology. 

F-38 



Attachment to Response to KU AG-l Question No. 217 
Page 129 of 171 

Arbough 

COllstruction Program. KU had $62 million of commitments in connection with its construction program at 
December 31, 2009. 

In June 2006, KU and LG&E entered into a construction contract regarding the Te2 project. The contract is 
generally in the form of a lump-sum, turnkey agreement for the design, engineering, procurement, constmction, 
commissioning, testing and delivery of the project, according to designated specifications, terms and conditions. 
The contract price and its components are subject to a number of potential adjustments which may serve to increase 
or decrease the ultimate construction price paid or payable to the contractor. The contract also contains standard 
representations, covenants, indemnities, tennination and other provisions for arrangements of this type, including 
termination for convenience or for cause rights. In March 2009, the parties completed an agreement resolving 
certain construction cost increases due to higher labor and per diem costs above an established baseline, and certain 
safety and compliance costs resulting from a change in law. The Company's share of additional costs from inception 
of the contract through the expected project completion in 2010 is estimated to be approximately $30 million. 
During the past and to date in 2010, KU and LG&E have received a number of contractual notices from the TC2 
construction contractor asserting force majeure/excusable event claims for adjustments to either or both of contract 
price or construction schedule with respect to certain events which, if granted, may affect such contractual terms in 
addition to a possible extension of the commercial operations date, liquidated damages or other relevant provisions. 
The parties are continuing to discuss such matters in good faith and to resolve them in a commercially reasonable 
manner. The Company cannot currently estimate the ultimate outcome of these matters, including the extent, if any, 
that it results in increased costs charged for construction ofTC2 and/or relief relating to the construction completion 
or operations dates. 

Te2 Air Permit. The Sierra Club and other environmental groups filed a petition challenging the air permit 
issued for the TC2 base10ad generating unit which was issued by the Kentucky Division for Air Quality ("KDAQ") 
in November 2005. In September 2007, the Secretary of the Kentucky Environmental and Public Protection Cabinet 
issued a final Order upholding the permit. The environmental groups petitioned the EPA to object to the state permit 
and subsequent permit revisions. In determinations made in September 2008 and June 2009, the EPA rejected most 
of the environmental groups' claims, but identified three permit deficiencies which the KDAQ addressed by 
revising the permit. In August 2009, the EPA issued an order denying the remaining claims with the exception of 
two additional deficiencies which the KDAQ was directed to address. The EPA determined that the proposed permit 
subsequently issued by the KDAQ satisfied the conditions of the EPA Order, although the agency recommended 
certain enhancements to the administrative record. In January 2010, the KDAQ issued a final permit revision 
incorporating the proposed changes to address the two EPA objections. In March 2010, the Sierra Club submitted a 
petition to the EPA to object to the permit revision, which petition is now pending before the EPA. The Company 
believes that the final permit as revised should not have a material adverse effect on its financial condition or results 
of operations. However, until the right to challenge the final permit expires, the Company cannot predict the final 
outcome of this matter. 

Thel1lIostat Replacement. During January 2010, KU and LG&E announced a voluntary plan to replace 
certain thermostats which had been provided to customers as part of the Companies' demand reduction programs, 
due to concerns that the thermostats may present a safety hazard. Under the plan, the Companies anticipate 
replacing up to approximately 14,000 thermostats. Estimated costs associated with the replacement program may 
be $2 million. However, the Companies cannot fully predict the ultimate outcome of the replacement program or 
other effects or developments which may be associated with the thermostat replacement matter at this time. 

Resel1le Sharing Developments. The membership of KU and LG&E in the Midwest Contingency Reserve 
Sharing Group terminated on December 31, 2009. In December 2009, the Companies entered into arrangements 
with Tennessee Valley Authority and East Kentucky Power Cooperative to form a new reserve sharing group, the 
TEE Contingency Reserve Sharing Group. Contingency reserves, including spinning reserves and supplemental 
reserves, relate to power or capacity requirements that the Companies must have available for certain reliability 
purposes. In general, the operational and financial impact of reserve Sharing arrangements varies based upon factors 
such as the terms of the agreement, the relative generating and operations conduct of the parties and relevant market 
prices. While the Companies do not anticipate the revised reserve sharing developments will have a material 
adverse effect on their prospective operations or financial condition, such outcome cannot be guaranteed. 
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Mine Safety Compliance Costs. In March 2006, the Mine Safety and Health Administration enacted 
Emergency Temporary Standards regulations and has issued additional regulations as the result of the passage 
of the Mine Improvement and New Emergency Response Act 0[2006, which was signed into law in June 2006. At 
the state level, Kentucky and other states that supply coal to KU, have passed new mine safety legislation. These 
pieces of legislation require all underground coal mines to implement new safety measures and install new safety 
equipment. Under the terms of the majority of the long~tenn coal contracts the Company has in place, provisions are 
made to allow for price adjustments for compliance costs resulting from new or amended laws or regulations. KU's 
coal suppliers regularly submit price adjustments related to these compliance costs. The Company employs an 
external consultant to review all relevant mine safety compliance cost claims for validity and reasonableness. 
Depending upon the terms of the contracts and commercial practice, the Company may delay payment of the 
adjustments or pay certain adjustments subject to refund. At appropriate times in the review, payment or refund 
processes, KU may make adjustments to the values or amounts or values of inventory, accounts receivable or 
accounts payable relating to coal matters. In general, the Company expects to recover these coal-related cost 
adjustments through the FAC. 

Environmental Matters. The Company's operations are subject to a number of environmental laws and 
regulations in each of the jurisdictions in which it operates, governing, among other things, air emissions, 
wastewater discharges, the use, handling and disposal of hazardous substances and wastes, soil and groundwater 
contamination and employee health and safety. 

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

Ambient Air Quality. The Clean Air Act requires the EPA to periodically review the available scientific data 
for six criteria pollutants and establish concentration levels in the ambient air sufficient to protect the public health 
and welfare with an extra margin for safety. These concentration levels are known as National Ambient Air Quality 
Standards (''NAAQS''). Each state must identify "nonattainment areas" within its boundaries that fail to comply 
with the NAAQS and develop a SIP to bring such nonattainment areas into compliance. If a state fails to develop an 
adcquate plan, the EPA must develop and implemcnt a plan. As the EPA increases the stringency of the NAAQS 
through its periodic reviews, the attainment status of variolls areas may change, thereby triggering additional 
emission reduction obligations under revised SIPs aimed to achieve attainment. 

In 1997, the EPA established new NAAQS for ozone and fine particulates that required additional reductions in 
S02 and NOx emissions from power plants. In 1998, the EPA issued its final "NOx SIP CaU" rule requiring 
reductions in NOx emissions of approximately 85% from 1990 levels in order to mitigate ozone transport from the 
midwestern U.S. to the northeastern U.S. To implement the new federal requirements, Kentucky amended its SIP in 
2002 to require electric generating units to reduce their NOx emissions to 0.15 pounds weight per MMBtu on a 
company-wide basis. In 2005, the EPA issued the CAIR which required additional S02 emission reductions of70% 
and NOx emission reductions of 65% from 2003 levels. The CAIR provided for a two-phase cap and trade program, 
with initial reductions of NO x and S02 emissions due by 2009 and 2010, respectively, and final reductions due by 
2015. In 2006, Kentucky proposed to amend its SIP to adopt state requirements similar to those under the federal 
CAIR. Depending on the level of action determined necessary to bring local nonattainment areas into compliance 
with the new ozone and fine particulate standards, KU's power plants are potentially subject to additional reductions 
in S02 and NOx emissions. In January 2010, EPA issued a proposed rule to reconsider the NAAQS for Ozone, 
previously revised in 2008. The proposal would institute more stringent standards. At present, the Company is 
unable to determine what, if any, additional requirements may be imposed to achieve compliance with the new 
ozone standard. 

In July 2008, a federal appeals court issued a ruling finding deficiencies in the CAIR and vacating it. In 
December 2008, the Court amended its previous Order, directing the EPA to promulgate a new regulation, but 
leaving the CAIR in place in the interim. Depending upon the course of such matters, the CAIR could be superseded 
by new or revised NOx or S02reguiations with different or more stringent requirements and SIPs which incorporate 
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CAIRrcquirements could be subject to revision. KU is also reviewing aspects ofits compliance plan relating to the 
CAIR, including scheduled or contracted pollution control construction programs. Finally, as discussed below, the 
remand of the CAIRresults in some uncertainty with respect to certain other EPA or state programs and proceedings 
and the Companies' compliance plans relating thereto, due to the interconnection of the CAIR with such associated 
programs. At present, KU is not able to predict the outcomes of the legal and regulatory proceedings related to the 
CAIR and whether such outcomes could have a material effect on the Company's financial or operational 
conditions. 

Hazardous Air Pollutants. As provided in the Clean Air Act, as amended, the EPA investigated hazardous air 
pollutant emissions from electric utilities and submitted a report to Congress identifying mercury emissions from 
coal-fired power plants as warranting further study. In 2005, the EPA issued the Clean Air Mercury Rule ("CAMR") 
establishing mercury standards for new power plants and requiring all states to issue new SIPs including mercury 
requirements for existing power plants. The EPA issued a model1ll1e which provides for l\ two-phase cap and trade 
program with initial reductions due by 2010 and final reductions due by 2018. The CAMR provided for reductions 
of 70% from 2003 levels. The EPA closely integrated the CAMR and CAIR programs to ensure that the 2010 
mercury reduction targets would be achieved as a "co-benefit" of the controls installed for purposes of compliance 
with the CAIR. 

In February 2008, a federal appellate court issued a decision vacating the CAMR. The EPA has announced that 
it intends to promulgate a new mle to replace the CAMR. Depending on the final outcome of the rulemaking, the 
CAMR could be replaced by new mercury reduction rules with different or more stringent requirements. Kentucky 
has also repealed its corresponding state mercury regulations. At present, KU is not able to predict the outcomes of 
the legal and regulatory proceedings related to the CAMR and whether such outcomes could have a material effect 
on the Company's financial or operational conditions. 

Acid Rain Program. The Clean Air Act, as amended, imposed a two-phased cap and trade program to reduce 
S02 emissions from power plants that were thought to contribute to "acid rain" conditions in the northeastern 
U.S. The Clean Air Act, as amended, also contains requirements for power plants to reduce NOx emissions through 
the use of available combustion controls. 

Regional Haze. The Clean Air Act also includes visibility goals for certain federally designated areas, 
including national parks, and requires states to submit SIPs that will demonstrate reasonable progress toward 
preventing future impaitment and remedying any existing impairment of visibility in those areas. In 2005, the EPA 
issued its Clean Air Visibility Rule ("CAVR") detailing how the Clean Air Act's Best Available Retrofit Technology 
("BART") requirements will be applied to facilities, including power plants, built between 1962 and 1974 that emit 
certain levels of visibility impairing pollutants. Under the final rule, as the CAIR provided for more visibility 
improvement than BART, states are allowed to substitute CAIR requirements in their regional haze SIPs in lieu of 
controls that would otherwise be required by BART. The final11l1e has been challenged in the courts. Additionally, 
because the regional haze SIPs incorporate celtain CAIR requirements, the remand of CAIR could potentially 
impact regional haze SIPs. See "Ambient Air Quality" above for a discussion of CAIR-related uncertainties. 

Installation of Pollution Controls. Many of the programs under the Clean Air Act utilize cap and trade 
mechanisms that require a company to hold sufficient emissions allowances to cover its authorized emissions on a 
company-wide basis and do not require installation of pollution controls on every generating unit. Under cap and 
trade programs, companies arc free to focus their pollution control efforts on plants where such controls are 
particularly efficient and utilize the resulting emission allowances for smaller plants where such controls are not 
cost effective. KU met its Phase 1 S02 requirements primarily through installation ofFGD equipment on Ghent Unit 
1. KU's strategy for its Phase II S02 requirements, which commenced in 2000, includes the installation of additional 
FGD equipment, as well as using accumulated emission allowances and fuel switching to defer celiain additional 
capital expenditures. In order to achieve the NOx emission reductions and associated obligations, KU installed 
additional NOx controls, including SCR technology, during the 2000 through 2009 time period at a cost of 
$221 million. lu2001, the Kentucky Commission granted approval to recover the costs incurred by KU for these 
projects through the environmental surcharge mechanism. Such monthly recovery is subject to periodic revicw by 
the Kentucky Commission. 
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In order to achieve mandated emissions reductions, KU expects to incur additional capital expenditures 
totaling approximately $320 million during the 2010 through 2012 time period for pollution controls including FGD 
and SCR equipment, and additional operating and maintenance costs in operating such controls. In 2005, the 
Kentucky Commission granted approval to recover the costs incurred by the Company for these projects through the 
ECR mechanism. Such monthly recovery is subject to periodic review by the Kentucky Commission. KU believes 
its costs in reducing S02. NOx and mercury emissions to be comparable to those of similarly situated utilities with 
like generation assets. KU's compliance plans are subject to many factors including developments in the emission 
allowance and fuels markets, future legislative and regulatOlY enactments, legal proceedings and advances in clean 
air technology. KU will continue to monitor these developments to ensure that its environmental obligations are met 
in the most efficient and cost-effective manner. See "Ambient Air Quality" above for a discussion of CAIR-related 
uncertaiIlties. 

GHG Developments. In 2005, the Kyoto Protocol for reducing GHG emissions took effect, Obligating 
37 industrialized countries to undertake substantial reductions in GHG emissions. The U.S. has not ratified the 
Kyoto Protocol and there are currently no mandatory GHG emission reduction requirements at the federal level. As 
discussed below, legislation mandating GHG reductions has been introduced in the Congress, but no federal 
legislation has been enacted to date. In the absence of a program at the federal level, various states have adopted 
their own GHG emission reduction programs. Such programs have been adopted in various states including 
11 northeastern U.S. states and the District of Columbia under the Regional GHG Initiative program and California. 
Substantial efforts to pass federal GHG legislation are on-going. The current administration has announced its 
support for the adoption of mandatory GHG reduction requirements at the federal level. The United States and other 
countries met in Copenhagen, Dcnmark in December 2009, in an effort to negotiate a GHO reduction treaty to 
sllcceed the Kyoto Protocol, which is set to expire in 2013. At Copenhagen, the U.S. made a nonbinding 
commitment to, among other things, seek to reduce OHO emissions to 17% below 2005 levels by 2020 and 
provide financial support to developing countries. The United States and other nations are scheduled to meet in 
Cancun, Mexico in late 2010 to continue negotiations toward a binding agreement. 

GHG Legislation. KU is monitoring on-going efforts to enact OHG reduction requirements and require
ments governing carbon sequestration at the state and federal level and is assessing potential impacts of such 
programs and strategies to mitigate those impacts. In June 2009, the U.S. House of Representatives passed the 
American Clean Energy and Security Act of2009, eRR. 2454), which is a comprehensive energy bill containing thc 
first-ever nation-wide OHG cap and trade program. If enacted into law, the bill would provide for reductions in 
GHG emissions of3% below 2005 levels by 2012, 17% by 2020, and 83% by 2050. In order to cushion potential rate 
impacts for utility customers, approximately 43% of emissions allowances would initially be allocated at no cost to 
the electric ntility scctor, with this allocation gradually declining to 7% in 2029 and zero thereaftcr. The bill would 
also establish a renewable electricity standard requiring utilities to meet 20% of their electricity demand through 
renewable energy and energy efficiency by 2020. The bill contains additional provisions regarding carbon capture 
and sequestration, clean transportation, smart grid advancement, nuclear and advanced technologies and energy 
efficiency. 

In September 2009, the Clean Energy Jobs and American Power Act (S. 1733), which is largely patterned on 
the House legislation, was introduced in the U.S. Senate. The Senate bill raises the emissions reduction target for 
2020 to 20% below 2005 levels and does not include a renewable electricity standard. While the initial bill lacked 
detailed provisions for the allocation of emissions allowances, a subsequent revision has incorporated allowance 
allocation provisions similar to the House bill. The Company is closely monitoring the progress of the legislation, 
although the prospect for passage of comprehensive GHG legislation in 2010 is uncertain. 

GHG Regulations. In April 2007, the U.S. Supreme Court ruled that the EPA has the authority to regulate 
GHG under the Clean Air Act. In April 2009. the EPA issued a proposed endangenllent finding concluding that 
GHGs endanger public health and welfare, which is an initial rulemaking step under the Clean Air Act. A final 
endangerment finding was issued in December 2009. In September 2009, the EPA issued a final GHG reporting rule 
requiring reporting by facilities with annual GHGemissions equivalent to at least 25,000 tons of carbon dioxide. A 
number of the Company's facilities will be required to submit annual reports commencing with calendar year 2010. 
Also in Septcmber 2009, the EPA proposed to require new or modified sources with GHG emissions equivalent to at 
least 10,000 to 25,000 tons of carbon dioxide to obtain permits under the Prevention of Significant Deterioration 

F-42 



Attachment to Response to KU AG-l Question No. 217 
Page 133 of 171 

Al'bough 

Program. Such new or modified facilities would be required to install Best Available Control Technology. \Vhile the 
Company is unaware of any currently available ORO control technology that might be required for installation on 
new or modified power plants, it is currently assessing the potential impact of the proposed rule. A final rule is 
expected in 2010. 

The Company is unable to predict whether mandatory GHG reduction requirements will ultimately be enacted 
through legislation or regulations. As a company with significant coal-fired generating assets, KU could be 
substantially impacted by programs requiring mandatory reductions in GHG emissions, although the precise impact 
011 its operations, including the reduction targets and deadlines that would be applicable, cannot be determined prior 
to the enactment of such programs. While the Company believes that many costs of complying with mandatory 
GHG reduction requirements or purchasing emission al10wances to meet applicable requirements would likely be 
recoverable, in whole or in part under the ECR, where such costs arc related to the Company's coal-fired generating 
assets, or other potential cost-recovelY mechanisms, this cannot be assured. 

GHG Litigation. A number of lawsuits have been filed asserting common law claims including nuisance, 
trespass and negligence against various companies with GHG emitting facilities. In October 2009, a three judge 
panel of the United States Court of Appeals for the 5th Circuit in the case of Comer v. Murphy Oil reversed a lower 
court, holding that private plaintiffs have standing to assert certain common law claims against more than 30 utility, 
oil, coal and chemical companies. However, in March 2010, the court vacated the opinion of the three-judge panel 
and granted a motion for rehearing. The Comer complaint alleges that GHG emissions from the defendants' 
facilities contributed to global warming which increased the intensity of Hurricane Katrina. RON, the parent of KU 
and LG&E was included as a defendant in the complaint, but has not been subject to the proceedings due to the 
failure of the plaintiffs to pursue service under the applicable international procedures. KU and LG&E are currently 
unable to predict further developments in the Comer case. KU and LG&E continue to monitor relevant OlIG 
litigation to identify judicial developments that may be potentially relevant to their operations. 

BlVWI1 New Source Review Litigation. In April 2006, the EPA issued an NOV alleging that KU had violated 
celtain provisions of the Clean Air Act's new source review rules relating to workperfonned in 1997, on a boiler and 
turbine at KU's E.\V. Brown generating station. In December 2006, the EPA issued a second NOV alleging the 
Company had exceeded heat input values in violation of the air permit for the unit. In March 2007, the Department 
of Justice filed a complaint in federal court in Kentucky alleging the same violations specified in the prior NOVs. 
The complaint sought civil penalties, including potential per~day fines, remedial measures and injunctive relief. In 
December 2008, the Company reached a tentative settlement with the government resolving all outstanding claims. 
The proposed consent decree, which was approved by the court in March 2009, provides for payment of a $1 million 
civil penalty; funding of $3 million in environmental mitigation projects; surrender of 53,000 excess S02 
allowances; surrender of excess NOx allowances estimated at 650 allowances annually for eight years; installation 
of an FGD by December 31, 2010; installation of an SCR by December 31, 2012; and compliance with specified 
emission limits and operational restrictions. 

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

Ghellt Opacity NOV. In September 2007, the EPA iss ned an NOV alleging that KU had violated certain 
provisions of the Clean Air Act's operating rules relating to opacity during June and July of2007 at Units 1 and 3 of 
KU's Ghent generating station. The parties have met on this matter and KU has received no further communications 
from the EPA. The Company is not able to estimate the outcome or potential effects of these matters, including 
whether substantial fines, penalties or remedial measures may result. 

Ghent New Source Review NOV. In March 2009, the EPA issued an NOV alleging that KU violated certain 
provisions of the Clean Air Act's rules governing new source review and prevention of significant deterioration by 
installing FGD and SCR controls at its Ghent generating station without assessing potential increased sulfuric acid 
mist emissions. KU contends that the work in question, as pollution control projects. was exempt from the 
requirements cited by the EPA. In December 2009, the EPA issued a Section 114 information request seeking 
additional information on this matter. The Company is currently unable to determine the final outcome of this 
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matter or the impact of an unfavorable determination upon the Company's financial position or results of 
operations. 

Ash Ponds, Coal-Combustion Byproducts and Water Discharges. The EPA has undertaken various initiatives 
in response to the December 2008 impoundment failure at the Tennessee Valley Authority's Kingston power plant, 
which resulted in a major release of coal combustion byproducts into the environment. The EPA issued information 
requests to utilities throughout the country, including KU, to obtain information on their ash ponds and other 
impoundments. In addition, the EPA inspected a large number of impoundments located at power plants to 
determine their structural integrity. The inspections included several of the Company's impoundments, which the 

,ErA found to be in satisfactory condition. The Company is awaiting final inspection reports for additional 
impoundments. The EPA and other agencies are currently considering the need to revise applicable standards 
governing the structural integrity of ash ponds and other impoundments. In addition, the EPA has announced that it 
is re~evaluating current regulatory requirements applicable to coal combustion byproducts and anticipates pro~ 
posing new rules by early 2010. The EPA is considering a wide range of regulatory options including subjecting ash 
ponds and landfills handling coal combustion byproducts to regulation under the hazardous waste program. Finally, 
the EPA has announced plans to develop revised effluent limitations guidelines and standards governing discharges 
from power plants. The Company is monitoring these ongoing regulatory developments, but will be unable to 
determine the impact until such time as new rules are finalized. 

General EllvilVllmentai PlVceedings. From time to time, KU appears before the EPA, various state or local 
regulatory agencies and state and federal courts regarding matters involving compliance with applicable envi
ronmental laws and regulations. Such matters include a completed settlement with state regulators regarding 
particulate limits in the air permit for KU's Tyrone generating station, remediation activities for, or other risks 
relating to elevated Polychlorinated Biphenyl ("PCB") levels at existing properties, and liability under the 
Comprehensive Environmental Response, Compensation and Liability Act for cleanup at various off-site waste 
sites. Based on analysis to date, the resolution of these matters is not expected to have a material impact on the 
Company's operations. 

Note 10 - Jointly Owned Electric Utility Plant 

KU and LG&E are nearing completion ofTC2, ajointly owned unit at the Trimble County site. KU and LG&E 
own undivided 60.75% and 14.25% interests, respectively, in TC2. Of the remaining 25% of TC2, IMEA owns a 
12.12% undivided interest and IMPA owns a 12.88% undivided interest. Each company is responsible for its 
proportionate share of capital cost during construction, and fuel, operation and maintenance cost when TC2 begins 
operation, which is scheduled to occur in 2010. In December 2009 and June 2008, LG&E sold assets to KU related 
to the construction of TC2 with a net book value of $48 million and $10 million, respectively. 

The following data represent shares of the jointly owned property (capacity based on nameplate rating): 

Te2 
LG&E KU IMPA I~lEA Total 

Ownership interest .............. , ..................... 14.25% 60.75% 12.88% 12.12% 100% 

Mw capacity ......................................... 1I9 509 108 102 838 
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(In millions) 

KU's 60.75% ownership: 

Plant held for future use. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $121 

Construction work in progress ....................... , . . . . . . . . . . . . . . . . . . . . 679 

Accumulated depreciation ........ , ..... , ........ , . . . . . . . . . . . . . . . . . . . . . . . 63 

Net book value. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $737 

LG&E's 14.25% ownership: 

Plant held for future use. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 5 

Construction work in progress ........................................ , . . . 169 

Accumulated depreciation. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2 

Net book value ...................................................... . 

KU and LG&E jointly own the following CTs and related equipment (capacity based on net summer 
capability): 

KU LG&E Total 
($) ($) ($) 
Net ($) Net ($) Net ($) 

i\lw ($) Deprc- Book l\Iw ($) Depre· Book i\lw ($) Depre- Book 
Capacity ~ ciation Value Capacity Cost ~ ~ Capacity ~ dation ~ Owncrshie Percentage 

($ ill millions) 

KU 47%, LG&E 53%(a) ..... 129 54 (13) 41 146 59 (15) 44 275 113 (28) 85 

KU 62%, LG&E 38%(b) ..... 190 79 (15) 64 118 46 (7) 39 308 125 (22) 103 

KU 71 %, LG&E 29%(c) ..... 228 82 (21) 61 92 33 (8) 25 320 115 (29) 86 

KU 63%, LG&E 37%(d) ..... 404 140 (25) lIS 236 82 (16) 66 640 222 (41) 181 

KU 71 %, LG&E 29%(e) ..... nla 9 (2) 7 nla 3 (1) 2 nla 12 (3) 9 

(a) Comprised of Paddy's Run 13 and E.W. Brown 5. In addition to the above jointly owned utility plant, there is an 
inlet air cooling system attributable to unit 5 and units 8-11 at the E.W. Brown facility. This inlet air cooling 
system is not jointly owned, however, it is used to increase production on the units to which it relates, resulting 
in an additional 88 Mw of capacity for KU. 

(b) Comprised of units 6 and 7 at the E.W. Brown facility. 

(c) Comprised of units 5 and 6 at the Trimble County facility. 

(d) Comprised ofCT Substation 7-10 and units 7, 8, 9 and 10 at the Trimble County facility. 

(e) Comprised of CT Substation 5 and 6 and CT Pipeline at the Trimble County facility. 

Both KU's and LG&E's participating share of direct expenses of the jointly owned plants is included in the 
cOlTesponding operating expenses on each company's respective income statement (e.g., fuel, maintenance of plant, 
other operating expense). 

Note 11 - Related Party Transactions 

KU, subsidiaries of E.ON U.S. and subsidiaries of E.ON engage in related party transactions. These 
transactions are generally performed at cost and are in accordance with the FERC regUlations under PUHCA 
2005 and the applicable Kentucky Commission and Virginia Commission regulations. The significant related party 
transactions are disclosed below. 

Electric Purchases 

KU and LG&E purchase energy from each other in order to effectively manage the load of their retail and 
wholesale customers. These sales and purchases are included in the statements of income as operating revenues and 
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purchased power operating expense. KU intercompany electric revenues and purchased power expense for the years 
ended December 31, were as follows: 

200g 2008 2007 
(Ill millions) 

Electric operating revenues from LG&E . . . . . . . . . . . . . . . . . . . . . . . . . . .. $ 21 $ 80 $46 

Power purchased from LG&E. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 101 109 93 

Interest Charges 

See Note 8, Notes Payable and Other Short-Term Obligations, for details of intercompany borrowing 
arrangements. Intercompany agreements do not require interest payments for receivables related to services 
provided when settled within 30 days. 

KU's intercompany interest income and expense for the years ended December 31, were as follows: 

200g 2008 2007 
(In millions) 

Interest on money pool loans. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. $- $ 2 $ 6 

Interest on Fidelia loans. . . . . . .. . . . . .. . . . .. . . . . . .. . .. . . . . . . .. . .. .. 69 56 35 

Other Intercompany Billings 

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

In addition, KU and LG&E provide services to each other and to E.ONU.S. Services. Billings between KU and 
LG&E relate to labor and overheads associated with union employees performing work for the other utility, charges 
related to jointly-owned generating units and other miscellaneous charges. Billings from KU to E.ONU.S. Services 
include cash received by RON U.S. Services on behalf of KU, primarily tax settlements, and other payments made 
by KU 011 behalf of other non-regulated businesses which are reimbursed through RON U.S. Services. 

Intercompany billings to and from KU for the years ended December 31, were as follows: 

200g 2008 2007 
(In millions) 

RON U.S. Services billings to KU .............................. . $169 $227 $488 

LG&E billings to KU ........................................ . 44 5 12 

KU billings to RON U.S. Services .............................. . 14 3 26 

KU billings to LG&E ........................................ . 78 75 6 

In December 2009 and June 2008, LG&E sold assets to KU related to the constmction of Te2, including 
$3 million of unamortized investment tax credits, with net book values of$48 million and $10 million. respectively. 

In March and June 2009, the Company received capital contributions of $50 million and $25 million, 
respectively, from its common shareholder, E.ON U.S. 

In 2008 and 2007, KU received capital contributions from its common shareholder, E.ON U.S., totaling 
$145 million and $75 million, respectively. 
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Subsequent events have been evaluated through March 19,2010, the date ofisslIancc of these statements and 
these statements contain all necessary adjustments and disclosures resulting from that evaluation. 

On March 4, 2010, the Virginia Commission approved the stipulation related to the rate increase filing with 
rates to become effective in April 2010. 

On January 29, 2010, KU filed an application with the Kentucky Commission requesting an increase in base 
electric rates of approximately 12%, or $135 million annually, including an 11.5% return on equity. KU has 
requested the increase, based on the twelve month test year ended October 31, 2009, to become effective on and 
after March 1,2010. The requested rates have been suspended until August 1,2010, at which time they may be put 
into effect, subject to refund, if the Kentucky Commission has not issued an order in the proceeding. 

On January 13,2010, the Company made a $13 million contribution to its pension plan. 
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PricewaterhouseCoopers LLP 
500 W. Main Sired 
Suite 1800 
Louis\illc, KY 40202 
Telephone (502) 589--6100 
FaC5imi!e (502) 585-7875 
pwc.com 

Report of Independent Auditors 

To the Shareholder of Kentucky Utilities Company: 

In our opinion. the accompanying balance sheets and the related statements of capitalization, income, retained 
earnings, and cash flows present fairly, in all material respects, the financial position of Kentucky Utilities Company 
at December 31, 2009 and 2008, and the results of its operations and its cash flows for each of the three years in the 
period ended December 31, 2009 in conformity with accounting principles generally accepted in the United States 
of America. Also in our opinion, the Company maintained, in an material respects, effective internal control over 
financial reporting as of December 31, 2009, based on criteria established in Internal Control- Integrated 
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). The 
Company's management is responsible for these financial statements, for maintaining effective internal control 
over financial reporting and for its assertion of the effectiveness of intemal control over financial reporting, 
included in "Controls and Procedures" appearing on page 23 of the 2009 Kentucky Utilities Company financial 
statements and additional information. Our responsibility is to express opinions on these financial statements and on 
the Company's internal control over financial reporting based on our integrated audits. \Ve conducted our audits of 
the financial statements in accordance with auditing standards generally accepted in the United States of America 
and our audit of internal control over financial reporting in accordance with attestation standards established by the 
American Institute of Certified Public Accountants. Those standards require that we plan and perform the audits to 
obtain reasonable assurance about whether the financial statements are free of material misstatement and whether 
effective internal control over financial reporting was maintained in all material respects. Our audits of the financial 
statements included examining, on a test basis, evidence supporting the amounts and disclosures in the financial 
statements, assessing the accounting principles used and significant estimates made by management, and evaluating 
the overall financial statement presentation. Our audit of internal control over financial reporting included obtaining 
an understanding of internal control over financial reporting, assessing the risk that a material weakness exists, and 
testing and evaluating the design and operating effectiveness of internal control based on the assessed risk. Our 
audits also included performing such other procedures as we considered necessary in the circumstances. We believe 
that our audits provide a reasonable basis for our opinions. 

A company's internal control over financial reporting is a process affected by those charged with governance, 
management, and other personnel, designed to provide reasonable assurance regarding the preparation of reliable 
financial statements in accordance with accounting principles generally accepted in the United States of America. A 
company's internal control over financial reporting includes those policies and procedures that (i) peltain to the 
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of 
the assets of the company; (ii) provide reasonable assurance that transactions are recorded as necessary to pelmit 
preparation of financial statements in accordance with generally accepted accounting principles, and that receipts 
and expenditures of the company are being made only in accordance with authorizations of management and those 
charged with governance; and (iii) provide reasonable assurance regarding prevention, or timely detection and 
correction of unauthorized acquisition, use, or disposition of the company's assets that could have a material effect 
on the financial statements. 
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Because of its inherent limitations, internal control over financial reporting may not prevent, or delect and 
concel misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk 
that controls may become inadequate because of changes in conditions, or that the degree of compliance with the 
policies or procedures may deteriorate. 

Louisville, Kentucky 
March 19,2010 
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INDEX OF ABBREVIATIONS 

AG. . . . . . . . . . . . . . .. Attol11ey General of Kentucky 
ARO ............. ,. Asset Retirement Obligation 
ASC . . . . . . . . . . . . . .. Accounting Standards Codification 
BART. . . . . . . . . . . . .. Best Available Retrofit Technology 
CAIR ............. , Clean Air Interstate Rnle 
CAMR . . . . . . . . . . . .. Clean Air Mercury Rule 
CATR. . . . . . . . . . . . .. Clean Air TranspOlt Rule 
CCN. . . . . . . . . . . . . .. Certificate of Public Convenience and Necessity 
Clean Air Act ....... , The Clean Air Act, as amended in 1990 
CMRG ............ , Carbon Management Research Group 
Companies . . . . . . . . .. KU and LG&E 
Company ........... KU 
DSM . . . . . . . . . . . . .. Demand Side Management 
ECR . . . . . . . . . . . . . .. Environmental Cost Recovery 
EEl ............... Edison Electric Institute 
EKPC ...... , . . . . . .. East Kentucky Power Cooperative, Inc. 
E.ON . . . . . . . . . . . . .. E.ON AG 
E.ON U.S .......... , E.ON U.S. LLC 
EPA. . . . . . . . . . . . . .. U.S. Environmental Protection Agency 
EPAct 2005 ......... Energy Policy Act of 2005 
FAC . . . . . . . . . . . . . .. Fuel Adjustment Clause 
FASB . . . . . . . . . . . . .. Financial Accounting Standards Board 
FERC. . . . . . . . . . . . .. Federal Energy Regulatory Commission 
FGD. . . . . . . . . . . . . .. Flue Gas Desulfurization 
Fidelia. . . . . . . . . . . .. Fidelia Corporation (an E.ON affiliatc) 
GHG . . . . . . . . . . . . .. Greenhouse Gas 
IRS ............... Internal Revenue Service 
KCCS. . . . . . . . . . . . .. Kentucky Consortiulll for Carbon Storage 
KDAQ . . . . . . . . . . . .. Kentucky Division for Air Quality 
Kentucky Commission.. Kentucky Public Service Commission 
KU. . . . . . . . . . . . . . .. Kentucky Utilities Company 
LG&E . . . . . . . . . . . .. Louisville Gas and Electric Company 
MISO ..... , . . . . . . .. Midwest Independent Transmission System Operator, Inc. 
MMBtu ............ Million British thennal units 
Moody's ... , . . . . . . .. Moody's Investors Service, Inc. 
Mw ............... Megawatts 
Mwh .............. Megawatt hours 
NAAQS . . . . . . . . . . .. National Ambient Air Quality Standards 
NOV . . . . . . . . . . . . .. Notice of Violation 
NOx . . . . . . . . . . . . . .. Nitrogen Oxide 
OMU . . . . . . . . . . . . .. Owensboro Municipal Utilities 
OVEC ............. Ohio Vallcy Electric Corporation 
PPL . . . . . . . . . . . . . .. PPL Corporation 
S&P . . . . . . . . . . . . . .. Standard & Poor's Ratings Services 
SCR . . . . . . . . . . . . . .. Selective Catalytic Reduction 
SERC. . . . . . . . . . . . .. SERC Reliability Corporation 
Servco . . . . . . . . . . . .. LG&E and KU Services Company (formerly E.ON U.S. Services Inc.) 
SIP. . . . . . . . . . . . . . .. State Implementation Plan 
S02 .. . . . . . . . . . . . .. Sulfur Dioxide 
TC2 . . . . . . . . . . . . . .. Trimble County Unit 2 
Virginia Commission. .. Virginia State Corporation Commission 
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Kentucky Utilities Company 

Condensed Financial Statements 
(Unaudited) 

As of September 30, 2010 and December 31, 2009 
and for the three and nine months ended 

September 30, 2010 and 2009 
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Kentucky utilities Company 

Condensed Statements of Income 

Operating revenues (Note 10) ................................ . 

Operating expenses: 

Fuel for electric generation ................................ . 

Power purchased (Note 10) ................................ . 

Other operation and maintenance expenses .................... . 

Depreciation, accretion and amortization ...................... . 

Total operating expenses, ............................... . 

Operating incolne ..................................... . 

Interest expense (Note 8) ................................... . 

Interest expense to affiliated companies (Notes 8 and 10) ........... . 

Other income (expense) - net ............................... . 

Income before income taxes ................................. . 

Income tax expense (Note 7) ................................ . 

Net income ............................................. . 

Three Months 
Ended Nine j\lonths Ended 

September 30 j September 30 j 

2010 2009 2010 2009 -- ---
(Unaudited) 

(Millions of $) 

$416 $341 $1,146 $1,009 

146 114 391 329 
41 47 135 154 
86 22 251 230 
38 33 106 99 

311 216 883 812 

105 125 263 197 
2 2 5 5 

18 18 55 51 
1 2 7 

86 105 205 148 
32 39 76 49 

$ 54 $ 66 $ 129 $ 99 

The accompanying notes are an integral part of these condensed financial statements. 
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Kentucky Utilities Company 

Condensed Statements of Comprehensive Income 

Three Months Ended 
September 30, 

2010 2009 

Nine Months Ended 
September 30, 

2010 2009 
(Unaudited) 

(Millions of $) 

Net income ..................................... . 

Comprehensive income (loss) attributable to unconsolidated 
venture - net of tax benefit of $1, $0, $1 and $0, 
respectively ................................... . 

Comprehensive income ............................ . 

$54 

..J?:) 
$52 
= 

$66 $129 

~ 
$127 = 

$99 

Condensed Statements of Retained Earnings 

Balance at beginning of period ....................... . 

Net income ..................................... . 

Cash dividends declared (Note 10) .................... . 

Balance at end of period ........................... . 

Three Months Ended 
September 30, 

2010 2009 

Nine Months Ended 
September 30, 

2010 2009 
(Unaudited) 

(Millions of $) 

$1,403 $1,228 $1,328 $1,195 

54 66 129 99 

1,457 1,294 1,457 1,294 

~) ~) 

$1,407 $1,294 $1,407 $1,294 
= 

The accompanying notes are an integral part of these condensed financial statements. 
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Current assets: 

Cash and cash equivalents 

Accounts receivable - net: 

Kentucky Utilities Company 

Condensed Balance Sheets 

ASSETS 

September 30, December 31, 

$ 

2010 2009 
(Unaudited) 

(Millions of $) 

2 $ 2 

Customer-less reserves of $2 in 2010 and $1 in 2009 ............... In 155 

Affiliated companies ......................................... . 

Other -less reserves of $2 in 2010 and 2009 ...................... . 

Materials and supplies: 

Fuel (predominantly coal) ..................................... . 

Other materials and supplies ................................... . 

Regulatory assets (Note 2) ...................................... . 

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

Total current assets ........................................ . 

Investment in unconsolidated venture ................................ . 

Property, plant and equipment: 

Regulated utility plant - electric ................................. . 

Accumulated depreciation ....................................... . 

Net regulated utility plant ................................... . 

Construction work in progress ................................... . 

Property, plant and equipment - net ........................... . 

Deferred debits and other assets: 

Regulatory assets (Note 2): 

Pension benefits ............................................ . 

Other regulatory assets ....................................... . 

Cash surrender value of key man life insurance ....................... . 

Other assets ................................................. . 

Total deferrcd debits and other asscts ........................... . 

Total assets .............................................. . 

28 

98 

42 

14 

11 

367 

12 

5,426 

(1,902) 

3,524 

946 

4,470 

105 

110 

39 

7 

261 

$ 5,110 
= 

The accompanying notes are an integral part of these condensed financial statements. 
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9 

18 

98 

39 

32 

13 

366 

12 

4,892 

(1,838) 

3,054 

1,257 

4,311 

105 

117 

38 

7 

267 

$ 4,956 
= 
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Current liabilities: 

Kentucky Utilities Company 

Condensed Balance Sheets (continued) 

LIABILITIES AND EQUITY 

Current portion of long-tenn debt (Notes 5 and 8) ..................... . 

Current portion of long-term debt to affiliated company (Note 5) .......... . 

Notes payable to affiliated companies (Notes 8 and 10) ................. . 

Accounts payable .......... , .................................. . 

Accounts payable to affiliated companies (Note 10) ................... . 

Custolller deposits ... , .............................. , ......... . 

Regulatory liabilities (Note 2) .................................... . 

Other current liabilities ......................................... . 

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

Long-term debt: 

Long-term debt (Notes 5 and 8) .................................. . 

Long-term debt to affiliated company (Notes 5, 8 and 10) ............... . 

Total long-term debt ....................................... . 

Deferred credits and other liabilities: 

Deferred income taxes ......................................... . 

Accumulated provision for pensions and related benefits (Note 6) ......... . 

Investment tax credits (Note 7) ................................... . 

Asset retirement obligations (Note 3) .............................. . 

Regulatory liabilities (Note 2): 

Accumulated cost of removal of utility plant ....................... . 

Other regulatory liabilities .................................... . 

Other liabilities .............................................. . 

Total deferred credits and other liabilities 

Commoll equity: 

Common stock, without par value-

Authorized 80,000,000 shares, outstanding 37,817,878 shares ........... . 

Additional paid-in capital ....................................... . 

Accumulated other comprehensive loss ............................. . 

Retained earnings: 

Retained earnings ........................................... . 

Undistributed earnings from unconsolidated venture .................. . 

Total COlllnlon equity ...................................... . 

Total liabilities and equity ................................... . 

September 30, December 31, 
2010 2009 

(Unaudited) 
(Millions of $) 

$ 228 

33 

61 

105 

71 

23 

12 

39 

572 

123 

1,298 

1,421 

378 

160 

104 

59 

343 

24 

20 

1,088 

308 

316 

(2) 

1,397 

10 

2,029 

$5,110 
= 

$ 228 

33 

45 

\07 

88 

22 

4 

42 

569 

123 

1,298 

1,421 

336 

160 

104 

34 

331 

29 

20 

1,014 

308 

316 

1,318 

10 

1,952 

$4,956 
= 

The accompanying notes are an integral part of these condensed financial statements. 
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Kentucky Utilities Company 

Condensed Statements of Cash Flows 

Cash flows from operating activities: 

For the Nine Months 
Ended 

September 30, 
2010 2009 

(Unaudited) 
(Millions of $) 

Net income. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 129 $ 99 

Adjustments to reconcile net income to net cash provided by operating activities: 

Depreciation, accretion and amortization .............................. . 

Deferred incolne taxes - net ........... , ........................... . 
Investment tax credits (Note 7) ..................................... . 

Provision for pension and postretirement benefits ........................ . 

Undistributed earnings of unconsolidated venture ........... -, ............ . 

Other ........................................................ . 

Changes in current assets and liabilities: 

Accounts receivable .............................................. . 

Materials and supplies ............................................ . 

Regulatory assets and liabilities ..................................... . 

Accounts payable ............................................... . 

Accounts payable to affiliated companies .............................. . 

Other current assets and liabilities ................................... . 

Pension and postretirement fuuding (Note 6) ............................. . 

Other regulatory assets and liabilities ................................... . 

Other - net ..................................................... . 

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

Cash flows from investing activities: 

Construction expenditures ........................................... . 

Purchases of assets from affiliate ...................................... . 

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

Net cash used in investing activities ................................ . 

Cash flows from financing activities: 

Borrowings from affiliated company (Note 8) ............................. . 

Repayments on bon'owings from affiliated company (Note 8) ................. . 

Payment of dividends (Note 10) ....................................... . 

Capital contribution (Note 10) ........................................ . 

106 

42 

11 
(4) 

(6) 

(3) 

26 
(20) 

31 

(17) 

(3) 

7 

300 

(218) 

(48) 

,104 

(88) 

(50) 

Net cash (used in) provided by financing activities . . . . . . . . . . . . . . . . . . . . . . ~ 

Change in cash and cash equivalents ................................ . 

Cash and cash equivalents at beginning of period. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2 

Cash and cash equivalents at end of period " . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 2 

The accompanying notes are an integral part of these condensed financial statements. 
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99 

48 
17 

13 

10 

3 

30 

(21) 

(I) 

(4) 

(8) 

(10) 
(17) 

(64) 

~ 
190 

(378) 

9 

(369) 

106 

75 

181 

2 
2 

$ 4 = 



Note 1 - General 

Attachment to Response to KU AG-1 Question No. 217 
Page 148 of 171 

Al'bough 

Kentucky Utilities Company 

Notes to Condensed Financial Statements 
(Unaudited) 

KU's common stock is wholly-owned by E.ON U.S., an indirect wholly-owncd subsidiary of E.ON. In the 
opinion of management, the unaudited condensed financial statements include all adjustments, consisting only of 
normal recurring adjustments, necessary for fair statements of income, comprehensive income, and retained 
earnings, balance sheets, and statements of cash flows for the periods indicated. Certain infonnatioll and footnote 
disclosures normally included in financial statements prepared in accordance with gcnerally accepted accounting 
principles have been condensed or omitted. These unaudited condensed financial statements and notes should be 
read in conjunction with the Company's Financial Statements and Additional Information ("Annual Report") for the 
year ended December 31, 2009, including the audited financial statements and notes therein. 

The December 31, 2009, condensed balance sheet included herein is derived from the December 31, 2009, 
audited balance sheet. Amounts reported in the condensed statements of income are not necessarily indicative of 
amounts expected for the respective annual periods due to the effects of seasonal temperature variations on energy 
consumption, regulatory rulings, the timing of maintenance on electric generating units, changes in mark-to-market 
valuations, changing commodity prices and other factors. 

Celiain reclassification entries have been made to the previous year's financial statements to conform to the 
2010 presentation with 110 impact 011 total assets, liabilities and capitalization or previously reported net income and 
net cash flows. 

PPL Acquisition 

On Apri128, 2010, E.ON U.S. announced that a Purchase and Sale Agreement (the "Agreement") had been 
entered into among E.ON US Investments, PPL and E.ON. 

The Agreement provides for the sale of E.ON U.S. to PPL. Pursuant to the Agreement, at closing, PPL will 
acquire all of the outstanding limited liability company interests ofE.ON U.S. for cash consideration of $2.6 billion. 
In addition, pursuant to the Agreement, PPL agreed to assume $764 million of pollution control bonds and medium 
term notes and to repay indebtedness owed by E.ON U.S. and its subsidiaries to E.ON US Investments and its 
affiliates. Such affiliate indebtedness is currently estimated to be $4.2 billion. The aggregate consideration payable 
by PPL on closing is currently estimated to be $7.6 billion (including the assumed indebtedness), subject to 
contractually agreed adjustments. 

The transaction is subject to customary closing conditions, including the expiration or termination of the 
applicable waiting period under the Hart-Scott-Rodino Act, receipt of required regulatory approvals (including state 
regulators in Kentucky, Virginia and Tennessee, and the FERC) and the absence ofinjullctions or restraints imposed 
by governmental entities. As of October 26,2010, all of the required regulatory approvals were received, and the 
transaction is expected to close on November 1, 2010. 

Change of control and financing-related applications were filed on May 28, 2010, with the Kentucky 
Commission and on June 15, 2010, with the Virginia Commission and the Tennessee Regulatory Authority. An 
application with the FERC was filed on June 28,2010. Dming the second quarter of201O, a number of parties were 
granted intervenor status in the Kentucky Commission proceedings, and data request filings and responses 
occurred. Early termination of the Hart-Scott-Rodino waiting period was received on August 2, 2010. 

A hearing in the Kentucky Commission proceedings was held on September 8, 2010, at which time a 
unanimous settlement agreement was presented. In the settlement, KU and LG&E commit that no base rate 
increases would take effect before January 1,2013. The KU and LG&E rate increases that took effect on August I, 
2010, were not impacted by the settlement. Under the terms of the settlement, the Companies retain the right to seek 
approval for the deferral of "extraordinary and uncontrollable costs." Interim rate adjustments will continue to be 
permissible during that period for existing fuel, environmental and demand-side management cost trackers. The 
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agreement also substitutes an acquisition savings shared deferral mechanism for the requirement that the Com
panies file a synergies plan with the Kentucky Commission. This mechanism, which will be in place until the earlier 
offive years or the first day of the year in which a base rate increase becomes effective, permits the Companies to 
earn up to a 10.75 percent retulll on equity. Any earnings above a 10.75 percent retuOl on equity will be shared with 
customers on a 50%/50% basis. On September 3D, 2010, the Kentucky Commission issued an Order approving the 
transfer of ownership of KU and LG&E via the acquisition of E.ON U.S. by PPL, incorporating the terms of the 
submitted settlement. On October 19, 2010 and October21, 2010, respectively, Orders approving the acquisition of 
RON U.S. by PPL were received from the Virginia Commission and the Tennessee Regulatory Authority. The 
Commissions' Orders contained a number of other commitments with regard to operations, workforce, community 
involvement and other matters. 

In mid-September 2010, KU and LG&E and other applicants in the PERC change of control proceeding 
reached an agreement with the protesters, whereby such protests have been withdrawn. The agreement, which has 
subsequently been filed for consideration with the FERC, includes various conditiona1 commitments, such as a 
continuation of certain existing undertakings with protesters in prior cases, an agreement not to telminate certain 
KU municipal customer contracts prior to January 2017, an exclusion of any transaction~related costs from 
wholesale energy and tariff customer rates to the extent that the Company has agreed to not seek the same 
transaction~related cost from retnil customers and ngreements to coordinate with protesters in certain open or 
ongoing matters. A PERC Order approving the transaction was received on October 26, 2010. 

On September 30, 2010, October 19, 2010 and October 21, 2010, respectively, KU receivcd Kentucky 
Commission, Virginia Commission and Tennessee Regulatory Authority approvals to complete certain refinancing 
transactions in connection with the anticipated PPL acquisition and other business factors. Based on credit and 
financial market conditions, KU anticipates issuing up to $1.5 billion in first mortgage bonds, the proceeds of which 
wiII substantially be used to refund existing long-term intercompany debt. On October 29,2010, as required by 
existing covenants, in connection with the anticipated issuance of any such secured debt, KU completed 
col1ateralization of certain outstanding pollution control bond debt series which were formerly unsecured. Pursuant 
to such collateralization, approximately $351 million in existing pollution control debt became collateralized debt, 
supported by a first mortgage lien. KU also anticipates replacing its $35 million bilateral line of credit with an 
unaffiliated institution by entering into a multi-year revolving credit facility with several financial institutions in an 
aggregate amount not to exceed $400 million. KU may complete these transactions, in whole or in part, during late 
2010 and early 2011. See Note 8, Short~Terl11 and Long~Term Debt, for further information regarding the 
refinancing, remarketing or conversion of existing pollution control debt. 

Recent Accounting Pronouncements 

Fair Value Measuremellts 

In January 2010, the PASB issued guidance related to fair value measurement disclosures requiring separate 
disclosure of amounts of Significant transfers in and out oflevel1 and level 2 fair value measurements and separate 
information about purchases, sales, issuances, and settlements within level 3 measurements. This guidance is 
effective for the interim and annual reporting periods beginning after December 15, 2009, except for the disclosures 
about the roll~forward of activity in level 3 fair value measurements. Those disclosures are effective for fiscal years 
beginning after December 15, 2010, nnd for interim periods within those fiscal years. This guidance has no impact 
on the Company's results of operations, financial position, liquidity or disclosures. 

Note 2 - Rates and Regulatory Matters 

KU's Kentucky base rates are calculated based on a return on capitalization (common equity, long~terrn debt 
and notes payable) including certain regulatory adjustments to exclude non-regulated investments and environ
mental compliance plans recovered separately through the ECR mechanism. Currently, none of the regulatory 
assets or regulatory liabilities are excluded from the return all capitalization utilized in the calculation of Kentucky 
base rates; therefore, a return is earned on aU Kentucky regulatory assets. 
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KU's Virginia base rates arc calculated based on a return on rate base (net utility plant less deferred taxes and 
miscellaneous deductions), All regulatory assets and liabilities are excluded from the return on rate base utilized in 
the calculation of Virginia base rates. 

For a description of each line item of regulatory assets and liabilities and for descriptions of certain matters 
which may not have undergone material changes relating to the period covered by this quarterly report, reference is 
made to Note 2, Rates and Regulatory Matters, of KU's Annual Report for the year ended December 31, 2009. 

2010 Kentud,y Rate Case 

In January 2010, KU filed an application with the Kentucky Commission requesting an increase in electric 
base rates of approximately 12%, or $135 million annually, including an 11.5% return on equity. KU requested the 
increase, based on the twelve month test year ended October 31, 2009, to become effective on and after March 1, 
2010. The requested rates were suspended until August 1,2010. A number of intervenors entered the rate case, 
including the AG, certain representatives of industrial and low-income groups and other third parties, and submitted 
filings chaIIenging the Company's requested rate increases, in whole or in part. A hearing was held on June 8, 2010. 
KU and all of the intervenors, except the AG, agreed to a stipulation providing for an increase in electric base rates 
of $98 million annually and filed a request with the Kentucky Commission to approve such settlement. An Order in 
the proceeding was issued in July 2010, approving aU the provisions in the stipulation. The new rates became 
effective on August 1,2010. 

Virginia Rate Case 

In June 2009, KU filed an application with the Virginia Commission requesting an increase in electric base 
rates for its Virginia jurisdictional customers in an amount of $12 million annually or approximately 21 %. The 
proposed increase reflected a proposed rate ofretul11 011 rate base of 8.586% based on a return on equity of 12%. 
During December 2009, KU and the Virginia Commission Staff agreed to a Stipulation and Recommendation 
authorizing base rate revenue increases of $11 million annually and a return on rate base of 7.846% based on a 
10.5% return on common equity. A public hearing was held during January 2010. As permitted, pursuant to a 
Virginia Commission Order, KU elected to implement the proposed rates effective November 1,2009, on an interim 
basis. In March 2010, the Virginia Commission issued an Order approving the stipulation, with the increased rates 
to be put into effect as of April 1,2010. As part ofthe stipulation, KU refunded approximately $1 million in interim 
rate amounts in excess of the ultimate approved rates. During August 2010, a report was filed detailing the costs of 
the refunds, the accounts charged and details validating that all refunds have been applied. 

FERC Wholesale Rate Case 

In September 2008, KU filed an application with the FERC for increases in electric base rates applicable to 
wholesale power sales contracts or interchange agreements involving, collectively, twelve Kentucky municipalities. 
The application requested a shift from an all-in stated unit charge rate to an unbundled formula rate, including an 
annual adjustment mechanism. In May 2009, the FERC issued an Order approving a settlement among the parties in 
the case, incorporating increases of approximately 3% from prior rates and a return on equity of 11 %. In May 2010, 
KU submitted to the FERC the proposed current annual adjustment to the formula rate. This updated rate became 
effective on July 1,2010, subject to certain review procedures by the wholesale requirements customers and the 
FERC, including potential refunds in the case of disallowed costs or charges. 

By mutual agreement, the parties' settlement of the 2008 application left outstanding the issue of whether KU 
must allocate to the municipal customers a portion of renewable resources it may be required to procure on beha1f of 
its retail ratepayers. In August 2009, the FERC accepted the issue for briefing and the parties completed briefing 
submissions during 2009. An Order was issued by the FERC in July 2010, indicating that KU is not required to 
allocate a pOltion of any renewable resources to the twelve municipalities, thus resolving the remaining issue. 
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Regulatory Assets and Liabilities 

The following regulatory assets and liabilities were included in KU's balance sheets as of: 

Current regulatory assets: 

Stornl restoration(a) .................................... . 

FAC(b) ...............•........................•..... 

ECR(b) ............................................. . 

MISO exil(a) ......................................... . 

OI11er(c) ............................................ . 

Total current regulatory assets .......... , .............. . 

Non-current regulatory assets: 

Pension benefils(d) .................................... . 

Other non-current regulatory assets: 

Storm restoration(a) .................................. . 

ARO(e) ........................................... . 

Unamortized loss on bonds(a) .................... , ...... . 

MISO exil(a) ....................................... . 

Olher(c) ........................................... . 

Subtotal other non-current regulatory assets ............... . 

Total nOIl-CllITent regulatory assets 

Current regUlatory liabilities: 

ECR ............................................... . 

DSM ............................................... . 

Olher(f) ............................................. . 

Total current regulatory liabilities ...................... . 

NOll-current regulatory liabilities: 

Accumulated cost of removal of utility plant 

Other non-current regulatory liabilities: 

Deferred income taxes - Ilet ........................... . 

Postretirement benefits ......................... , ...... . 

MISO exit ......................................... . 

Other(f), .......................................... . 

Subtotal other non-cun"ent regulatory liabilities ............ . 

Total non-current regulatOlY liabilities ................... . 

(a) These regulatory assets are recovered through base rates. 

September 30, December 31, 
2010 2009 

(In millions) 

$ 6 $-
4 I 

28 
I 2 
3 I 

$ 14 $ 32 
= = 

$105 $105 

52 59 
34 30 
12 12 
4 9 
8 7 

110 117 

$215 $222 

$ 6 $-
4 3 
2 I 

$ 12 $ 4 

$343 $331 

8 9 
9 9 

I 4 
6 7 

24 29 

$367 $360 
= 

(b) The PAC and ECR regulatory assets have separate recovery mechanisms with recovery within twelve months. 

(c) Other regulatory asscls: 

• Other current and nOll-current regulatory assets, including the CMRG and KCCS contributions, an EKPC 
FERC transmission settlement agreement and rate case expenses, are recovered through base rates . 

• The current portion of the unamortized loss on bonds is recovered through base rates. 

F-61 



Attachment to Response to KU AG-1 Question No. 217 
Page 152 of 171 

Al'bough 

KU generally recovers the FERC jurisdictional portion of the EKPC PERC transmission settlement 
agreement included in current and non-current regulatory assets in the appHcation of the annual Opcn 
Access Transmission Tariff formula rate updates. 

Recovery of the FERC jurisdictional pension expense in nOIl-elment regulatory assets will be requested in a 
future FERC rate case, 

(d) KU generally recovers this asset through pension expense included in the calculation of base rates. 

(e) When an asset with an ARO is retired, the related ARO regulatory asset will be offset against the associated 
ARO regulatory liability, ARO asset and ARO liability. 

(f) Other current and nOIl-CUlTent regulatory liabilities includes the Virginia levelized fuel factor regulatory 
liability, ARO liabilities and a change in accounting method forFERC jurisdictional spare parts. ARO liabilities 
are established from the removal costs accrued through depreciation under regulatory accounting for assets 
associated with AROs. 

Storm Restoration 

In January 2009, a significant ice storm passed through KU's service territory causing approximately 199,000 
customer outages and was followed closely by a severe wind storm in February 2009, which caused approximately 
44,000 customer outages. KU incurred $57 million in incremental operation and maintenance expenses and 
$33 million in capital expenditures related to the restoration following the two storms. The Company filed an 
application with the Kentucky Commission in April 2009, requesting approval to establish a regulatory asset and 
defer for future recovery approximately $62 million in incremental operation and maintenance expe'l1ses related to 
the storm restoration. In September 2009, the Kentucky Commission issued an Order allowing the Company to 
establish a regulatOlY asset of up to $62 million based on its actual costs for storm damages and service restoration 
due to the January and February 2009 storms. In September 2009, the Company established a regulatory asset of 
$57 million for actual costs incurred. The Company received approval in its 2010 base rate case to recover this asset 
over a ten year period beginning August 1, 2010. 

In September 2008, high winds from the remnants of HUlTicane Ike passed through the service territory 
causing significant outages and system damage. In October 2008, KU filed an application with the Kentucky 
Commission requesting approval to establish a regulatory asset and defer for future recovery approximately 
$3 miIIion of expenses related to the storm restoration. In December 2008, the Kentucky Commission issued an 
Order allowing the Company to establish a regulatory asset of up to $3 million based on its actual costs for storm 
damages and service restoration due to Hurricane Ike. In December 2008, the Company established a regulatory 
asset of $2 million for actual costs incurred. The Company received approval in its 2010 base rate case to recover 
this asset over a ten year period beginning August 1,2010. 

FAC 

In August 2010, the Kentucky Commission initiated a six-month review of KU's PAC mechanism for the 
expense period ended April 2010. An order is expected by the end of the year. 

In February 2010, KU filed an application with the Virginia Commission seeking approval of a decrease in its 
fuel cost factor beginning with service rendered in April 2010. An Order was issued in April 2010, resulting in an 
agreed upon decrease of 23% from the fuel factor in effect for April 2009 through March 2010. 

In January 2010, the Kentucky Commission initiated a six-month review of KU's PAC mechanism for the 
expense period ended August 2009. In May 2010, an Order was issued approving the charges and credits billed 
through the FAC during the review period. 

ECR 

In July 2010, the Kentucky Commission initiated a six-month review of KU's environmental surcharge for the 
billing period ending April 2010. An order is expected in the fourth quarter of 2010. 
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In January 2010, the Kentucky Commission initiated a six-month review ofKU's environmental surcharge for 
the billing period ending October 2009. In May 2010, an Order was issued approving the amounts billed through the 
ECR during the six-month period and the rate of return on capital and allowing recovery of the under-recovery 
position in subsequent monthly filings. 

In June 2009, the Company filed an application for a new ECR plan with the Kentucky Commission seeking 
approval to recover investments in environmental upgrades and operations and maintenance costs at the Company's 
generating facilities. During 2009, KU reached a unanimous settlement with all parties to the case, and the 
Kentucky Commission issued an Order approving KU's application. Recovery on customer bills through the 
monthly ECR surcharge for these projects began with the Febmary 2010 billing cycle. At December 31, 2009, the 
Company had a regulatory asset of$28 million, which changed to a regulatory liability in the first quarter of20 10, as 
a result of these roll-in adjustments to base rates. At September 30, 2010, the regulatOlY liability balance was 
$6 million. 

MISO 

In August 2010, the FERC issued three Orders accepting most facets of several MISO Revenue Sufficiency 
Guarantee (''RSG'') compliance filings. The FERC ordered the MISO to issue refunds for RSG charges that were 
imposed by the MISO on the assumption that there were rate mismatches for the period beginning November 5, 
2007 through the present. There is no financial statement impact to the Company from this Order, as the MISO had 
anticipated that the FERC would require these refunds and had preemptively included them in the resettlements 
paid in 2009. The FERC denied MISO's proposal to exempt certain resources from RSG charges, effective 
prospectively. The FERC accepted portions and rejected portions of the MISO's proposed RSG rate Redesign 
Proposal, which will be effective when the software is ready for implementation subject to further compliance 
filings. The impact of the Redesign Proposal on the Company cannot be estimated at this time. 

Other Regulatory Matters 

Te2 Depreciation 

In August 2009, the Companies jointly filed an application with the Kentucky Commission to approve new 
common depreciation rates for applicable jointly-owned TC2-related generating, pollution control and other plant 
equipment and assets. During December 2009, the Kentucky Commission extended the data discovery process 
through January 2010, and authorized the Companies on an interim basis to begin using the depreciation rates for 
TC2 as proposed in the application. In March 2010, the Kentucky Commission issued a final Order approving the 
use of the proposed depreciation rates on a pennanent basis. 

Te2 Transmission j}/attel's 

KU's and LG&E's CCN for a transmission line associated with the TC2 construction has been challenged by 
certain property owners in Hardin County, Kentucky. In August 2006, the Companies obtained a successful 
dismissal of the challenge at the Franklin County Circuit Court, which was reversed by the Kentucky Court of 
Appeals in December 2007. In April 2009, the KentUCky Supreme Court granted KU's and LG&E's motion for 
discretionary review of the Court of Appeals' decision. In August 2010, the Kentucky Supreme Court issued an 
Order reversing the decision of the Kentucky Court of Appeals and reinstating the Franklin County Circuit Court's 
dismissal of the prope11y owners' Challenge to KU's and LG&E's CCN. 

During 2008, KU obtained various successful rulings at the Hardin County Circuit Court confirming its 
condemnation rights. In August 2008, scverallalldowners appealed such rulings to the Kentucky Court of Appeals. 
In May 2010, the Kentucky Court of Appeals issued an Order affirming the Hardin Circuit Court's finding that KU 
had the right to condemn easements on the properties. In May 2010, the landowners filed a petition for 
reconsideration with the Court of Appeals. In July 2010, the Court of Appeals denied that petition. In August, 
2010, the landowners filed for discretionary review of that denial by the Kentucky Suprcme Comt. 

In a separate proceeding, certain Hardin County landowners filed an action in federal district court in 
Louisville, Kentucky against the U.S. Army challenging the same transmission line claiming that certain 
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Fort Knox-related sections of the line failed to comply with certain National Historic Preservation Act procedural 
requirements. In October 2009, the federal court granted the defendants' motion for summary judgment and 
dismissed the plaintiffs' claims. During November 2009, the petitioners filed submissions for review of the decision 
with the 6th Circuit Court of Appeals. In May 2010, the appellate court issued an order approving the plaintiffs' 
voluntary withdrawal of their appeals. 

Consistent with the regulatory authorizations and relevant legal proceedings, the Companies have completed 
construction activities on temporary 01' permanent transmission line segments. During the second quarter 0[2010, 
the Companies placed into operation an appropriate combination of permanent and temporary sections of the 
transmission line. \Vhile the Companies are not currently able to predict the ultimate outcome and possible financial 
effects of the remaining legal proceedings, the Companies do not believe the matter involves relevant or continuing 
risks to operations, 

Mal/datol'Y Reliability Stal/dal'ds 

As a result of the EPAct 2005, certain formerly voluntary reliability standards became mandatory in June 2007, 
and authority was delegated to various Regional Reliability Organizations ("RROs") by the North American 
Electric Reliability Corporation (HNERC"), which was authorized by the FERC to enforce compliance with such 
standards, including promulgating new standards, Failure to comply with mandatOlY reliability standards can 
subject a registered entity to sanctions, including potential fines of up to $1 million per day, as weIl as non-monetary 
penalties, depending on the circumstances of the violation, The Companies are members of SERC, which acts as 
KU's and LG&E's RRO. During December 2009, SERC and the Companies agreed to settlements involving 
penalties totaling less than $1 million for each utility related to their self-reports during June and October 2008, 
concerning possible violations of standards. During December 2009 and April, July and August 2010, the 
Companies submitted ten self-reports relating to various standards, which self-reports remain in the early stages 
of RRO review, and therefore, the Companies are unable to estimate the outcome of these matters. Mandatory 
reliability standard settlements commonly also include non-penalty elements, including compliance steps and 
mitigation plans. Settlements with SERC proceed to NERC and FERC review before becoming final. While the 
Companies believe they are in compliance with the mandatory reliability standards, events of potential non
compliance may be identified from time-to-time. The Companies cannot predict such potential violations or the 
outcome of the self-reports described above. 

Note 3 - Asset Retil'ement Obligation 

A summary of KU's net ARO assets, ARO liabilities and regulatory assets established under the asset 
retirement and environmental obligations guidance of the FASB ASC follows: 

ARONet ARO Regulatory 
Assets Liabilities Assets 

(Inlllilliolls) 

As of December 31, 2009 ............................. . $ 4 $(34) $30 

ARO accretion ..... , ... , .... , ...................... . (2) 2 

ARO revaluation .............. , ..................... . 21 (23) 2 

As of September 30. 2010 ............................. . $25 $(59) $34 = 
As of September 30, 2010, the Company performed a revaluation of its AROs as a result of recently proposed 

environmental legislation and improved ability to forecast asset retirement costs due to recent construction and 
retirement activity. 

Pursuant to regulatory treatment prescribed under the regulated operations guidance of the PASB ASC, an 
offsetting regulatory credit was recorded in depreciation and amortization in the income statement of $2 mi11ion for 
the nine months ended September 30, 2010 for the ARO accretion and depreciation expense. KU's AROs are 
primarily related to the final retirement of assets associated with generating units. 

KU transmission and distribution lines largely operate under perpetual property casement agreements which 
do not generally rcquire restoration on removal of the property. Therefore, under the asset retirement and 
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environmental obligations guidance of the FASB ASC, no material asset retirement obligations are recorded for 
transmission and distribution assets. 

Note 4 - Derivative Financial Instruments 

KU is subject to interest rate and commodity price risk related to on-going business operations. It currently 
manages these risks using derivative instruments, including swaps and forward contracts. The Company's policies 
allow the interest rate risk to be managed through the use of fixed rate debt, floating rate debt and interest rate swaps. 
At September 30, 2010, a 100 basis point change in the benchmark rate on KU's variable rate debt, not effectively 
hedged by an interest rate swap, would impact pre-tax interest expense by $4 million annually. Although the 
Company's policies allow for the use ofinterest rate swaps, as of September 30,2010 and December3l, 2009, KU 
had no interest rate swaps outstanding. 

The Company docs not net collateral against der1vative instruments. 

Energy Trading and Risk Management Activities 

KU conducts energy trading and risk management activities to maximize the value of power sales from 
physical assets it owns. Energy trading activities are principally forward financial transactions to manage price risk 
and are accounted for as non~hedging derivatives on a mark-te-market basis in accordance with the derivatives and 
hedging topic of the FASB ASC. 

Energy trading and risk management contracts are valued using prices based on active trades from Inter
continental Exchange Inc. In the absence of a traded price, midpoints of the best bids and offers are the primary 
determinants of valuation. \Vhen sufficient trading activity is unavailable, other inputs include prices quoted by 
brokers or observable inputs other than quoted prices, such as one-sided bids or offers as of the balance sheet date. 
Quotes are verified quartedy using an independent pricing source of actual transactions. Quotes for combined off
peak and weekend timeframes are anocated between the two timeframes based on their historical proportional 
ratios to the integrated cost. No other adjustments are made to the forward prices. No changes to valuation 
techniques for energy trading and risk management activities occurred during 2010 or 2009. Changes in market 
pricing, interest rate and volatility assumptions were made during both years. 

KU's financial assets and liabilities as of September 30, 2010 and December 31, 2009, arising from energy 
trading and risk management contracts not designated as hedging instruments accounted for at fair value total less 
than $1 million and are recorded in prepayments and other current assets and other current liabilities, respectively. 

The Company maintains credit policies intended to minimize credit risk in wholesale marketing and trading 
activities by assessing the creditworthiness of potential counterparties prior to entering into transactions with them 
and continuing to evaluate their creditworthiness once transactions have been initiated. To further mitigate credit 
risk, KU seeks to enter into netting agreements or require cash deposits. letters of credit and parental company 
guarantees as security from counterparties. The Company uses S&P, Moody's and definitive qualitative and 
quantitative data to assess the financial strength of counterparties on an on-going basis. If no external rating exists, 
KU assigns an internally generated rating for which it sets appropriate risk parameters. As risk management 
contracts are valued based on changes in market prices of the related commodities, credit exposures are revalued 
and monitored on a daily basis. At September 30, 2010, 100% of the trading and risk management commitments 
were with counterparties rated BBB-/Baa3 equivalent or better. The Company has reserves against counterpaliy 
credit risk based on thecounterparty's credit rating and applying historical default rates within varying credit ratings 
over time provided by S&P or Moody's. At September 30, 2010 and December 31, 2009, counterpatty credit 
reserves related to energy trading and risk management contracts were less than $1 million. 

The net volume of electricity based financial derivatives outstanding at September 30, 2010 and December 31, 
2009, was zero and 43,400 Mwhs, respectively. No cash collateral related to the energy trading and risk 
management contracts was required at September 30, 2010. Cash collateral related to the energy trading and 
risk management contracts was less than $1 million at December 31, 2009. Cash collateral related to the energy 
trading and risk management contracts is categorized as other accounts receivable in the accompanying balance 
sheets. 
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KU manages the price risk of its estimated future excess economic generation capacity using markeHraded 
forward contracts. Hedge accounting treatment has not been elected for these transactions, and therefore realized 
and unrealized gains and losses are included in the statements of income. 

The foHowing tables present the effect of derivatives not designated as hedging instl1lments on income: 

Three 1\Ionths 
Ended 

September 30, 
I,oss Recognized in Income Location 201O(a) 2009 

(In millions) 

Unrealized loss. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. Electric revenues $ $(3) 

Nine Months 
Ended 

September 30, 
Loss Recognized in Income Location 2010(a) 2009 

(In millions) 

Unrealized loss. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. Electric revenues $- $(1) 

(a) Unrealized loss was less than $1 million 

Net realized gains were less than $1 million in the three and nine months ended September 30, 2010 and 2009, 
respectively. 

Credit Risk Related Contingent Features 

Certain of the Company's derivative instruments contain provisions that require the Company to provide 
immediate and on-going collateralization on derivative instruments in net liability positions based on the 
Company's credit ratings from each of the major credit rating agencies. At September 30, 2010, there are no 
energy trading and risk management contracts with credit risk related contingent features that are in a liability 
position and no collateral posted in the normal course of business. At September 30, 2010, a one notch downgrade of 
the Company's credit rating would have no effect on the energy trading and risk management contracts or collateral 
required. 

Note 5 - Fair Value Measurements 

KU adopted the fair value guidance in the FASB ASC in two phases. Effective January 1, 2008, the Company 
adopted it for all financial instruments and non-financial instruments accounted for at fair value on a recurring basis, 
and January 1,2009, the Company adopted it for all non-financial instruments accounted for at fair value on a non
recurring basis. The FASB ASC guidance clarifies that fair value is an exit price, representing the amount that would 
be received to sell an asset or paid to transfer a liability in an orderly transaction between market participants. As 
such, fair value is a market-based measurement that should be detelmined based on assumptions that market 
participants would use in pricing an asset or a liability. As a basis for considering such assumptions. the FASB ASC 
guidance establishes a three-tier value hierarchy. which prioritizes the inputs used in the valuation methodologies in 
measuring fair value. 

The carrying values and estimated fair values of KU's non~trading instruments: 

September 30, 2010 December 31, 2009 
Carrying Fair Carrying Fair 

Value Value Value Value 

Long-term bonds (including current portion of 
$228 million) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. $ 351 

Long-term debt to affiliated company (including current 
portion of $33 million) . . . . . . . . . . . . . . . . . . . . . . . . . 1,331 
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The long-term bond valuations reflect prices quoted by investment banks, which are active in the market for 
these debt instruments. The fair value of the long-term debt due to affiliated company is determined using an 
internal valuation model that discounts the future cash flows of each loan at current market rates as determined 
based on quotes from investment banks that arc actively involved in capital markets for utilities and factor in KU's 
credit ratings and default risk. The fair values of cash and cash equivalents, accounts receivable, cash sun'cuder 
value of key man life insurance, accounts payable and notes payable are substantially the same as their carrying 
values. 

KU has classified the applicable financial assets and liabilities that are accounted for at fair value into the three 
levels of the fair value hierarchy, as defined by the fair value measurements and disclosures topic of the FASB ASC, 
as follows: 

Levell - Observable inputs that reflect quoted prices (unadjusted) for identical assets or liabilities in active 
markets 

• Level 2 - Include other inputs that are directly or indirectly observable in the marketplace 

• Level 3 - Unobservable inputs which are suppOlted by little or no market activity 

The fair value hierarchy also requires an entity to maximize the use of observable inputs and minimize the use 
of unobservable inputs when measuring fair value. 

The Company classifies its derivative cash collateral balances within level 1 based on the funds being held in a 
demand deposit account. The Company classifies its derivative energy trading and risk management contracts 
within level 2 because it values them using prices actively quoted for proposed or executed transactions, quoted by 
brokers or observable inputs other than quoted prices. 

KU's financial assets and liabilities as of September 30, 2010 and December 3C 2009, arising from energy 
trading and risk management contracts accounted for at fair value on a recurring basis total less than $1 million. No 
cash collateral related to the energy trading and risk management contracts was required at September 30, 2010. 
Cash collateral related to the energy trading and risk management contracts was less than $1 million at 
December 31, 2009. 

There were no level 3 measurements for the periods ending September 30, 2010 and December 31, 2009. 

Note 6 - Pension and Other Postretirement Benefit Plans 

Net Periodic Benefit Costs 

The following tables provide the components of net periodic benefit cost for pension and other postretirement 
benefit plans. The tables include the costs associated with both KU employees and Servco employees who are 
providing services to KU. The Servco costs are allocated to KU based on employees' labor charges and are 
approximately 53% and 51% of Serveo costs for September 30, 2010 and 2009, respectively. 

Pension Benefits 
Three ~-Ionths Ended September 30, 

2010 2009 

Sen"co Allocallon Sern:o Allocation 
KU to KU Total KU KU to KU Total KU 

(In millions) 

Service cost ....................... $ 2 $ I $3 $ 2 $ I $ 3 

Interest cost . . . . . . . . . . . . . . . . . . . . . . . 4 2 6 4 2 6 

Expected return on plan assets .......... (5) (2) (7) (3) (I) (4) 
Amortization of prior service cost ....... I 

Amortization of actuarial loss .......... 2 I 3 2 I 3 

Net periodic benefit cost .............. $ 3 $3 $ 6 $ 5 $ 3 $ 8 
= = = = = 
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Interest cost ......................... $2 

Net periodic benefit cost. ............... $2 

(a) amounts are less than $1 million 

KU 

Service cost .... , ................. $ 5 

Interest cost , ... , ................. 14 

Expected return on plan assets . . . . . . . . (13) 

Amortization of prior service cost ...... 

Amortization of actuarial loss ......... 5 

Net periodic benefit cost ............. $11 
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2010 

Other Posfrt!lIrement Benefits 
Three Months Ended September 30, 

(In millions) 

2009 

Sen·co AlJocation Sen"co Allocation 
to KU(a) Iblal KU KU to KU(a) 

$- $2 $1 $-

$ $2 $1 $ 

l'ension Benefits 
Nine Months Ended September 30, 

2010 

Sen"co Allocation 
joKU 

$4 

6 
(5) 

I 

2 

$ 8 

2010 

200' 
(In millions) 

Sen-co Allocation 
1bfal KU KU 

$ 9 $ 4 

20 13 

(18) (10) 

I I 

7 6 

$ 19 $ 14 

Otlier Postretirement Denefils 
Nine l'IIonths Ended September 30, 

(In millions) 

toKU 

$4 

5 

(4) 

2 

$8 

2009 

Sen"co Allocation Sen"co Allocation 

Total KU 

Total KU 

$ 8 

18 

(14) 

2 

8 

$ 22 

KU toKU Total KU KU toKU Total KU 

Service cost ........................ $ I $ I $2 $ $ I $ 2 

Interest cost. . . . . . . . . . . . . . . . . . . . . . . . 4 4 3 3 

Expected return on piau assets. . . . . . . . . . (I) (I) 

Amortization of transitional obligation. . . . 1 I I I 

Net periodic benefit cost . . . . . . . . . . . . .. $ 5 $ I $ 6 $ 5 $ I $ 6 

Contributions 

In January 2010, KU and Servco made discretionalY pension plan contributions of $13 million and $9 million, 
respectively. The amount of future contributions to the pension plan will depend on the actual return on plan assets 
and other factors, but the Company's intent is to fund the pension plan in a manner consistent with the requirements 
of the Pension Protection Act of 2006. 

Through September 2010, KU made contributions to other postretirement benefit plans totaling $4 million. An 
additional contribution totaling $1 million was made in October. The Company anticipates further funding to match 
the annual postretirement expense and funding the 401(h) plan up to the maximum amount allowed by law. 

Health Care Reform 

In March 2010, Health Care Reform (the Patient Protection and Affordable Care Act of201O) was signed into 
law. Many provisions of Health Care Reform do not take effect for an extended period of time, and many aspects of 
the law which are cun"ently unclear or undefined will likely be clarified in future regulations. 
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During each of the three and nine months ended September 30, 2010, KU recorded an income tax expense of 
less than $1 million, to recognize the impact of the elimination of the tax deduction related to the Medicare Retiree 
Drug Subsidy that becomes effective in 2013. 

Specific provisions within Health Care Reform that may impact KU include: 

Beginning in 2011, requirements extend dependent coverage up to age 26, remove the $2 million lifetime 
maximum and eliminate cost sharing for certain preventative carc procedures. 

Beginning in 2018, a potential excise tax is expected on high-cost plans providing health coverage that 
exceeds certain thresholds. 

KU continues to evaluate all implications of Health Care Reform on its benefit programs but at this time cannot 
predict the significance of those implications. 

Note 7 - Income Taxes 

A United States consolidated income tax return is filed by E.ON U.S.'s direct parent, EON US Investments 
Corp., for each tax period, Each subsidiary of the consolidated tax group, including KU, calculates its separate 
income tax for each period. The resulting separate-return tax cost or benefit is paid to or received from the parent 
company or its designee. The Company also files income tax returns in various state jurisdictions. \Vhile 2007 and 
later years are open under the federal statute of limitations, Revenue Agent RepOlts for 2006-2008 have been 
received from the IRS, effectively c10sing these years to additional audit adjustments. Tax years beginning with 
2007 were examined under an IRS pilot program named "Compliance Assurance Process" ("CAP"). This program 
accelerates the IRS' review to begin during the year applicable to the return and ends 90 days after the return is filed. 
For 2008, the IRS allowed additional deductions in connection with the Company's application for a change in 
repair deductions and disallowed some of the bonus depreciation claimed on the original return. The net temporary 
tax impact for the Company was $12 million and was recorded in the second quarter of2010. Tax years 2009 and 
2010 are also being examined under CAP. The 2009 federal return was filed in the third quarter, and the IRS issued a 
Partial Acceptance Letter with the 2009 return. The IRS is continuing to review bonus depreciation, storms and 
other repairs. No material impact is expected from the IRS review. For the tax year 2010, no material items have 
been raised by the IRS at this time. 

Additions and reductions ofuncertaill tax positions during 2010 and 2009 were less than $1 million. Possible 
amounts of uncertain tax positions for KU that may decrease within the next 12 months total less than $1 million and 
are based on the expiration of the audit periods as defined in the statutes. If recognized, the less than $1 million of 
unrecognized tax benefits would reduce the effective income tax rate. 

The amount KU recognized as interest expense and interest accrued related to unrecognized tax benefits was 
less than $1 million as of September 30, 2010 and December 31, 2009. The interest expense and interest accrued is 
based on IRS and Kentucky Department of Revenue large corporate interest rates for underpayment of taxes. At the 
date of adoption, the Company accrued less than $1 million in interest expense on uncertain tax positions. KU 
records the interest as interest expense and penalties as operating expenses in the income statement and accrued 
expenses in the balance sheet, on a pre-tax basis. No penalties were accrued by the Company through September 30, 
2010. 

In June 2006, the Companies filed ajoint application with the U.S. Department of Energy ("DOE") reqnesting 
certification to be eligible for investment tax credits applicable to the construction of TC2. In November 2006, the 
DOE and the IRS announced that KU was selected to receive $101 million in tax credits. A final IRS certification 
required to obtain the investment tax credits was received in August 2007. In September 2007, KU received an 
Order from the Kentucky Commission approving the accounting of the investment tax credits, which includes a full 
depreciation basis adjustment for the amount of the credits. Based on eligible construction expenditures incurred, 
KU recorded investment tax credits of $6 and $17 million during the three and nine months ended September 30, 
2009, decreasing current federal income taxes. As of December 31, 2009 KU had recorded its maximum credit of 
$101 million. The income tax expense impact from amortizing these credits over the life of the related property will 
begin when the facility is placed in service, which is expected to OCClir by year end. 
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In March 2008, certain environmental and preservation groups filed suit in federal court in North Carolina 
against the DOE and IRS claiming the investment tax credit program was in violation of certain environmental laws 
and demanded relief, including suspension or termination of the program. The plaintiffs voluntarily dismissed their 
complaint in August 201 O. 

A reconciliation of differences between the income tax expense at the statutory U.S. federal income tax rate 
and the Company's actual income tax expense follows: 

Three Months Nine l\Ionths 
Ended Ended 

September 30, September 30, 
2010 2009 2010 2009 

----O;-millions) 

Statutory federal income tax expense ............................ . $ 30 $ 37 $ 72 $ 52 

State income taxes - net of federal benefit ............. , ... , ..... . 3 4 8 4 

Dividends received deduction related to EEl investment .......... , ... . (3) 

Other differences - net ..... , , , , ............................. . ..-.ill ~ ~ ~ 
$ 32 $ 39 $ 76 $ 49 

= = 
Income tax expense ....................................... . 

Effective income tax rate ...... , .............................. . 37.2% 37.1% 37.1% 33.1% 

The amounts shown in the table above are rounded to the nearest $lmiIlion; however, the effective income tax 
rates are based on actual underlying amounts. Other differences - net includes the qualified production activities 
deduction and excess defen"ed taxes on depreciation. 

The effective tax rate for the nine months ended September 2010 was higher than the rate for the nine months 
ended 2009 due to state income taxes - net of federal benefit being lower due to a coal credit recorded in 2009 and 
a lower dividends received deduction primarily due to the lack of EEl dividends in 2010. 

Note 8 - Short-Term and Long-Term Debt 

KU's long-term debt includes $228 million of pollution control bonds that are classified as current portion of 
long-term debt because these bonds are subject to tender for purchase at the option of the holder and to mandatory 
tender for purchase upon the occurrence of certain events. These bonds include: 

Mercer Co. 2000 Series A, due May 1, 2023, variable% ....................... . 

Carroll Co. 2002 Series A, due February I, 2032, variable% 

Carroll Co. 2002 Series B, due February I, 2032, variable% .................... . 

Carroll Co. 2008 Series A, due February 1, 2032, variable% .................... . 

Mercer Co. 2002 Series A, due Febl11ary 1, 2032, variable% .................... . 

Muhlenberg Co. 2002 Series A, due February 1,2032, variable% ................ . 

Carroll Co. 2004 Series A, due October I, 2034, variable% ..................... . 

Carroll Co. 2006 Series B, due October I, 2034, variable% ..................... . 

The average annualized interest rates for these bonds follow: 

(Ill millions) 

$13 

21 

2 

78 

8 

2 
50 

54 

$228 

September 30, 
2010 2009 

Three months ended. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. 0.37% 0.51 % 

Nine months ended . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. 0.36% 0.65% 

Pollution control bonds are obligations of KU issued in connection with tax-exempt pollution control bonds 
issued by counties in Kentucky. A loan agreement obligates the Company to make debt service payments to the 
counties that equate to the debt service due from the counties on the related pollution control bonds. The loan 
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agreement is an unsecured obligation of the Company. Debt issuance expense is capitalized in either regulatory 
assets or current or long-term other assets and amortized over the lives of the related bond issues, consistent with 
regulatory practices. 

In October 2010, KU's pollution control bonds were converted from unsecured debt to debt which is 
collateralized by first mortgage bonds. Also in October 2010, one national rating agency revised downward the 
short-term credit rating of the pollution control bonds and the Company's issuer rating as a result of the pending 
acquisition by PPL. 

Several of the KU pollution control bonds are insured by manoline bond insurers whose ratings have been 
reduced due to exposures relating to insurance of sub-prime mortgages. At September 30, 2010, KU had an 
aggregate $351 million of outstanding p~llution control indebtedness, of which $96 million is in the form of insured 
auction rate securities wherein interest rates are reset every 35 days via an auction process. Beginning in late 2007, 
the interest rates on these insured bonds began to increase due to investor concerns about the creditworthiness of the 
bond insurers. Since 2008, the Company experienced "failed auctions" when there were insufficient bids for the 
bonds. \Vhen a failed auction occurs, the interest rate is set pursuant to a formula stipulated in the indenture. 

The average annualized interest rates on the auction rate bonds follow: 

September 30, 
2010 2009 

Three months ended .................................................. 0.61% 0.34% 

Nine months ended . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. 0.50% 0.51 % 

The instruments govel11ing these auction rate bonds permit KU to convert the bonds to other interest rate 
modes, such as various short-term variable rates, long-term fixed rates or intermediate-term fixed rates that are reset 
infrequently. In June 2009, one national rating agency downgraded the credit rating of an insurer of the Company's 
bonds. As a result, the national rating agency downgraded the rating on the Carroll County 2002 Series C bond. The 
national agency's rating of this bond is now based on the rating of the Company rather than the rating of the insurer 
since the Company's rating is higher. 

The Company participates in an intercompany money pool agreement wherein E.ON U.S. and/or LG&E make 
funds available to KU at market-based rates (based on highly rated commercial paper issues) up to $400 million. 
Details of the balances are as follows: 

Totall\loney Amount Balance Average 
Pool Ayailable Outstanding Available Interest Rate 

September 30, 2010 ................... . 

December 3 I, 2009 ................... . 

$400 

$400 

(In mlllioll-s)--

$61 

$45 

$339 

$355 

0.28% 

0.20% 

E.ON U.S. maintained revolving credit facilities totaling $313 million at September 30, 2010 and Decem
ber 31, 2009, to ensure funding availability for the money pool. At September 30, 2010, one facility, totaling 
$150 million, was with E.ON North America, Inc. while the remaining line, totaling $163 million, was with Fidelia; 
both are affiliated companies. The balances are as follows: 

September 30, 2010 ...................... . 

December 31, 2009 ....................... . 

Total Amount Balance Average 
A,'ailable Outstanding Anlilable Interest Rate 

$313 

$313 

(In millions) 

$181 

$276 

$132 

$ 37 

1.44% 

1.25% 

As of September 30, 2010, the Company maintained a $35 million bilateral line of credit, maturing in June 
2012, with an unaffiliated financial institution. At September 30, 2010, there was no balance outstanding under this 
facility. The Company also maintains letter of credit facilities that support $195 million of the $228 million ofbonds 
that can be put back to the Company. Should the holders elect to put the bonds back and they cannot be remarketed, 
the letter of credit would fund the investor's payment. 
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There were no redemptions or issuances oflong~tenn debt year-ta-date through September 30, 2010. KU was 
in compliance with all debt covenants at September 30, 2010 and December 31, 2009. See Note 1, General, for 
certain debt refinancing and associated transactions which are anticipated by KU in connection with the PPL 
acquisition and Note 10, Related Party Transactions, for long-term debt payable to affiliates. 

Note 9 - Commitments and Contingencies 

Except as may be discussed in this quarterly report (including Note 2, Rates and Regulatory Matters), material 
changes have not occurred in the current status of various commitments 01' contingent liabilities from that discussed 
in the Company's Annual Report for the year ended December 31, 2009 (including, but not limited to Note 2, Rates 
and Regulatory Matters; Note 9, Commitments and Contingencies; and Note 12, Subsequent Events, contained 
therein). See the Company's Annual Report regarding such commitments or contingencies. 

Letters of Credit 

KU has provided letters of credit as of September 30, 2010 and December 31, 2009, for on-balance sheet 
obligations totaling $198 million to support bonds of $195 million and a letter of credit for off-balance sheet 
obligations totaling less than $1 million to support certain obligations related to workers' compensation. 

Owensboro Contract Litigation and Contract Termination 

In May 2004, the City of Owensboro, Kentucky and OMU commenced a suit against KU concerning a long
term power supply contract (the "OMU Agreement") with KU_ In May 2009, KU and OMU executed a settlement 
agreement resolving the matter on a basis consistent with prior court rulings, and the Company has received the 
agreed settlement amounts. Pursuant to the settlement's operation, the OMU agreement terminated in May2010. In 
connection with such termination, KU has recorded a net receivable totaling $4 million reflecting its estimate of 
remaining adjustments concerning prior accruals. The parties are engaged in discussions to resolve those remaining 
adjustments. 

Construction Program 

KU had approximately $167 million of commitments in connection with its construction program at 
September 30, 2010. 

In June 2006, the Companies entered into a construction contract regarding the Te2 project. The contract is 
generally in the form of a lump-sum, turnkey agreement for the design, engineering, procurement, construction, 
commissioning, testing and delivery of the project, according to designated specifications, terms and conditions. 
The contract price and its components are subject to a number of potential adjustments which may serve to increase 
or decrease the ultimate construction price paid or payable to the contractor. During 2009 and 2010, the Companies 
received several contractual notices from the TC2 construction contractor asserting historical force majeure and 
excusable event claims for a number of adjustments to the contract price, construction schedule, commercial 
operations date, liquidated damages or other relevant provisions. In September 2010, the Companies and 
construction contractor agreed to a settlement to resolve certain force majeure and excusable event claims 
occurring through July 2010, under the TC2 construction contract, which settlement provided for a limited, 
negotiated extension of the contractual commercial operations date and/or relief from liquidated damages 
calculations. During commissioning activities in the second and third quarters, separate delays have occurred 
related to burner malfunctions and an excitation transformer failure. Certain temporary or permanent repairs for 
both matters have been completed, are underway or are planned for appropriate future outage periods. Commis
sioning steps resumed in October 2010, and a revised commercial operations date is currently expected by year end. 
The parties are analyzing the treatment of these additional delays under the liquidated damages provisions of the 
constlUction agreement. The Companies cannot currently estimate the ultimate outcome of these matters, including 
the extent, if any, that such outcome may result in materially increased costs for the constmction ofTC2, further 
changes in the TC2 construction completion or commercial operation dates or potential effects on levels of power 
purchases or wholesale sales due to such changed dates. 
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The Sierra Club and other environmental groups filed a petition challenging the air pC1TIlit issued for the TC2 
baseload generating unit which was issued by the KDAQ in November 2005. In September 2007, the Secretary of 
the Kentucky Environmental and Public Protection Cabinet issued a final Order upholding the permit. The 
environmental groups petitioned the EPA to object to the state permit and subsequent pClwit revisions. In 
detclminations made in September 2008 and June 2009, the EPA rejected most of the environmental groups' 
claims, but identified three permit deficiencies which the KDAQ addressed by revising the permit. In August 2009, 
the EPA issued an Order denying the remaining claims with the exception of two additional deficiencies which the 
KDAQ was directed to address. The EPA determined that the proposed permit subsequently issued by the KDAQ 
satisfied the conditions of the EPA Order although the agency recommended certain enhancements to the 
administrative record. In January 2010, the KDAQ issued a final permit revision incorporating the proposed 
changes to address the EPA objectiQl1s. In March 2010, the environmental groups submitted a petition to the EPA to 
object to the permit revision, which is now pending before the EPA. The Company believes that the final permit as 
revised should not have a material adverse effect on its financial condition or results of operations. However, until 
the EPA issues a final ruUng on the pending petition and all applicable appeals have been exhausted, the Company 
cannot predict the final outcome of this matter. 

Thermostat Replacement 

During January 2010, the Companies announced a voluntary plan to replace certain thermostats, which had 
been provided to customers as part of the Companies' demand reduction programs, due to concerns that the 
thermostats may present a safety hazard. Under the plan, the Companies have replaced approximately 90% of the 
estimated 14,000 thermostats that need to be replaced. Total estimated costs associated with the replacement 
program are $2 million. Howevel; the Companies cannot fully predict the ultimate outcome of the replacement 
program or other effects or developments which may be associated with the thermostat replacement matter at this 
time. 

OVEC 

KU holds a 2.5% investment interest in OVEC with 10 other electtic utilities. KU is not the primary 
beneficiary; therefore the investment is not consolidated into the Company's financial statements, but is recorded on 
the cost basis. OVEC is located in Piketon, Ohio, and owns and operates two coal-fired power plants, Kyger Creek 
Station in Ohio, and Clifty Creek Station in Indiana. KU is contractually entitled to 2.5% of OVEC's output, 
approximately 55 Mw of generation capacity. Pursuant to the aVEC power purchase contract, the Company may be 
conditionally responsible for a 2.5% pro-rata share of certain obligations of OVEC under defined circumstances. 
These contingent liabilities may include unpaid aVEC indebtedness as well as shortfall amounts in certain excess 
decommissioning costs and post-retirement benefits other than pension. KU's potential proportionate share of 
OVEC's September 30, 2010 outstanding debt was $35 million. 

Environmental Matters 

The Company's operations arc subject to a number of environmental laws and regulations in each of the 
jurisdictions in which it operates governing, among other things, air emissions, wastewater discharges, the usc, 
handling and disposal of hazardous substances and wastes, soil and groundwater contamination and employee 
health and safety. As indicated below and summarized at the conclusion of this section, evolving environmental 
regulations will likely increase the level of capital and operating and maintenance expenditures incurred by the 
Company during the next several years. Based on prior regulatory precedent, the Company believes that many costs 
of complying with such pending or future requirements would likely be recoverable under the ECR or other 
potential cost-recovery mechanisms, but the Company can provide no assurance as to the ultimate outcome of such 
proceedings before the regulatory authorities. 

Ambient Air Quality. The Clean Air Act requires the EPA to periodically review the available scientific data 
for six criteria pollutants and establish concentration levels in the ambient air sufficient to protect the public health 
and welfare with an extra margin for safety. These concentration levels are known as NAAQS. Each state must 
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identify "nonattainrnent areas" within its boundaries that fail to comply with the NAAQS and develop a SIP to bring 
such non attainment areas into compliance. If a state fails to develop an adequate plan, the EPA lUust develop and 
implement a plan. As the EPA increases the stringency of the NAAQS through its periodic reviews, the attainment 
status of various areas may change, thereby triggering additional emission reduction obligations under revised SIPs 
aimed to achieve attainment. 

In 1997. the EPA established new NAAQS for ozone and fine particulates that required additional reductions in SO, 
and NOx emissions from power plants. In 1998, the EPA issued its final "NOx SIP Call" mle requiring reductions iuNOx 
emissions of approximately 85% from 1990 levels in order to mitigate ozone transpolt from the midwestem U.S. to the 
n0l1heastern U.S. To implement the new federal requirements, Kentucky amended its SIP in 2002 to require electric 
generating units to reduce their NOx emissions to 0.15 pounds weight per MMBtu on a company-wide basis. In 2005, the 
EPA issued the CAm. which requi.red addi.tional S02 emission reductions of 70% and NOx emission reductions of 65% 
from 2003 levels. TIle CAIR provided for a two-phase cap and trade program, with initial reductions of NOx and SO, 
emissions due by 2009 and 2010, respectively, and final reductions due by 2015. In 2006, Kentucky proposed to amend 
its SIP to adopt state requirements similar to those under the federal CAIR. 

In July 2008, a federal appeals court issued a mling finding deficiencies in the CAIR and vacating it. In 
December 2008, the Court amended its previous Order, directing the EPA to promulgate a new regulation but 
leaving the CAIRin place in the interim. The remand of the CAIR results in sqme uncertainty with respect to certain 
other EPA or state programs and proceedings and the Companies' compliance plans relating thereto due to the 
interconnection of the CAIR with such associated programs. 

In Janumy 2010, the EPA proposed a revised NAAQS for ozone which would increase the stringency of the 
standard. III addition, the EPA published final revised NAAQS standards for nitrogen dioxide ("NO,") and SO, in 
Feb11lary 2010 and June 20 I 0, respectively, which are more stringent than previous standards. Depending on the level of 
action determined necessary to bdng local nonattainment areas into compliance with the revised NAAQS standards, 
KU's power plants are potentially subject to requirements for additional reductions in S02 and NOx emissions. 

In July 2010, the EPA issued the proposed CATR, which serves to replace the CAIR. The CATR provides for a 
two-phase SO, reduction program with Phase I reductions due by 2012, and Phase II reductions due by 2014. The 
CATR provides for NOx reductions in 2012, but the EPA advised that it is studying whether additional NOx 
reductions should be required for 2014. The CATR is more stringent than the CAIR as it accelerates certain 
compliance dates and provides for only intrastate and limited interstate trading of emission allowances. In addition 
to its preferred approach, the EPA is seeking comment on an alternative approach which would provide for 
individual emission limits at each power plant. The EPA has announced that it will propose additional "transport" 
rules to address compliance with revised NAAQS standards for ozone and particulate matter which will be issued by 
the EPA in the future, as discussed below. 

Hazardous Air Pollutants. As provided in the Clean Air Act, the EPA investigated hazardous air pollutant 
emissions from electric utilities and submitted a report to Congress identifying mercury emissions from coal-fired 
power plants as warranting further study. In 2005, the EPA issued the CAMR establishing mercury standards for 
new power plants and requiring all states to issue new SIPs including mercury requirements for existing power 
plants. The EPA issued a model rule which provides for a two·phase cap and trade program with initial reductions 
due by 2010, and final reductions due by 2018. The CAMR provided for reductions of70% from 2003 levels. The 
EPA closely integrated the CAMR and CAIR programs to ensure that the 2010 mercury reduction targets would be 
achieved as a "co~benefit" of the controls installed for purposes of compliance with the CAIR. 

In Februmy 2008, a federal appellate court issued a decision vacating the CAMR. The EPA has entered into a 
consent decree requiring it to promulgate a utility Maximum Achievable Control Technology rule to replace the 
CAMR with a proposed ,ule due by March 2011, and a final rule due by November 2011. Depending on the final 
outcome of the rulemaking, the CAMR could be replaced by new mles with different or more stringent 
requirements for reduction of mercury and other hazardous air pollutants. Kentucky has also repealed its 
corresponding state mercury regulations. 

Acid Rail! Pmgram. The Clean Air Act imposed a two-phased cap and trade program to reduce S02 
emissions from power plants that were thought to contribute to "acid rain" conditions in the nOltheastern U.S. The 
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Clean Air Act also contains requirements for power plants to reduce NOx emissions through the use of available 
combustion controls. 

Regional Haze. The Clean Air Act also includes visibility goals for certain federally designated areas, 
including national parks, and requires states to submit SIPs that will demonstrate reasonable progress toward 
preventing future impairment and remedying any existing impairment of visibility in those areas. In 2005, the EPA 
issued its Clean Air Visibility Rule detailing how the Clean Air Act's BART l~quirements will be applied to 
facilities, including power plants, built between 1962 and 1974 that emit cCliain levels of visibility impairing 
pollutants. Under the final rule, as the CAIR provided for more visibility improvement than BART, states are 
allowed to substitute CAIR requirements in their regional haze SIPs in lieu of controls that would otherwise be 
required by BART. The final rule has been challenged in the courts. Additionally, because the regional haze SIPs 
incorporate certain CAIR requirements, the remand of the CAIR could potentially impact regional haze SIPs. See 
"Ambient Air Quality" above for a discussion of CAIR-related uncertainties. 

InstallatioJl of Pollution COlltrols. Many of the programs under the Clean Air Act utilize cap and trade 
mechanisms that require a company to hold sufficient emissions allowances to cover its authorized emissions on a 
company-wide basis and do not require installation of pollution controls on every generating unit. Under cap and trade 
programs, companies are free to focus their pollution control eff0l1s on plants where such controls are palticularly 
efficient and utilize the resulting emission allowances for smaller plants where such controls are not cost effective. KU 
met its Phase I S021'equircments primarily through installation ofFGD equipment on Ghent Unit 1. KU's strategy for its 
Phase IT S02 requirements, which commenced in 2(x)(), includes the installation of additional FGD equipment, as well as, 
using accumulated emission allowances and fuel switching to defer certain additional capitnl expenditures. In order to 
achieve the NOx emission reductions mandated by the NOx SIP Call, KU installed additional NOx controls, including 
SCR technology, during the 2000 through 2009 time period at a cost of$221 million. In 200 I, the Kentucky Commission 
granted approval to recover the costs incUlTed by KU for these projects through the ECR mechanism. Such monthly 
recovelY is subject to periodic review by the Kentucky Commission. 

In order to achieve currently mandated emissions reductions, KU expects to incur additional capital expen
ditures totaling approximately $285 million during the 2010 throngh 2012 time period for pollution controls 
including FGD and SCR equipment and additional operating and maintenance costs in operating such controls. In 
2005, the Kentucky Commission granted approval to recover the costs incurred by the Company for these projects 
through the ECR mechanism. Such monthly recovery is subject to periodic review by the Kentucky Commission. 
KU believes its costs in reducing S02, NOx and mercury emissions to be comparable to those of similarly situated 
utilities with like generation assets. KU's compliance plans are subject to many factors including developments in 
the emission allowance and fuels markets, future legislative and regulatory enactments, legal proceedings and 
advances in clean air technology. KU will continue to monitor these developments to ensure that its environmental 
obligations are met in the most efficient and cost-effective manner. See "Ambient Air Quality" above for a 
discussion of CAIR-related uncertainties. 

GHG Developments. In 2005, the Kyoto Protocol for reducing GHG emissions took effect, obligating 37 
industrialized countries to undertake substantial reductions in GHG emissions. The U.S. has not ratified the Kyoto 
Protocol and there are currently no mandatory GHG emission reduction requirements at the federal level. As 
discussed below, legislation mandating GHG reductions has been introduced in the Congress, but no federal 
legislation has been enacted to date. In the absence of a program at the federal level, various states have adopted 
their own GHG emission reduction programs, including 11 northeastern U.S. states and the District of Columbia 
under the Regional GHG Initiative program and California. Substantial efforts to pass federal GHG legislation are 
on-going. The current administration has announced its support for the adoption of mandatory GHG reduction 
requirements at the federal level. The United States and other countries met in Copenhagen, Denmark in December 
2009, in an effort to negotiate a GHGreductioll treaty to succeed the Kyoto Protocol, which is set to expire in 2013. 
In Copenhagen, the U.S. made a nonbinding commitment to, among other things, seek to reduce GHG emissions to 
17% below 2005 levels by 2020 and provide financial support to developing countries. The United States and other 
nations are scheduled to meet in Cancun, Mexico in late 2010 to continue negotiations toward a bindinK agreement. 

GHG Legislation. KU is monitoring on-going efforts to enact GHG reduction requirements and require. 
ments governing carbon sequestration at the state and federal level and is assessing potential impacts of such 
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programs and strategies to mitigate those impacts. In June 2009, the U.S. House of Representatives passed the 
American Clean Energy and Security Act of 2009, which is a comprehensive energy bill containing the first-ever 
nation-wide GHG cap and trade program. The bill would provide for reductions in GHG emissions of 3% below 
2005 levels by 2012, 17% by 2020 and 83% by 2050. In orderto cushion potential rate impacts for utility custome", 
approximately 43% of emissions allowances would initially be allocated at no cost to the electric utility sector, with 
this allocation gradually declining to 7% in 2029 and zero thereafter. The bill would also establish a renewable 
electricity standard requiring utilities to meet 20% of their electricity demand through renewable energy and energy 
efficiency by 2020. The bill contains additional provisions regarding carbon capture and sequestration, clean 
transportation, smart grid advancement, nuclear and advanced technologies and energy efficiency. 

In September 2009, the Clean Energy Jobs and American Power Act, which is largely patterned on the House 
legislation, was introduced in the U.S. Senate. The Senate bill raises the emissions reduction target for 2020 to 20% 
below 2005 levels and does not inclnde a rencwable electricity standard. While the initial bill lacked detailed 
provisions for the allocation of emissions allowances, a subsequent revision incorporated allowance allocation 
provisions similar to the House bill. In 2010, Senators KellY and Lieberman and others have undertaken additional 
work to draft ORO legislation but have introduced no bill in the Senate to date. In July 2010, Scnate Majority Leader 
Reid announced that he did not anticipate that OHO legislation would be brought to the Senate floor in the current 
session. The Company is closely monitoring the progress of pending energy legislation, but the prospect for passage 
of comprehensive GHG legislation in 2010 is uncertain. 

GHG Reglliations. In April 2007 , the U.S. Supreme Court 11I1ed that the BPA has the authority to regulate ORO 
under the Clean Air Act. Iu April 2009, the BPA issued a proposed endangerment finding concluding that OROs 
endanger public health and welfare, which is an initial ntlemaking step under the Clefln Air Act. A final endangerment 
finding was issued in December 2009. In September2oo9, the BPA issued a final ORO reporting 11I1e requiring repotting 
by facilities with annual GHG emissions equivalent to at least 25,000 tons of carbon dioxide. A number of the 
Company's facilities will be required to submit annual repolts commencing with calendar year 2010. In May 2010, the 
EPA issued a final OHO "tailoring" rule requiring new or modified sources with OHO emissions equivalent to at least 
75,000 tons of carbon dioxide to obtain pelmits under the Prevention of Significant Detelioration Program. Such new or 
modified facilities would be required to install Best Available Control Technology. -While the Company is unaware of 
any currcntly available GHG control technology that might be required for installation on new or modified power plants, 
it is cUlTently assessing the potential impact of the nile. The final rule will apply to new and modified power plants 
begitming in January 2011. The Company is unable to predict whether mandatory GHG reduction requirements will 
ultimately be enacted through legislation or regUlations. 

GHG Litigation. A number of lawsuits have been filed asserting common law claims including nuisance, 
trcspass and negligence against various companies with GHO emitting facilities. In October 2009, a three judge 
panel of the United States Court of Appeals for the 5th Circuit in the case of Comer v. Murphy Oil reversed a lower 
court, holding that private plaintiffs have standing to assert certain common law claims against more than 30 utility, 
oil, coal and chemical companies. In March 2010, the court vacated the opinion of the three-judge panel and granted 
a motion for rehearing but subsequently denied the appeal due to the lack of a qUOntIn. The appellate ruling leaves in 
effect the lower court mUng dismissing the plaintiffs' claims. The petitioners filed a petition for a writ of mandamus 
with the Supreme Court in August 2010. The Cornel' complaint alleges that OHO emissions from the defendants' 
facilities contributed to global warming which increased the intensity of Hurricane Katrina. E.ON, the indirect 
parent of the Companies, was included as a defendant in the complaint but has not been subject to the proceedings 
due to the failure of the plaintiffs to pursue service under the applicable international procedures. The Companies 
arc currently unable to predict further developments in the Comer case and continue to monitor relevant OHO 
litigation to identify judicial developments that may be potentially relevant to their operations. 

Ghellt Opacity NOV. In September 2007, the BPA issued an NOV alleging that KU had violated certain 
provisions of the Clean Air Act's operating rules relating to opacity during June and July of2007 at Units 1 and 3 of 
KU's Ghent generating station. The parties have met on this matter and KU has received no further communications 
from the EPA. The Company is not able to estimate the outcome or potential effects of these matters, including 
whether substantial fines, penalties or remedial measures may result. 
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Ghellt New SO!l1~e Review NOV. In March 2009, the EPA issued an NOVaUeging that KU violated certain 
provisions of the Clean Air Act's rules governing new source review and prevention of significant deterioration by 
installing FGD and SCR controls at its Ghent generating station without assessing potential increased sulfuric acid 
mist emissions. KU contends that the work in question, as pollution control projects, was exempt from the 
requirements cited by the EPA. In December 2009, the EPA issued a Section 114 information request seeking 
additional information on this matter. In March 2010, the Company received an EPA settlement proposal providing 
for imposition of additional permit limits and emission controls and anticipates continued settlement negotiations 
with the EPA. Depending on the provisions of a final settlement or the results of litigation. if any, resolution of this 
matter could involve significant increased operating and capital expenditures. The Company is currently unable to 
determine the final outcome of this matter or the impact of an unfavorable determination on the Company's 
financial position or results of operations. 

Ash Ponds and Coal-Combustion Byproducts. The EPA has undertaken various initiatives in response to the 
December 2008 impoundment failure at the Tennessee VaHey Authority's Kingston power plant, which resulted in a 
major release of coal combustion byproducts into the environment. The EPA issued information requests to utilities 
throughout the country, including KU, to obtain information on their ash ponds and other impoundments. In 
addition, the EPA inspected a large number of impoundments located at power plants to determine their structural 
integrity. The inspections included several of KU's impoundments, which the EPA found to be in satisfactory 
condition. In June 2010, the EPA published proposed regulations for coal combustion byproducts handled in 
landfills and ash ponds. The EPA has proposed two alternatives: (1) regulation of coal combustion byproducts in 
landfills and ash ponds as a hazardous waste or (2) regulation of coal combustion byproducts as a solid waste with 
minimum national standards. Under both alternatives, the EPA has proposed safety requirements to address the 
structural integrity of ash ponds. In addition, the EPA will consider potential refinements of the provisions for 
beneficial reuse of coal combustion byproducts. 

Water Discharges alld PCB Regulations. The EPA has also announced plans to develop revised effluent 
limitation guidelines governing discharges from power plants and standards for cooling water intake structures. The 
EPA has further announced plans to develop revised standards governing the use of polychlorinated biphenyls 
("PCB") in electrical equipment. The Company is monitoring these ongoing regulatory developments but will be 
unable to determine the impact until such time as new rules are finalized. 

Impact of Pending alld Future Environmelltal Developments. As a company with significant coal-fired 
generating assets, KU will likely be substantially impacted by pending or future environmental rules or legislation 
requiring mandatory reductions in OHO emissions or other air emissions, imposing more stringent standards on 
discharges to waterways, or establishing additional requirements for handling or disposal of coal combustion 
byproducts. These evolving environmental regulations wi1llikely require an increased level of capital expenditures 
and increased incremental operating and maintenance costs by the Company over the next several years. Due to the 
uncertain nature of the final regulations that will ultimately be adopted by the EPA, including the reduction targets 
and the deadlines that will be applicable, the Company cannot finalize estimates of the potential compliance costs, 
but should the final mles incorporate additional emission reduction requirements, require more stringent emissions 
controls or implement more stIingent bypro ducts storage and disposal practices, such costs will likely be 
significant. With respect to NAAQS, CATR, CAMR replacement and coal combustion byproducts developments, 
based on a preliminary analysis of proposed regulations, the Company may be required to consider actions such as 
upgrading existing emissions controls, installing additional emissions controls, upgrading byproducts disposal and 
storage and possible early replacement of coal-fired units. Capital expenditures for KU associated with such actions 
are preliminarily estimated to be in the $1.7 billion range over the next 10 years. although final costs may 
substantially vary. \Vith respect to potential developments in water discharge, revised PCB standards or GHO 
initiatives, costs in such areas cannot be estimated due to the preliminary status or uncertain outcome of such 
developments, but would be in addition to the above amount and could be substantial. Ultimately, the precise impact 
on the Company's operations of these various environmental developments cannot be determined prior to the 
finalization of such requirements. Based on prior regulatory precedent, the Company believes that many costs of 
complying with such pending or future requirements would likely be recoverable under the EeR or other potential 
cost-recovery mechanisms, but the Company can provide no assurance as to the ultimate outcome of such 
proceedings before the regulatory authorities. 
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Te2 Water Permit. In May 2010, the Kentucky \Vaterways AlIiance and other environmental groups filed a 
petition with the Kentucky Energy and Environment Cabinet challenging the Kentucky Pollutant Discharge 
Elimination System pClmit issued in April 2010, which covers water discharges from the Trimble County 
generating station. In October 2010, the hearing officer issued a report and recommended order providing for 
dismissal of the claims raised by the petitioners. Until such time as the Secretary issues a final order of the agency 
and all appeals are exhausted, the Company is unable to predict the outcome or precise impact of this matter. 

General Ellvimllmental Proceedings. From time to time, KU appears before the EPA, various state or local 
regulatory agencies and state and federal courts regarding matters involving compliance with applicable envi
ronmentallaws and regulations. Such matters include a prior Section 114 information request from the EPA relating 
to new-source issues at KU's Ghent unit 2; completed settlement with state regulators regarding compliance with 
particulate limits in the air permit for KU's Tyrone generating station; remediation activities for or other risks 
relating to elevated PCB levels at existing properties; liability under the Comprehensive Environmental Response, 
Compensation and Liability Act for cleanup at various off-site waste sites; and claims regarding the GHG emissions 
from the Company's generating stations. Based on analysis to date, the resolution of these matters is not expected to 
have a material impact on the Company's operations. 

Note 10 - Related Party Transactions 

KU, subsidiaries of E.ON U.S. and subsidiaries of E.ON engage in related party transactions. Transactions 
between KU and E.ON U.S. subsidiaries are eliminated on consolidation of E.ON U.S. Transactions between KU 
and RON subsidiaries are eliminated on consolidation of RON. These transactions are generally performed at cost 
and are in accordance with FERC regulations under the Public Utility Holding Company Act of 2005 and the 
applicable Kentucky Commission and Virginia Commission regulations. The significant related party transactions 
are disclosed below. 

Intercompany Wholesale Sales and Purchases 

KU and LG&E jointly dispatch their generation units with the lowest cost generation used to serve their retail 
native load. When LG&E has excess generation capacity after serving its own retail native load and its generation 
cost is lower than that ofKU, KU purchases electricity from LG&E. \Vhen KU has excess generation capacity after 
serving its own retaill1ative load and its generation cost is lower than that of LG&E, LG&E purchases electricity 
from KU. These transactions are recorded as intercompany wholesale sales and purchases are recorded by each 
company at a price equal to the seller's fuel cost. Savings realized from purchasing electricity intercompany instead 
of generating from their own higher costs units or purchasing from the market are shared equally between the two 
Companies. The volume of energy each company has to selI to the other is dependent on its native load needs and its 
available generation. 

These sales and purchases are included in the statements of income as operating revenues, power purchased 
expenses and other operation and maintenance expenses. KU's intercompany electric revenues and power 
purchased expense were as follows: 

Electric operating revenues from LG&E ......... . 

Power purchased and related operations and 
maintenance expenses from LG&E ........... . 

Interest Charges 

Three Months Ended 
September 30, 

2010 2009 

Nine Months Ended 
Septemhel' 30, 

2010 2009 
On millions) 

$ 3 $ 2 $13 $18 

22 22 71 82 

See Note 8, Short-Term and Long-Term Debt, for details of intercompany borrowing arrangements. Inter
company agreements do not require interest payments for receivables related to services provided when settled 
within 30 days. 
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KU's interest expense to affiliated companies was as follows: 

Interest on Fidelia loans .................... . 

Three Months Ended 
September 30, 

2010 2009 

Nine Months Ended 
September 30, 

2010 2009 
(In millions) 

$18 $18 $55 $51 

Interest expense paid to E.ON U.S. on the money pool arrangement was less than $1 million for the three and 
nine months ended September 30, 2010 and 2009. 

Dividends 

In September 2010, the Company paid dividends of $50 million to its common shareholder, E.ON U.S. 

Capital Contributions 

In March and June 2009, the Company received capital contributions of $50 million and $25 million, 
respectively, from its common shareholder, E.ON U.S. 

Other Intercompany Billings 

ServeD provides the Company with a variety of centralized administrative, management and support services. 
These services include payroll taxes paid by ServeD on behalf of KU, labor and burdens of ServeD employees 
performing services for KU, coal purchases and other vouchers paid by Servco on behalf of KU .. The cost of these 
services is directly charged to the Company, 01' for general costs which cannot be directly attributed, charged based 
on predetermined allocation factors, including the following ratios: number of customers, total assets, revenues, 
number of employees and other statistical information. These costs are charged on an actual cost basis. 

In addition, the Companies provide services to each other and to Sen·co. Billings between the Companies 
relate to labor and overheads associated with union and hourly employees perfomling work for the other utility, 
charges related to jointly-owned generating units and other miscellaneous charges. Billings from KU to Servco 
include cash received by Servco on behalf of KU, primarily tax settlements, and other payments made by the 
Company on behalf of other non-regulated businesses whieh are reimbursed through Serveo. 

Intercompany billings to and from KU were as follows: 

Servco billings to KU ....................... 

KU billings to LG&E ....................... 

LG&E billings to KU ....................... 

KU billings to Servco ....................... 
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Nine Months Ended 
September 30, 

2010 2009 
(In millions) 

$64 $43 $181 $121 

16 63 
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Intercompany Balances 

The Company had the following balances with its affiliates: 

September 30, December 31, 
2010 2009 

On millions) 

Accounts receivable from RON U.S. . ....................... . $ $ 9 

Accounts payable to LG&E ................................ . 17 53 

Accounts payable to ServeD ................................ . 18 20 

Accounts payable to E.ON U.S. . ........................... . 18 

Accounts payable to Fidelia ................................ , 18 15 

Notes payable to E.ON U.S ................................ . 61 45 

Long-term debt to Fidelia (including current portion of $33 million) .. . 1,331 1,331 

Note 11 - Subsequent Events 

Subsequentevenls have been evaluated through October 29, 2010, the date of issua nee of these statements, and 
these statements contain all l1ccessary adjustments and disclosures resulting from that evaluation. 

On October 29, 2010, KU's pollution control bonds were converted from unsecured debt to debt which is 
collateraHzed by first mortgage bonds. See Note 1, General, and Note 8, Short-Term and Long-Term Debt. 

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

On October 19, 2010 and October 21, 2010, respectively, the Virginia Commission and Tennessee Regulatory 
Authority issued Orders approving the acquisition of E.ON U.S. by PPL. On the same dates, KU received Virginia 
Commission and Tennessee Regulatory Authority approvals to complete certain refinancing transactions in 
connection with the anticipated PPL acquisition and other business factors. See Note 1, General, and Note 8, 
Short-Term and Long-Telm Debt. 
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Kentucky Utilities Company 

a PPL company 

$250,000,0001.625% First Mortgage Bonds due 2015 
$500,000,000 3.250 % First Mortgage Bonds due 2020 
$750,000,0005.125% First Mortgage Bonds due 2040 

Offering Memorandum 
November 8, 2010 

Joint Book-Running Managers 

BofA Merrill Lynch 
Credit Suisse 

BNP PARIBAS 
Mitsubishi UFJ Securities 

RBS 
Scotia Capital 

Co-Managers 

BBVA Securities 
RBC Capital Mm'kets 

Santander 
SunTl'Ust Robinson Humphrey 

The Williams Capital Group, L.P. 

Arbough 



Attachment to Response to KU AG-1 Question No. 217 
Page 1 of235 

Arbough 

Supplement, dated December 1,2010 to Reoffering Circular dated December II, 2008, as 
supplemented as of December 16, 2008 and October 29, 20 I 0 (the "Reoffering Circular") 

$54,000,000 
County of Can'oll, Kentucky 

Environmental Facilities Revenue 
Refunding Bonds, 2006 Sel'i.s B 

(I(entucky Utilities Compauy Project) 

$77,947,405 
County of Carroll, I(elltucl{y 

Environmental Facilities Revenue 
Bonds, 

2008 Sel'i.s A 
(Kentucky Utilities Company Project) 

Effective as of December I, 2010, through December 1,2011 (the Letter of Credit 
(as defined below) expiration date, subject to extension or earlier termination), payment of the 
principal of and interest on each series of the above-referenced bonds (individually, the "2006 
Series B Bonds" and the "2008 Series A Bonds" and, collectively, the "Bonds") when due will 
be paid with funds drawn under an irrevocable transferable direct pay letter of credit (the "Letter 
of Credit") issued by 

WELLS FARGO BANK, NATIONAL ASSOCIATION 

The Letter ofO'edit will permit the Trustee to draw with respect to each series of Bonds 
up to an amount sufficient to pay (i) the principal of such series of Bonds (or that portion ofthe 
purchase price corresponding to principal) plus (ii) interest thereon (or that portion of the 
purchase price corresponding to interest) at an assumed rate of 15% per annum for at least 45 
days. 

Each series of Bonds will continue to bear interest at a Weekly Rate, determined by the 
Remarketing Agent in accordance with the Indenture, payable on the first Business Day of each 
calendar month, commencing on January 3, 2011. The interest rate period, interest rate and 
Interest Rate Mode for each series of Bonds will be subject to change under certain conditions, 
as described in the Reoffering Circular. The Bonds of each series are subject to optional 
redemption, extraordinary optional redemption, in whole or in part, and mandatory redemption 
following a determination oftaxability prior to maturity, as described in the Reoffering Circular. 
The Bonds of each series are subject to mandatory purchase on any date on which the Bonds are 
converted to a different Interest Rate Mode and upon the expiration of the Letter of Credit or any 
Alternate Credit Facility. 

This supplement contains a description of the Letter ofO'edit and Wells Fargo Bank, 
National Association, the issuer of the Letter of Credit. For purposes of the Reoffering Circular, 
the Letter of Credit is a "Credit Facility" and Wells Fargo Bank, National Association is a 
"Credit Facility Issuer." Except as otherwise specified herein, information in the Reoffering 
Circular referred to above has not been amended or modified and the information contained 
herein is qualified by reference to, and should be read in conjunction with, the Reoffering 
Circular, including information incorporated therein by reference. Terms not otherwise defined 
herein shall have the meanings ascribed to them in such Reoffering Circular. 
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The eighth paragraph under the section of the Reoffering Circular captioned "Introductol)1 
Statement" is hereby Gil/ended to read in its entirety as follows: 

Effective December 1, 2010, the Company will cause to be delivered separate irrevocable 
transferable direct pay letters of credit (the "Letters of Credit") with respect to each of the 2006 
Series B Bonds and the 2008 Series A Bonds, issued by Wells Fargo Bank, National Association 
(the "Bank"), to provide for the timely payment of principal of and accrued interest (calculated 
for at least 45 days at the maximum rate of 15% per annum) on, and purchase price of, the Bonds. 
The Company will be required to reimburse the Bank for all amounts drawn by the Trustee under 
the Letters ofO'edit pursuant to the terms of separate letter agreements, to be dated as of 
December 1, 2010 (collectively, the "Reimbursement Agreement"), with respect to each of the 
2006 Series B Bonds and the 2008 Series A Bonds, between the Company and the Bank. Each 
Letter of Credit will expire on December 1, 20 II unless extended or earlier terminated. 

* * * * 

The section of the Reofforing Circular captioned "The Leiter of Credit " is hereby amended to 
read in its entirety as follows: 

THE LETTER OF CREDIT 

The following summarizes certain provisions of the Letter of Credit and the 
Reimbursement Agreement, to which reference is made for the detailed provisions thereof 
Unless othenl'ise defined in this Reoffering Circul{/}; capitalized terms in the following SlllI1l1l{/}Y 

are llsed as defined in the Leffel' of Credit and the Reimbursement Agreement. The Company is 
permilted under the Indenture to deliver an Altemate Credit Facility to replace the Letter of 
Credit. Any such Alternate Credit Facility must meet certain requirements described in the 
Indenture. 
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The Letter of Credit will be an irrevocable transferable direct pay letter of credit issued 
by the Bank in order to provide additional security for the payment of principal of, purchase 
price of, interest on and premium, if applicable, on any date when payments under the Bonds are 
due, including principal and interest payments and payments upon tender, redemption, 
acceleration or maturity of the Bonds. The Letter of Credit will provide for direct payments to or 
upon the order of the Trustee as set forth in the Letter of O'edit in amounts sufficient to pay such 
amounts in accordance with the terms thereof. 

The Letter of Credit will be issued in an amount equal to the aggregate principal amount 
of the outstanding Bonds, plus an amount that represents interest accrued thereon at an assumed 
rate of 15% pel' annum for 45 days (the "Credit Amount"). The Trustee, upon compliance with 
the terms of the Letter ofO'edit, is authorized to draw up to (a) an amount sufficient (i) to pay 
principal of the Bonds, when due, whether at maturity or upon redemption or acceleration, and (ii) 
to pay the portion of the purchase price of the Bonds delivered for purchase pursuant to a 
demand for purchase by the owner thereof or a mandatory tender for purchase and not 
remarketed (a "Liquidity Drawing") equal to the principal amount of the Bonds, plus (b) an 
amount not to exceed 45 days of accrued interest on such Bonds at an assumed rate of 15% pel' 
annum (i) to pay interest on the Bonds, when due, and (ii) to pay the portion of the interest 
accrued on the Bonds as of any Liquidity Drawing. 

The amount available under the Letter of Credit will be automatically reduced by the 
amount of any drawing thereunder, subject to reinstatement as described below. With respect to 
a drawing by the Trustee solely to pay interest on the Bonds on an Interest Payment Date, the 
amount available under the Letter of Credit will be automatically reinstated in the amount of 
such drawing effective on the earlier of (i) receipt by the Bank from the Company of 
reimbursement of any drawing solely to pay interest in full or (ii) at the opening of business on 
the eleventh calendar day after the date the Bank honors such drawing, unless the Trustee has 
received written notice fi'om the Bank by the tenth calendar day after the date the Bank honors 
such drawing the Bank is not so reinstating the available amount due to the Company's failure to 
reimburse the Bank for such drawing in full, or that an event of default has occurred and is 
continuing under the Reimbursement Agreement and, in either case, directing, an acceleration of 
the Bonds pursuant to the Indenture. With respect to a Liquidity Drawing under the Letter of 
Credit, the amount available under the Letter of Credit will be automatically reduced by the 
principal amount of the Bonds purchased with the proceeds of such drawing plus the amount of 
accrued interest on such Bonds. In the event of the remarketing ofthe Bonds purchased with the 
proceeds of a Liquidity Drawing, the amount available under the Letter of O'edit will be 
automatically reinstated upon receipt by the Bank or the Trustee on the Bank's behalf of an 
amount equal to such principal amount plus accrued interest. 

The Letter of Credit will terminate on the earliest to occur of: 

(i) the Bank's close of business on December 1,2011 (such date, as extended 
from time to time in accordance with the Letter of Credit is defined as the "Stated 
Expiration Date"); 
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(ii) the Bank's close of business on the date which is five Business Days 
following the date of receipt by the Bank of a certificate fi'om the Trustee celtifying that 
(a) no Bonds remain Outstanding within the meaning of the Indenture, (b) all drawings 
required to be made under the Indenture and available under the Letter of Credit have 
been made and honored, (c) an Alternate Credit Facility has been delivered to the Trustee 
in accordance with the Indenture to replace the Letter of Credit or (d) all of the 
outstanding Bonds were converted to Bonds bearing interest at a rate other than the Daily 
Rate or the Weekly Rate; 

(iii) the Bank's close of business on the date of receipt by the Bank of a 
certificate from the Trustee confirming that the Trustee is required to terminate the Letter 
of Credit in accordance with the terms of the Indenture; 

(iv) the date on which the Bank receives and honors an acceleration drawing 
certificate; or 

(v) the Bank's close of business on the date which is 30 days after receipt by 
the Trustee of written notice fi'om the Bank of an Event of Default under the 
$400,000,000 Revolving Credit Agreement dated as of November I, 2010 among the 
Company, the lending institutions party thereto from time to time and Wells Fargo Bank, 
National Association, as Administrative Agent (the "Credit Agreement") and instructing 
the Trustee to draw under the Letter of Credit. 

The Reimbursement Agreement 

Pursuant to the Reimbursement Agreement, the Company is obligated to reimburse the 
Bank for all amounts drawn under the Letter of Credit, and to pay interest on all such amounts. 
The Company has also agreed to pay the Bank a periodic fee for issuing and maintaining the 
Letter ofO·edit. 

The Reimbursement Agreement, through incorporation ofthe terms of the Credit 
Agreement, imposes various covenants and agreements, including various financial and 
operating covenants, on the Company. Such covenants include, but are not limited to, covenants 
relating to (i) inspection of the books and financial records ofthe Company; (ii) mergers or 
consolidations; and (iii) disposition of assets. Any such covenants may be amended, waived or 
modified at any time by the Bank and without the consent of the Trustee or the holders of the 
Bonds. Under certain circumstances, the failure ofthe Company to comply with such covenants 
may result in a mandatory tender or acceleration of the Bonds. 

An Event of Default under the Credit Agreement will constitute an Event of Default 
under the Reimbursement Agreement. The following events will constitute an Event of Default 
under the Credit Agreement: 

(i) the Borrower shall fail to pay when due any principal on any Loans under the 
Credit Agreement or Reimbursement Obligations; or 

(ii) the Company shall fail to pay when due any interest on the Loans under the 
Credit Agreement and Reimbursement Obligations, any fee or any other amount payable 
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hereunder or under any other Loan Document for five (5) days following the date such payment 
becomes due thereunder; or 

(iii) the Company shall fail to observe or perform certain covenants or 
agreements contained in the Credit Agreement, including those related to mergers, disposition of 
assets and capitalization ratios; or 

(iv) the Company shall fail to give notice of a Default or Event of Default under 
the Credit Agreement within a specified number of days following knowledge of such 
occurrence; or 

(v) the Company shall fail to observe or pel'form any covenant or agreement 
contained in the Credit Agreement or any notes issued thereunder (other than those covered 
above) for thirty (30) days after written notice thereof has been given to the defaulting party by 
the administrative agent, or at the request of the required lenders; or 

(vi) any representation, warranty or certification made by the Company in the 
Credit Agreement or any notes issued thereunder or in any certificate, financial statement or 
other document delivered pursuant hereto or thereto shall prove to have been incorrect in any 
material respect when made or deemed made; or 

(vii) the Company shall (i) fail to pay any principal or interest, regardless of 
amount, due in respect of any Material Debt beyond any period of grace provided with respect 
thereto, or (ii) fail to observe or perform any other term, covenant, condition or agreement 
contained in any agreement or instrument evidencing or governing any such Material Debt 
beyond any period of grace provided with respect thereto if the effect of any failure referred to in 
this clause (ii) is to cause, or to permit the holder or holders of such Debt or a trustee on its or 
their behalf to cause, such Debt to become due prior to its stated maturity; or 

(viii) the Company shall commence a voluntary case or other proceeding seeking 
liquidation, reorganization or other relief with respect to itself or its debts under any bankruptcy, 
insolvency or other similar law now or hereafter in effect or seeking the appointment of a trustee, 
receiver, liquidator, custodian or other similar official of it or any substantial part of its property, 
or shall consent to any such relief or to the appointment of or taking possession by any such 
official in an involuntary case or other proceeding commenced against it, or shall make a general 
assignment for the benefit of creditors, or shall fail generally to pay, or shall admit in writing its 
inability to pay, its debts as they become due, or shall take any corporate action to authorize any 
of the foregoing; or 

(ix) an involuntary case or other proceeding shall be commenced against the 
Company seeking liquidation, reorganization or other relief with respect to it or its debts under 
any bankruptcy, insolvency or other similar law now or hereafter in effect or seeking the 
appointment of a trustee, receiver, liquidator, custodian or other similar official of it or any 
substantial pmt of its property, and such involuntmy case or other proceeding shall remain 
undismissed and unstayed for a period of 60 days; or an order for relief shall be entered against 
the Company under the Bankruptcy Code; or 

CHI~I780276\'2 5 



Attachment to Response to KU AG-1 Question No, 217 
Page 6 of235 

AI'bough 

(x) any member of the ERISA Group shall fail to pay when due an amount 01' 

amounts aggregating in excess of $50,000,000 which it shall have become liable to pay under 
Title IV of ERISA; 01' notice of intent to terminate a Material Plan shall be filed under Title IV of 
ERISA by any member of the ERISA Group, any plan administrator 01' any combination of the 
foregoing; 01' the PBGC shall institute proceedings under Title IV of ERISA to terminate, to 
impose liability (other than for premiums under Section 4007 of ERISA) in respect of, 01' to 
cause a trustee to be appointed to administer any Material Plan; 01' a condition shall exist by 
reason of which the PBGC would be entitled to obtain a decree adjudicating that any Material 
Plan must be terminated; 01' there shall occur a complete 01' partial withdrawal fi'om, 01' default, 
within the meaning of Section 4219(c)(5) of ERISA, with respect to, one 01' more Multiemployer 
Plans which could reasonably be expected to cause one 01' more members of the ERISA Group to 
incur a current payment obligation in excess of$50,000,000; 01' 

(xi) the Company shall fail within sixty (60) days to pay, bond 01' otherwise 
discharge any judgment or order for the payment of money in excess of $20,000,000, entered 
against the Company that is not stayed on appeal 01' otherwise being appropriately contested in 
good faith; 01' 

(xii) a Change of Control shall have occurred; 

For purposes of the foregoing: 

"Change of Control" means (i) the acquisition by any person, or two 01' more persons 
acting in concert, of beneficial ownership of25% 01' more of the outstanding shares of voting 
stock of PPL Corporation 01' its successors 01' (ii) the failure at any time of PPL Corporation or its 
successors to own 80% 01' more of the outstanding shares of the voting stock in the Company. 

"Credit Agreement" means the $400,000,000 Revolving Credit Agreement dated as of 
November 1, 20 I ° among the Company, the lending institutions party thereto fi'om time to time 
and Wells Fargo Bank, National Association, as Administrative Agent. 

"Material Debt" means debt (other than the notes issued under the Credit Agreement) of 
the Company in a principal or face amount exceeding $50,000,000 
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Appendix C of the ReojJering Circular is hereby amended to read in its entirety asfollows: 

Wells Fargo Banl{, National Association 

The information.under this heading has been provided solely by Wells Fargo Bank, 
National Association and is believed to be reliable. This information has not been verified 
independently by the Company, the Issuer or the Remarketing Agent. The Company, the Issuer 
and the Remarketing Agent make no representation whatsoever as to the accuracy, adequacy 01' 

completeness of such information. 

Wells Fargo Bank, National Association 

Wells Fargo Bank, National Association (the "Bank") is a national banking association 
organized under the laws of the United States of America with its main office at 10 I North 
Phillips Avenue, Sioux Falls, South Dakota 57104, and engages in retail, commercial and 
corporate banking, real estate lending and trust and investment services. The Bank is an indirect, 
wholly owned subsidiary of Wells Fargo & Company, a diversified financial services company, 
a financial holding company and a bank holding company registered under the Bank Holding 
Company Act of 1956, as amended, with its principal executive offices located in San Francisco, 
California. 

Each quarter, the Bank files with the FDIC financial reports entitled 
"Consolidated Reports of Condition and Income for Insured Commercial Banks with Domestic 
and Foreign Offices," commonly referred to as the "Call Reports." The Bank's Call Reports are 
prepared in accordance with regulatory accounting principles, which may differ from generally 
accepted accounting principles. The publicly available portions of Call Reports filed by the 
Bank with the FDIC may be obtained fi'om the FDIC, Disclosure Group, Room F5l8, 550 17th 

Street, N.W., Washington, D.C. 20429 at prescribed rates, or ft'om the FDIC on its Internet site at 
http://www.fdic.gov, 01' by writing to Corporate Secretary's Office, Wells Fargo Center, Sixth 
and Marquette, MAC N9305-173, Minneapolis, MN 55479. 

The Letter of Credit will be solely an obligation of the Bank and will not be lin 
obligation of, or othenvise guaranteed by, Wells Fargo & Company, and no assets of Wells 
Fargo & Company 01' any affiliate of the Bank 01' Wells Fargo & Company will be pledged 
to the payment thereof. Payment of the Letter of Credit will not be insured by the FDIC. 

The information contained in this section, including financial information, relates to and 
has been obtained from the Bank, and is furnished solely to provide limited introductory 
information regarding the Bank and does not purport to be comprehensive. Any financial 
information provided in this section is qualified in its entirety by the detailed information 
appearing in the Call Reports referenced above. The delivelY hereof shall not create any 
implication that there has been no change in the affairs of the Bank since the date hereof. 

Appendr, A of the ReojJering Circular is hereby amended to read in its entirety asfollows: 
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Appendix A 

Kentucky Utilities Company-

Financial Statements and Additional Information 

This Appendix A includes the Selected Financial Data presented below relating to 
Kentucky Utilities Company ("KU"), certain risk factors associated with KU, Pro Forma 
Condensed Financial 11110rmation (Unaudited), a description of the Business of KU, 
Management's Discussion and Analysis of Financial Condition and Results of Operations 
("Management's Discussion and Analysis"), the Consolidated Financial Statements as of 
December 31, 2009 and 2008 and for the Years Ended December 31, 2009, 2008 and 2007 
(Audited) (the "Consolidated Financial Statements ") and the Condensed Financial Statements 
as of September 30, 2010 and December 31, 2009 and for the Three and Nine Months Ended 
September 30, 2010 and 2009 (Unaudited) (the "Condensed Consolidated Financial 
Statements "). 

The information contained in this Appendix A relates to and has been obtained ji'om KU 
and ji'om other sources as shown herein. The delivelY of this Supplement shall not create any 
implication that there has been no change in the affairs of KU since the date hereof, or that the 
iliformation contained or incOlporated by reference in this Appendix A is correct at any tillle 
subsequent to its date. In this Appendix A, "KU", "the Company'~ "we", "us" or "our" refer to 
Kentucky Utilities Company. 

Summary 

Kentucky Utilities Company 

Kentucky Utilities Company, incorporated in Kentucky in 1912 and in Virginia in 1991, is a 
regulated public utility engaged in the generation, transmission, distribution and sale of electric 
energy in Kentucky, Virginia and Tennessee. We provide electric service to approximately 
515,000 customers in 77 counties in central, southeastern and western Kentucky, to 
approximately 29,000 customers in 5 cOllnties in southwestern Virginia and to 5 customers in 
Tennessee. Our service area covers approximately 6,600 square miles. During the first three 
quarters of 2010, approximately 99% of the electricity generated by us was produced by our 
coal-fired electric generating stations. The remainder is generated by a hydroelectric power plant 
and natural gas and oil fueled combustion turbines ("CTs"). In Virginia, we operate under the 
name Old Dominion Power Company. We also sell wholesale electric energy to 12 
municipalities. 

KU is a wholly-owned subsidiary of LG&E and KU Energy LLC. On November 1, 
2010, PPL Corporation purchased all of the interests of LG&E and KU Energy LLC and, 
indirectly, all of the stock of the Company fi'om E.ON AG, making KU an indirect wholly
owned subsidiary of PPL Corporation. KU's affiliate, Louisville Gas and Electric Company 
("LG&E"), is a regulated public utility engaged in the generation, transmission, distribution and 
sale of electric energy and natural gas in Kentucky. 
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RISK FACTORS 

An investment in the Bonds involves a number of risks. Risks described below should be carefully considered 
logether with the other in/ormation included in this Supplement, including this Appendix A. Any of the eveJ1ts OJ' 

circumstances described as risks befoll' could result in a significant or material adl'el'se e.ffecl on our business, 
results oj operations, cashjloll's ol'jinanciai condition, and a corresponding decline in the price of, or 0111' ability to 
repay, the Bonds. The risks and ullcertainties described below may nol be the only risks and uncertainties that we 
face. Additional risks and uncertainties not currently known 01' tha/we currently deem immaterial may also result in 
a significant or material adverse effect on OUI' business, results of operations, cashjloH' ol'jlnal1clal condition. 

Risks related to the Company 

Our bllsiness is subject to significant and complex gOJ'ernmelttall'egulatloll. 

Various federal and state entities, including but not limited to the Federal Energy Regulatory Commission 
("FERe'), the Kentucky Public Service Commission (the "Kentucky Commission"), the Virginia State Corporation 
Commission (the "Virginia Commission") and the Tennessee Regulatory Authority, regulate many aspects of our 
utility operations, including: 

• the rates that we may charge and the terms and conditions of our service and operations; 

• financial and capital structure matters; 

• siting and construction offacilities; 

• mandatory reliability and sarety standards, and other standards of conduct; 

• accounting, depreciation, and cost allocation methodologies; 

• tax matters; 

• affiliate restrictions; 

• acquisition and disposal of utility assets and securities; and 

• various other matters. 

Such regulations or changes thereto may subject us to higher operating costs or increased capital expenditures and 
failure to comply could result in sanctions or possible penalties. In any rate-setting proceedings, federal or state 
agencies, intervenors and other permitted parties may challenge our rate requests and ultimately reduce, alter or limit 
the rates we seek. 

Our profitability is highly dependent on our ability to recover the costs of providing energy and utility services to 
our customers and earn an adequate return all our capital investments. \Ve currently provide services to our retail 
cllstomers at rates approved by one or more federal or state regulatory commissions, including those commissions 
referred to above. While these rates are generally regulated based on an anatysis of our costs incurred in a base year, 
the rates we are allowed to charge mayor may not match our costs at any given time. \Vhile rate regulation is 
premised on providing a reasonable opportunity to earn a reasonable rate of return on invested capital, there can be 
no assurance that the applicable regulatory commissions will consider all of our costs to have been prudently 
incurred or that the regulatory process in which rates are determined will always result in rates that will produce full 
recovery of our costs or an adequate return on Ollf capital investments. If our costs are not adequately recovered 
through rates, it could have an adverse affect on our business, results of operations, cash flows or financial 
condition. 

\Ve have agreed, subject to certain limited exceptions such as fuel and environmental cost recoveries, that no base 
rate increase would take effect for our Kentucky retail customers before January 1,2013. 

2 
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Transmissioll amI illterstate market acti"ities a/tlJe Com pan)', as well as oilier aspects o/tlle business, Ofe 
slIbjectto s/gll/jiclIlll FERC reglliatioll. 

Our business is subject to extensive regulation by the FERC covering matters including rates charged to 
transmission tlsers, marketwbased or cost-based rates applicable to wholesale customers; interstate power market 
structure; construction and operation of transmission facilities; mandat01Y reliability standards; standards of conduct 
and affiliate restrictions and other matters. Existing FERC regulation, changes thereto or issuances of new rules or 
situations of non-compliance, including but not limited to the areas of market-based tariff authority, Revenue 
Sufficiency Guarantee ("RSG") resettlements in the Midwest Independent Transmission System Operator, Inc. 
market, mandatory reliability standards and natural gas transportation regulation can affect the earnings, operations 
or other activities ofthe Company. 

Changes in transmission anll wholesale power market structures could increase costs OJ' reduce reJ'enues. 

\Vholesale revenues fluctuate with regional demand, fuel prices and contracted capacity. Changes to transmission 
and wholesale power market structures and prices may occur in the future, are not estimable and may result in 
unforeseen effects on energy purchases and sales, transmission and related costs or revenues. These can include 
commercial or regulatory changes affecting power pools, exchanges or markets in which we participate. 

H'e IIndertake significallt capital projects and these lIctivities are subject to unforeseell costs, delays or /ttilures, 
as well as risk of inadequate reCOI'er), of resulting costs. 

Our business is capital intensive and requires significant investments in energy generation and distribution and 
other infi'astructure projects, such as projects for environmental compliance. The completion of these projects 
without delays or cost overruns is subject to risks in many areas, including: 

• approval, licensing and permitting; 

• land acquisition and the availability of suitable land; 

• skilled labor or equipment shortages; 

• construction problems or delays, including disputes with third party intervenors; 

• increases in commodity prices or labor rates; 

• contractor performance; 

• environmental considerations and regulations; 

• weather and geological issues; and 

• political, labor and regulatory developments. 

Failure to complete our capital projects on schedule or on budget, or at ali, could adversely affect our financial 
performance, operations and future growth. 

Ollr costs of compliance with, ltut/liabillties under, el1l'irOllltlentallaws are sigllij1Cltllt lIud are subject to 
cOlltinuillg changes. 

Extensive federal, state and local environmental laws and regulations are applicable to our air emissions, water 
discharges and the management of hazardous and solid waste, among other areas; and the costs of compliance or 
alleged non-compliance cannot be predicted with certainty but could be material. In addition, our costs may increase 
significantly if the requirements or scope of environmental laws or regulations, or similar rules, are expanded or 
changed from prior versions by the relevant agencies. Costs may take the form of increased capital or operating and 
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maintenance expenses; monetary fines, penalties or forfeihlres or other restrictions. Many of these environmental 
law considerations are also applicable to the operations of our key suppliers, or customers, such as coal producers, 
industrial power users, etc., and may impact the costs oftheir products or their demand for our services. 

Ollr operatillg results are affeetell by weatfler conditions, Including storms ((lId seasonal temperature variatiolls, 
as well as by significant man-made OJ' accidelltal dislurblillces, inc/ulling terrorism or natllral disasters. 

These weather or other factors can significantly affect our finances or operations by changing demand levels; 
causing outages; damaging infrastl11cture or requiring significant renail' costs; affecting capital markets and general 
economic conditions or impacting future growth. 

We are subject to operatiollal alldjillancial risks regardlllg potential llel'elopmellts cOllcerllillg global climate 
cliallge. 

Various regulatory and industty initiatives have been implemented or are under development to regulate or 
otherwise reduce emissions of greenhouse gases ("GHGs"), which are emitted from the combustion of fossil fuels 
such as coal and natural gas, as occurs at our generating stations. Such developments could include potential federal 
or state legislation or industry initiatives allocating or limiting GHG emissions; establishing costs 01' charges on 
GHG emissions or on fuels relating to such emissions; requiring GHG capture and sequestration; establishing 
renewable portfolio standards or generation fleet-diversification requirements to address GHG emissions; promoting 
energy efficiency and conservation; changes in transmission grid construction, operation or pricing to accommodate 
GHG-related initiatives; or other measures. Our generation fleet is predominantly coal-fired and may be highly 
impacted by developments in this area. Compliance with any new laws or regulations regarding the reduction of 
GHG emissions could result in significant changes to the Company's operations, significant capital expenditures by 
the Company and a significant increase in our cost of conducting business. \Ve may face strong competition for, or 
difficulty in obtaining, required GHG-compliance related goods and services, including construction selvices, 
emissions allowances and financing, insurance and other inputs relating thereto. increases in our costs or prices of 
producing or selling electric power due to GHG-related developments could materially reduce or otherwise affect 
the demand, revenue or margin levels applicable to our power, thus adversely affecting our financial condition or 
results of operations. 

We are sllbject to physical, market ami economic risks reiatillg to potential effects of climate change. 

Climate change may produce changes in weather or other environmental conditions, including temperature or 
precipitation changes, such as warming or drought. These changes may affect farm and agriculturalty~depelldent 
businesses and activities, which are an important part of Kentucky's economy, and thus may impact consumer 
demand for electric power. Temperature increases could result in increased overall electricity volumes or peaks and 
precipitation changes could result in altered availability of water for plant cooling operations. These or other 
meteorological changes could lead to increased operating costs, capital expenses or power purchase costs by the 
Company. Conversely, climate change could have a number of potential impacts tending to reduce demand. 
Changes may entail more frequent or more intense storm activity, which, if severe, could temporarily disrupt 
regional economic conditions and adversely affect electricity demand levels. As discussed in other risk factors, 
storm outages and damage often directly decrease revenues or increase expenses, due to reduced usage and higher 
restoration charges, respectively. GHG regulation could increase the cost of electric power, particularly power 
generated by fossil-fuels, and such increases could have a depressive effect on the regional economy. Reduced 
economic and consumer activity in our service area both generally and specific to certain industries and consumers 
accustomed to previously low-cost power, could reduce demand for our electricity. Also, demand for our services 
could be similarly lowered should consumers' preferences or market factors move toward favoring energy 
efficiency, low-carbon power sources or reduced electric usage generally. 

Our business is subject to risks associated with local, Illltlonlll alld worldwide economic condltiolls. 

The consequences of prolonged recessionary conditions may include a lower level of economic activity and 
uncertainty or volatility regarding energy prices and the capital and commodity markets. A lower level of economic 
activity might result in a decline in energy consumption, unfavorable changes in energy and commodity prices and 
slower customer growth, which may adversely affect our future revenues and growth. Instability in the financial 
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markets, as a result of recession or otherwise, also may affect the cost of capital and Qur ability to raise capital. A 
deterioration of economic conditions may lead to decreased production by our industrial customers and, therefore, 
lower consumption of electricity. Decreased economic activity may also lead to fewer commercial and industrial 
customers and increased unemployment, which may in turn impact residential customers' ability to pay. Further, 
worldwide economic activity has an impact on the demand for basic commodities needed for utility infi·astructure. 
Changes in global demand may impact the ability to acquire sufficient supplies and the cost of those commodities 
may be higher than expected. 

Ollr business is cOllcentrated ill tlte Afidwest United States, specifically Kentucky. 

Although we also operate in Virginia and Tennessee, the majority of our operations are concentrated in Kentucky. 
Local and regional economic conditions, such as population growth, industrial growth, expansion and economic 
development or employment levels, as well as the operational or financial performance of major industries or 
customers, can affect the demand for energy and our results of operations. Significant industries and activities in our 
service territory include automotive; aluminum and steel smelting and fabrication; chemical processing; coal, 
mineral and ceramic-related activities; educational institutions; health care facilities; paper and pulp processing and 
water utilities. Any significant downturn in these industries or activities or in local and regional economic conditions 
in our service area may adversely affect the demand for electricity in our service territory. 

IVe are subject to operatiollal risks relating to our generatillg plants, transmission /acilities, distribution 
equipment, ill/ormatioll tecltnology systems and otlter assets alld aClhl/tles. 

Operation of power plants, transmission and distribution facilities, information technology systems and other 
assets and activities subjects the Company to many risks, including the breakdown or failure of equipment; 
accidents; security breaches, viruses or -outages affecting information technology systems; labor disputes; 
obsolescence; delivery/transp0l1ation problems and disruptions of fuel supply and performance below expected 
levels. Occurrences of these events may impact our ability to conduct our business efficiently or lead to increased 
costs, expenses 01' losses. 

Although we maintain customary insurance coverage for certain of these risks in common with sOlne other 
utilities, we do not have insurance covering our transmission and distribution system, other than substations, because 
we have found the cost of such insurance to be prohibitive. Ifwe are unable to recover the costs incurred in restoring 
our transmission and distribution properties following damage as a result of tornados or other natural disasters or to 
recover the costs of other liabilities arising from the risks of our business, through a change in our rates or otherwise, 
or if such recovery is not received on a timely basis, we may not be able to restore losses or damages to our 
properties without an adverse effect on our financial condition, results of operations or our reputation. 

JPe are subject to liability risks relating to our generatiug, transmission, distribution anti retail businesses. 

Conduct of our physical and commercial operations subjects us to many risks, including risks of potential 
physical injury, property damage or other financial affects, caused to 01' caused by employees, customers, 
contractors, vendors, contractual or financial cQunterparties and other third-parties. 

JVe could be negatively a//ectell by rising illterest rates, dOJVngrades to ollr bond credit ratings or otller negative 
del'elopments ill Ollr ability to access capital markets. 

In the ordinary course of business, we are reliant upon adequate long-term and short-term financing means to 
fund our significant capital expenditures, debt interest or maturities and operating needs. As a capital-intensive 
business, we are sensitive to developments in interest rate levels; credit rating considerations; insurance, security or 
collateral requirements; market liquidity and credit availability and refinancing steps necessary or advisable to 
respond to credit market changes. Changes in these conditions could result in increased costs and decreased liquidity 
to the Company. 
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lVe are subject to commodity price risk, credit risk, counterpart), risk alld oiller risks associated wit" the energy 
bllsiness. 

General market or pricing developments or failures by counterparties to perform their obligations relating to 
energy, fuels, other commodities, goods, services or payments could result in potential increased costs to the 
Company. 

Jre lire subject to risks associated witll defined bellefit retirement plans, health care plans, wages amI other 
employee-related lIlalters. 

\Ve sponsor pension and postretirement benefit plans for our employees. Risks with respect to these plans include 
adverse developments in legislation or regulatioll, future costs or funding levels, returns on investments, market 
fluctuations, interest rates and actuarial matters. Changes in health care rules, market practices or cost structures can 
affect our current or future funding requirements or liabilities. \Vithout sustained growth in our investments over 
time to increase the value of our plan assets, we could be required to fund our plans with significant amounts of 
cash. \Ve are also subject to risks related to changing wage levels, whether related to collective bargaining 
agreements or employment market· conditions, ability to attract and retain key personnel and changing costs of 
providing health care benefits. 

IVe are subject to risks associated with federal alltl state tax regulations. 

Changes in taxation as well as the inherent difficulty in quantitying potential tax effects of business decisions 
could negatively impact our results of operations. \Ve are required to make judgments in order to estimate our 
obligations to taxing authorities. These tax obligations include income, property, sales and use and employment
related taxes. \Ve also estimate our ability to utilize tax benefits and tax credits. Due to the revenue needs of the 
states and jurisdictions in which we operate, various tax and fee increases may be proposed or considered. We 
cannot predict whether legislation or regulation will be introduced or the effect on the Company of any such 
changes. If enacted, any changes could increase tax expense and could have a negative impact on our results of 
operations and cash flows. 
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PRO FORMA CONDENSED FINANCIAL INFORMATION (UNAUDITED) 

On November 1, 2010, PPL Corporation completed the purchase of all of the outstanding limited liability 
company interests ofLG&E and KU Energy LLC, our parent, for cash consideration of$2,467 million. In addition, 
PPL Corporation assnmed, through consolidation, $764 million of ontstanding debt, net of$163 million repurchased 
and held for reissuance, and repaid all indebtedness owed by our parent and its subsidiaries to subsidiaries of E.ON 
AG. 

The Unaudited Pro Forma Condensed Financial Statements ("pro forma financial statements") have been derived 
from our historical financial statements. 

The historical financial information has been adjusted in the pro forma financial statements to give effect to pro 
forma events that are: (I) directly attributable to the acquisition; (2) factually supportable; and (3) with respect to the 
statement of operations, expected to have a continuing impact on our results. Specifically, such pro forma 
adjustments include: 

• Repayment of intercompany debt by us to RON AG and its affiliates, initially by intercompany loans from a 
subsidiary ofPPL Corporation; 

• Adjustments to push down the new basis of accounting recorded by PPL Corporation on the post-acquisition 
balance sheet ofthe Company; and 

• The subsequent issuance of the $1,500,000,000 of taxable first mortgage bonds by the Company assuming 
proceeds equal to the principal amounts thereof and the use of such proceeds thereafter to repay the 
intercompany debt. 

The Unaudited Pro Forma Condensed Statements of Operations ("pro forma statements of operations") for the 
nine months ended September 30, 2010 and for the year ended December 31, 2009 give effect to the adjustments as 
if they were completed on January I, 2009. The Unaudited Pro Forma Condensed Balance Sheet ("pro forma 
balance sheet") as of September 30, 2010 gives effect to the adjustments as if they were completed on September 30, 
2010. 

Assumptions and estimates underlying the pro forma adjustments are described in the accompanying notes, which 
should be read in conjunction with the pro forma financial statements. Generally accepted accounting principles in 
the United States permit up to one year from the date of acquisition to finalize all purchase accounting adjustments, 
therefore, the final amounts recorded as of the date of the acquisition may differ materially from the information 
presented in these pro forma financial statements. These estimates are subject to change pending further review of 
the assets acquired and liabilities assumed. 

The pro forma financial statements have been presented for illustrative purposes only and are 110t necessarily 
indicative of results of operations and financial position that would have been achieved had the pro forma events 
taken place on the dates indicated, or the future results of operations or financial position of the company. 

The following pro forma financial statements should be read in conjunction with: 

• the accompanying notes to the pro forma financial statements; 

• the 2009 Annual Financial Statements and the Third Quarter Financial Statements, contained elsewhere in this 
Appendix A. 
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Pro Forma Condensed Statement ofOperatiolls 

Operating Revenues ........................................................ "" .................... . $ 
Operating Expenses 
Fuel for electric generation ................................................................ " .. " .. 
Po\ver purchased ....................................................................................... . 
Other operation and maintenance ............................................................. . 
Depreciation, accretion, and amortization ............................................... .. 
Total Operating Expenses ......................................................................... . 
Operating IncOlne .................................................................................... . 
Other illcolne, net ...................................................................................... . 
Interest Expense ......................................................................................... . 
Interest Expense ~ Affiliates .................................................................... . 
Income from Continuing Operations Before Income Taxes ................ . 
Incolne Taxes ............................................................................................. . 
Income from Continuing Operations After Income Taxes .................. . 

Nine Months Ended September 30.2010 
Actual Adiustments Pro Forma 

1,146 

391 
\35 
251 
J06 
883 
263 

2 
5 

55 
205 
76 

129 

(Unaudited) 
(Millions of dollars) 

$ 44(a) 
.-ill,)(a) 

II 
_4(b) 

7 

$ 1,146 

391 
135 
251 
106 
883 
263 

2 
49 

216 
80 

136 

The accompanying Notes to Pro Forma Condensed Financial Statements are an integral part ofthese pro forma 
financial statements. See Note 3 for information on pro forma adjustment references. 
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Pro Forma Condensed Statement of Operations 

Operating Revenues ................................................................................ . $ 
Operating Expenses 
Fuel for electric generation ....................................................................... . 
Po\ver purchased ........... '" ......................................................................... . 
Other operation and maintenance ............................................................. . 
Depreciation, accretion, and amortization ................................................ . 
Total Operating Expenses ........................................................................ .. 
Operating Illcolue .................................................................................... . 
Other incolne, net ..................................................................................... . 
Interest Expense ........................................................................................ . 
Interest Expense - Affiliates ................................................................... . 
Income from Continuing Opel'3tions Before Income Taxes ............... .. 
IncOlne Taxes ............................................................................................ . 
Income from Continuing OPCl'3tiOllS After Income Taxes .................. . 

Year Ended December 31. 2009 
Actual Adjustments Pro Forma 

(Unaudited) 
(Millions of dollars) 

1,355 $ 1,355 

434 434 
199 199 
320 320 
133 133 

1,086 1,086 
269 269 

6 6 
6 59(a) 65 

69 02)(a) 
200 10 210 
67 --"-(b) 71 

133 6 139 

The accompanying Notes to Pro Forma Condensed Financial Statements are an integral part of these pro fOrlna 
financial statements. See Note 3 for information on pro forma adjustment references. 
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Pro Forma Condensed Balance Sheet 

Actual 

Clinent Assets 
Cash and cash eqnivalents ......................................................................... $ 2 
Accounts receivable................................................................................... 200 
Fuel, materials and supplies....................................................................... 140 
Regulatory assets ....................................................................................... 14 
Prepayments and other current assets ... " ................................................... --c-,12.1 
Total Current Assets .................................................................................. 367 
Investment in ullconsolidated venture.................................................... 12 
Property, Plant and Equipment, net ....................................................... 4,470 
DefeITcd debits and other assets 
Regulatory assets ..................................................................................... .. 215 
Goodwill .................................................................................................. .. 
Other intangibles ...................................................................................... .. 
Other noncurrent assets .............................................................................. __ ,,4,,6 
Total deferred debits and other assets ........................................................ 261 
Total Assets ............................................................................................... 5.110 

September 30. 2010 
Adjustments 

(Unaudited) 
(J\lillions of dollars) 

$ 140(c) 

140 
68(d) 
30(1) 

(l6)(e) 
573(1) 
201(g) 

__ I!.LI(h) 
769 

1007 

Pro Forma 

$ 142 
200 
140 

14 
11 

507 
80 

4.500 

199 
573 
201 

57 
1.030 
6.117 

The accompanying Notes to Pro Forma Condensed Financial Statements are an integral part ofthese pro forma 
financial statements. See Note 3 for information on pro forma adjustment references. 
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Pro Forma Condensed Balance Sheet 

Sentember 30. 2010 
Actual Adjustments 1)ro Forma Entity 

Liabilities and Equity 
CUtTent Liabilities 
Current portion long-term debt .................................................................. $ 
Current potion long-term debt - affiliated company ............................... . 
Note payable - affiliate ........................................................................... . 
Accounts payable ...................................................................................... . 
Regulatory liabilities ................................................................................. . 
Other current liabilities ............................................................................. . 
Total Current Liabilities ........................................................................... . 
Long-te .. m Deb!... ..................................................................................... . 
Long-te .. m Debt - Affiliates .................................................................. . 
Defe .... ed C .. edits and Othe .. Liabilities 
Deferred income taxes and investment tax credit ..................................... . 
Accumulated provision for pensions and related benefits ........................ . 
Asset retirelnent obligations ................... " ...... , ......................................... . 
Regulatory liabilities ................................................................................. . 
Other liabilities ......................................................................................... . 
Total Deferred Credits and Other Liabilities ............................................ . 
Commitments and Contingent Liabilities 
Total Equity .............................................................................................. . 

Total Liabilities aud Equity ..................................................................... $ 

228 
33 $ 
61 

176 
12 
62 

572 
123 

1,298 

482 
160 
59 

367 
20 

1,088 

2,029 
5 110 $ 

(Unaudited) 
(Millions of dollars) 

228 
(33)(j) 

61 
(18)(i) 158 

12 
62 

(51 ) 521 
1,501(j) 1,624 

(1,298)(j) 

27(p) 509 
-(k) 160 
(4)(1) 55 

201(m) 568 
17(11) 37 

241 1.329 

614(0) 2,643 
1 007 $ 6,111 

The accompanying Notes to Pro Forma Condensed Financial Statements are an integral part ofthese pro forma 
financial statements. See Note 3 for information on pro fonna adjustment references. 
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NOTES TO PRO FORMA CONDENSED FINANCIAL STATEMENTS 
(Unaudited) 

Note 1 - Basis of Pro Forma Presentation 

The pro forma statements of operations for the nine months ended September 30, 2010 and for the year ended 
December3l, 2009 give effect to the adjustments as if they were completed ou January I, 2009. The pro forma 
balance sheet as of September 30, 2010 gives effect to the adjustmeuts as if they were completed on September 30, 
2010. 

The pro forma financial statements have been derived from our historical financial statements. Assumptions and 
estimates underlying the pro fonna adjustments are described in the accompanying notes, which should be read in 
conjunction with the pro forma financial statements. Since the pro forma financial statements have been prepared 
based upon preliminary estimates, the final amounts recorded at the date of the acquisition may differ materially 
from the information presented. These estimates are subject to change pending further review of the assets acquired 
and liabilities assumed; 

The pro forma financial statements reflect the push down of the new basis of accounting for our assets and 
liabilities arising from the acquisition by PPL Corporation being accounted for based on the guidance provided by 
accounting standards for business combinations. In accordance with this accounting guidance, the assets acquired 
and the liabilities assumed have been measured at fair value by PPL Corporation and the difference between these 
assets and liabilities and the purchase price has been recorded as goodwill (this process is generally referred to as a 
purchase price allocation). In accordance with SEC guidance for whollyMowned subsidiaries, these fair value 
measurements and an allocated p0l1ion of goodwill have been pushed down and recorded on OUl' pro forma financial 
statements as presented in Note 2. The fair value measurements utilize estimates based on key assumptions of the 
acquisition, and historical and cutTent market data. These fair value measurements and the related pro forma 
adjustments included herein may be revised as additional information becomes available and as additional analyses 
are performed. The final purchase price alIa-cation may differ materially from the information presented. As noted 
above, the pro forma financial statements also include adjustments to reflect the issuance of the Bonds, with 
proceeds assumed to equal the principal amount thereof and used to repay indebtedness owed by us to a subsidiary 
of PPL Corporation. The indebtedness was incurred to repay loans from a subsidiary of KON AG in connection 
with the PPL Corporation acquisition. The preliminary result of all these adjustments is presented in Note 2. 

The amounts utilized in determining the pro forma adjustments presented on the Proforma Condensed Financial 
Statements are also set forth and described in Note 3. 

For the purpose of measuring the estimated fair value of the assets acquired and liabilities assumed, PPL 
Corporation has applied the accounting guidance for fair value measurements. Fair value is defined as the price that 
would be received to sell an asset or paid to transfer a liability in an orderly transaction between market participants 
at the measurement date. 

For purposes of measuring the fair value of the majority of property, plant and equipment and regulatory assets 
acquired and regulatory liabilities assumed, as reflected in the pro forma financial statements, PPL has determined 
that the fair value equaled their net book value, due to the regulatory environment in which they operate. The 
regulatOlY commissions allow for earning a rate of return on the book values of the regulated asset bases at rates 
determined to be fair and reasonable. Since there is no current prospect for deregulation, the expectation is that these 
operations will remain in a regulated environment for the foreseeable future and this presentation represents the 
highest and best use of these assets. In addition, cel1ain fair value adjustments have been reflected on the balance 
sheet with an offsetting regulatory asset or liability based upon agreement with the regulatory commissions that 
purchase accounting adjustments will not impact customers and, therefore, will not be included in any cost recovelY 
mechanisms or rates on a prospective basis .. 
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Note 2 - Preliminary Push Down of Purchase Price Allocation and Replacement of Debt 

Preliminary Purchase Price Allocation 

The preIimillat)' allocation of the purchase price to the fair value of assets acquired and liabilities assumed 
includes pro forma adjustments primarily related to the fair value of equity investments, contractual arrangements, 
goodwill, noncurrent liabilities and long-term debt and related deferred income taxes. The preliminat)' allocation of 
the purchase pric~, including the replacement of debt, is as follows (in millions): 

Current assets ....................................................................................................................................... $ 
Property, plant and equipment ............................................................................................................ . 
Investments ......................................................................................................................................... . 
Goodwill.. .......................................................................................................................................... .. 
Other intangibles ................................................................................................................................ . 
Regulatory assets and other noncurrent assets .................................................................................... . 
Current liabilities ................................................................................................................................ . 
Noncurrent liabilities .......................................................................................................................... . 
Long-term debt .................................................................................................................................. .. 
Total Equity ....................................................................................................................................... $ 

Note 3 - Pro FOl'ma Adjustments 

The adjustments included in the pro forma financial statements are as follows: 

Adjustments to Pro Forma Condensed Statements of Operations 

507 
4,500 

80 
573 
201 
256 

(521) 
(1,329) 
(1,624) 
2643 

(a) Interest expense - Reflects the change in interest expense from the extinguishment of indebtedness owed by 
us to a subsidiary of E.ON AG, and replacement with the taxable first mortgage bauds and the applicatiou of 
proceeds thereof. The interest expense was adjusted assuming a weighted-average interest rate of 3.9%. No 
adjustment has been made for the actual rates. 

(b) income taxes - Reflects the income tax effect of the pro forma adjustments, which was calculated using an 
estimated statutory income tax rate of 40%. Income tax expense includes adjustments for state taxes and certain 
federal income tax items that are calculated on a combined or consolidated basis. 

Adjustments to Pro Forma Condensed Balance Sheet 

(c) Cash - Reflects $1,500 million of estimated proceeds from the taxable first mortgage bouds. This amount 
was offset by a $1,331milliou of estimated repayment of the indebtedness and payables owed to subsidiaries of 
E.ON AG and its affiliates, the repayment of $18 million of affiliate accounts payable, and approximately 
$11 million related to the payment of debt issuance costs. 

(d) investments - Reflects the filir value adjustment of $68 million related to our equity method investment in 
Electric Energy, Inc. 

(e) Regulatol)' assets- Reflects the offsetting regulatory asset related to the fair value adjustments associated 
with the fair value of debt, coal contracts and asset retirement obligations. These fair value adjustments have been 
reflected on the balance sheet with an offsetting regulatory asset based upon agreement with the regulatory 
commissions that purchase accounting adjustments will not impact customers and, therefore, will not be included in 
any cost recovery mechanisms or rates on a prospective basis. 

(I) Goodll'il/- Reflects the preliminary estimate of the excess of the purchase price paid over the net fair value 
of our assets acquired and liabilities assumed. This excess is calculated as follows (in millions): 
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Purchase price ............................................................................................................................................. $ 2,643 
Less: Fair value of net assets acquired........................................................................................................ 2.070 
Estimated goodwill resulting from the acquisition..................................................................................... 573 
Less: pre-existing goodwill ......................................................................................................................... __ = 
Pro forma goodwill adjustment .................................................................................................................. $ 573 

PPL Corporation has not yet completed its goodwill allocation evaluation, but will allocate the final amount of 
goodwill to its reporting units that are expected to benefit from the business combination in accordance with 
applicable accounting guidance. The resulting goodwill that will ultimately be allocated and pushed down to us 
could differ materially from the amount presented. 

(g) Other intangibles- Reflects the recognition of$188 million related to the fair value of certain coal contracts 
and $13 million related the fair value of emission allowances. 

(h) Other noncurrent assets - Reflects the capitalization of$11 million of estimated debt issuance costs incurred 
with the issuance ofthe Bonds. 

(i) Accounts payable - Reflects the payment of affiliate accounts payable to E.ON AG and its affiliates. 

G) Debt- Reflects the adjustments to repay $1,331 million of indebtedness owed by us to a subsidiary ofE.ON 
AG and its affiliates. This decrease is offset by the issuance of$I,500 million oflhe Bonds at an assumed weighted
average interest rate of 3.9%. No adjustment has been made for the actual rates. In addition, an increase of 
$1 million was recorded to reflect the fair value of the assumed debt. The ultimate fair value determination of the 
debt will be based on prevailing market interest rates at the completion oflhe acquisition and the adjustment will be 
amortized as an adjustment to interest expense over the remaining life of the debt issues. 

(k) Accumulated provision for pensions and related benefits - The accrued pension obligations have not been 
adjusted as the information required to make such adjustment was not yet available. The resulting adjustment could 
differ materially from the amount presented. 

(I) Asset retirement obligations - Reflects a $4 million adjustment to record the fair value of asset retirement 
obligations. As a result, the associated regulatory assets of $34 million were written off, and $30 million related to 
property, plant and equipment, net, were recorded. 

(m) RegulatOlJ' liabilities - Reflects the offsetting regulatOlY liability related to the fair value adjustments 
associated with the fair value of emission allowances and coal contracts. These fair value adjustments have been 
reflected on the balance sheet with an offsetting regulatOlY liability based upon agreement with the regulatOlY 
commissions that purchase accounting adjustments will not impact customers and therefore, will not be included in 
any cost recovery mechanisms or rates on a prospective basis. 

(n) Other noncurrent liabilities - Reflects the recognition ofthe fair value of certain coal contracts. 

(0) Equity - Reflects the net purchase accounting adjustments to increase our historical equity balance of 
$2,029 million to recognize the $2,643 million of equity from the purchase price, including the push down of 
$573 million of goodwill resulting from acquisition and other fair value adjustments previously discussed. 

(P) Deferred income taxes - Represents estimated deferred taxes calculated at our estimated statutory tax rate of 
40% applied to certain fair value adjustments recorded to the assets acquired and liabilities assumed, excluding 
goodwill. 
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MANAGEMENT'S DISCUSSION AND ANALYSIS 

The following discussion and analysis by management focuses on those factors that had a material effect on our 
results of operations and financial condition during the periods presented and should be read in connection with the 
financial statements and notes included elsewhere in this Appendix A. The discussion contains certain forward~ 
looking statements that involve risk and uncertainties. See "Risk Factors." 

Years Ended December 31, 2009, 2008 and 2007 

Results of Operations 

The electric utility business is affected by seasonal temperatures. As a result, operating revenues (and associated 
operating expenses) are not generated evenly throughout the year. 

Net Income 

Net income in 2009 decreased $25 million compared to 2008. The decrease was primarily the result of decreased 
operating revenues ($50 million). decreased equity in earnings ($29 million), decreased other income - net 
($3 million) and increased interest expense ($3 million), partially offset by decreased operating expenses 
($59 million) and decreased income taxes ($1 million). 

Net income in 2008 decreased $9 million compared to 2007. The decrease was primarily the result of increased 
operating expenses ($140 million) and increased interest expense ($16million), partially offset by increased 
operating revenues ($133 million), decreased income taxes ($9 million), increased equity in earnings ($4 million) 
and increased other income - net ($1 million). 

Re~'eJtlles 

Revenues in 2009 decreased $50 million compared to 2008 primarily due to: 

• Decreased wholesale sales ($75 million) due to lower sales volumes to LG&E ($60 million) and third-parties 
($16 million). These lower volumes were primarily due to lower economic demand caused by low spot market 
pricing during most of2009, and due to higher scheduled coal-fired generation unit outages during 2009. Via a 
mutual agreement, we sell our higher cost electricity to LG&E for its wholesale sales and we purchase LG&E's 
lower cost electricity to serve our native load. These decreases were partiaIly offset by increased prices 
($1 million) for sales to LG&E due to the higher cost offuel inventory. 

• Decreased retail sales volumes delivered ($55 million) due to reduced consumption by residential customers as 
a result of milder weather and significant 2009 storm outages as well as low energy usage by industrial and 
commercial customers as a result of weakened economic conditions. 

• Decreased fuel costs billed to customers through a fuel adjustment clause ($2 milliou) due to a refund of power 
purchased costs from Owensboro Municipal Utilities ("OMU") ($6 million), partially offset by increased fuel 
prices ($4 million). 

• Decreased gains in unrealized energy marketing financial swaps ($2 million). 

Partially offset by: 

• Increased environmental cost recovery surcharge ($50 million) due to increased recoverable capital spending. 

• Decreased merger surcredit ($13 million) due to the surcredit termination in February 2009. 

• Increased DSM cost recovery ($9 million) due to increased recoverable program spending. 
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• Increased miscellaneous r~venue ($6 million) resulting from the assessment oflate payment fees beginning in 
the second quarter of2009. 

• Increased retail sales revenue from base rates ($5 million) due to the increase in Virginia rates in November 
2009, and application of the Kentucky base rate settlement resulting in higher customer charge and demand 
revenue, partially offset by lower energy revenue. 

• Decreased value delivery team ("VDT") process surcredit ($1 million) due to termination in August 2008. 

Revenues in 2008 increased $133 million compared to 2007 primarily due to: 

• Increased fuel costs billed to customers through the fuel adjustment clause ($52 million) due to increased fuel 
prices 

• Increased wholesale sales ($48 million) due to higher sales volumes and prices. Volumes increased to LG&E 
($34 million) and third-parties ($10 million) as a result of excess generation made available by LG&E via a 
mutual agreement. We sell our higher cost electricity to LG&E for LG&E to make wholesale sales and we 
purchase LG&E's lower cost electricity to serve our native load. Both the Company and LG&E experienced 
lower native load requirements due to milder weather and the weakening economy, and increased generation 
due to fewer scheduled coal·fired generation unit outages during 2008, resulting in higher volumes available for 
wholesale sales. Pricing to third-parties increased as a result of higher fuel costs ($2 million). Wholesale sales 
also increased due to gains in energy marketing financial swaps ($2 million). 

• Increased environmental cost recovery surcharge ($43 million) due to increased recoverable capital spending 

• Increased DSM cost recovel)' ($2 million) due to additional conservation programs 

• Increased transmission sales ($2 million) due to higher sales to LG&E 

• Decreased merger stlfcredit ($2 million) due to a lower rate approved by the Kentucky Commission in 
June 2008 

• Decreased VDT sUl'credit ($1 million) due to its termination in August 2008. 

Partially offset by: 

• Decreased retail sales volumes delivered ($17 million) due to a 26% decrease in cooling degree days and 
weakening economic conditions 

Expenses 

Fuel for electric generation comprises a large component of total operating expenses. Increases or decreases in the 
cost of fuel are reflected in retail rates through the fuel adjustment clause, subject to the approval of the Kentucky 
Commission, the Virginia Commission and the FERC. 

Electric Generation Eypense 

Expenses related to fuel for electric generation decreased $79 million in 2009 compared to 2008 primarily due to: 

• Decreased volumes offuel usage ($97 million) due to decreased native load and wholesale sales 

Partially offset by: 

• Increased commodity and transportation costs for coal ($18 million) 

Expenses related to fuel for electric generation increased $52 million in 2008 compared to 2007 primarily due to: 
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• Increased commodity and transportation costs for coal and natural gas ($39 million) 

, Increased generation ($13 million) due to increased utilization of coal-fired generation units as a result of fewer 
scheduled outages in 2008 

Power Purchased Ewel1se 

Power purchased expense decreased $22 million in 2009 compared to 2008 primarily due to: 

• Decreased prices for purchases used to serve retail customers ($18 million) due to lower spot market pricing 
and increased availability of power from OMU 

• Decreased purchases from LG&E due to lower prices ($7 million) and lower volumes ($2 million). Via a 
mutual agreement, we purchase LG&E's lower cost electricity to serve our native load. LG&E provided lower 
volumes due to its increased scheduled coal-fired outages during the fourth quarter of2009. 

• Decreased power purchased expense ($6 million) due to a refund of power purchased costs related to the OMU 
settlement. 

Partially offset by: 

• Increased third-paliy purchased volumes for native load ($8 million) primarily due to scheduled coal-fired 
generation unit outages. 

• Increased demand payments for third-party purchases ($3 million) on long-term contracts. 

Power purchased expense increased $53 million in 2008 compared to 2007 primarily due to: 

• Increased prices for purchases used to serve retail customers ($24 million) due to higher market prices, 
influenced by higher fuel costs 

• Illcreased power purchased from LG&E via a mutual agreemellt due to higher volumes ($8 million) alld higher 
prices ($8 million). We purchase LG&E's lower cost electricity to serve our lIative load. LG&E was able to 
provide higher volumes due to its reduced native load requirements as a result of milder weather and the 
weakening economy. 

• Increased demand payments ($7 million) for energy purchased on a long-term contract 

• Increased third-party power purchase volume for lIative load ($5 million) due to increased unscheduled coal
fired generation unit outages 

• Illcreased expenses ($lmillioll) due to activities ill the PJM Illtercolmection LLC market for the entire year of 
2008 compared to ollly one quarter ill 2007 

Other Operation and Alail1lenance Expenses 

Other operation and maintenance expenses increased $45 million in 2009 compared to 2008 primarily due to 
increased other operation expenses ($30 million) and increased other maintenance expenses ($15 million). 

Other operation expenses increased $30 million in 2009 compared to 2008 primarily due to: 

• Increased pension expense ($20 million) due to lower 2008 pension asset investment performance. 

• Increased steam expense ($7 million) due to utilization of selective catalytic reductions year-rolllld. 

17 



Attachment to Response to KU AG-1 Question No. 217 
Page 25 of 235 

Al'bough 

• Increased administrative and general expense ($5 million) due to increased DSM program spending as well as 
consuiting fees for software training and increased labor and benefit costs, partially offset by decreased legal 
expenses mainly related to OMU in 2008, which case was settled in the second quarter of2009. 

Partially offset by: 

• Decreased generation expense ($2 million) due to scheduled unit outages and routine maintenance 

Other maintenance expenses increased $15 million in 2009 compared to 2008 primarily due to: 

• Increased steam expense ($7 million) due to increased scope of work for scheduled outages. 

• Increased distribution expense ($5 million) as a result of increased repairs and higher tree trimming expense in 
2009 ($3 million) and higher storm related expense in 2009 ($2 million). 

• Increased transmission expense ($2 million) primarily due to increased overhead line maintenance for North 
American Electric Reliability Corporation ("NERC") mandatory reliability compliance. 

• Increased administrative and general expense ($1 million) due to increased labor and system maintenance 
contracts resulting from completion of a significant in-house customer information system project. 

Other operation and maintenance expenses increased $20 million in 2008 compared to 2007 primarily due to 
increased other operation expenses ($16 million) and increased maintenance expenses ($4 million). 

Other operation expenses increased $16 million in 2008 compared to 2007 primarily due to: 

• Increased outside services ($4 million) due to increased legal expenses as a result of on-going litigation, mainly 
withOMU 

• Increased cost of consumables ($4 million) due to contract pricing and commissioning and start up costs of flue 
gas desulfurization systems (,IFGDs") 

• Increased transmission expense ($2 million) due to increased native load purchases from LG&E and the 
additional costs to comply with growing SERC Reliability Corporation and NERC Mandatory Reliability 
Standards 

• Increased distribution expense ($2 million) due to storm restoration 

• Increased nncollectible accounts ($2 million) due to the weakening economy 

• Increased property taxes ($2 million) due to net decrease in expense in 2007 as a result ofthe application of coal 
tax credits 

Other maintenance expenses increased $4 million in 2008 compared to 2007 primarily due to increased 
maintenance of overhead conductors and devices ($4 million) resulting from storm restoration. 

Income fi'om l!."{JllitV Invevtments 

Equity income from Electric Energy, Inc. ('IEEI"), in which we own 20% of the common stock, decreased 
$29 million in 2009 compared to 2008 primarily due to lower earnings resulting from decreased market prices. 

Equity income in EEl increased $4 million in 2008 primarily due to an increased average price per mega-watt 
hour sold in 2008 over the price for 2007. 
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Otirer Income ~ Net 

Other income -net decreased $3 million in 2009 compared to 2008 primarily due to: 

• Decreased $2 million due to discontinuance of aIIowance for funds used during construction on environmental 
cost recovcty projects as a result of the FERC rate case. 

• Decreased $1 million due mainly to depreciation expense on joint-use assets related to Trimble County Unit 2 
("Te2") transferred from LG&E and currently held for future use. 

Other income-net increased $1 million in 2008 compared to 2007, primarily due to: 

• Increased $3 million due to allowance for funds used during construction related to several large multi-year 
projects 

• Increased $1 million due to net losses on the sale of property in 2007 

Partially offset by: 

• Decreased $2 million due to lower income earned on bond deposits for special projects 

• Decreased $1 million due to settlement for Brown Station new source review litigation and related programs 

Interest Etpense 

Interest expense increased $3 million in 2009 compared to 2008 primarily due to increased interest expense to 
affiliated companies ($13 million) resulting from additional debt, partially offset by decreased interest expense 
($8 million) due to lower interest rates on bonds and ($2 million) due to lower interest rates on intercompany shOlt 
term borrowings. 

Interest expense increased $16 million in 2008 compared to 2007 primarily due to increased interest expense to 
affiliated companies ($17 million) due to additional debt, partially offset by decreased interest expense ($1 million) 
due to interest received on reacquired debt. 

Depreciation 

Depreciation expense decreased $3 million in 2009 compared to 2008, primarily due to the decrease in 
depreciation rates that became effective in February 2009, mainly related to an increase in the estimated useful lives 
on transmission and distribution assets. 

Depreciation expense increased $15 million in 2008 compared to 2007, primarily due to an increase in capital 
assets that were placed in service in 2008. 

Income Tm' Eypense 

Components of income tax expense are shown in the table below: 

2008 2007 
(l~ns) 

Current - federal ........................................................................................................... S (5) $ 46 $ 28 
-state.......................................................................................................................... 1 10 13 

Deferred - federal- net .............................................................................................. 43 (10) (5) 
- state -net ............................................................................................................. " 7 (3) (1) 

Investment tax credit - deferred ................................................................................. " 21 25 43 
Anlortization ofinvesnnent tax credit .......................................................................... . -11) 
Total inC0l11e tax expense ............................................................................................. ,,$ 67 $ 68 Lll 
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Deferred federal and state income tax expense increased in 2009 compared to 2008, primarily due to temporary 
differences related to storm costs and depreciation. The temporary differences also resulted in an offsetting decrease 
to current federal and state taxes in 2009. Current federal income tax expense increased and investment tax credit
deferred decreased primarily due to claiming $18 million less in investment tax credits in 2008. Current state income 
tax decreased due to coal credits claimed in 2008. Deferred federal income tax expense decreased in 2008 compared 
to 2007, primarily due to adjusting prior year estimates to actual based on the filed tax return. 

Cash Flo\'l.'s fl'om Operating Activities 

Cash provided by operations in 2009 was $39 million less than cash provided by operations in 2008 and was 
primarily the result of decreases in cash due to changes in: 

• Storm restoration expenses ($55 million) deferred for future recovery as regulatOlY assets 

• Accounts receivable ($16 million) due to timing of payments received from the Illinois Municipal Electric 
Agency ("I MEA") and the Indiana Municipal Power Agency ("IMPA") in 2008 

• Pension and postretirement funding ($15 million) due to increased contributions made in 2009 

• Accounts payable ($12 million) primarily due to fuel purchases and timing of payments 

• Prepayment and other current assets ($2 million) 

These decreases were partially offset by increases in cash due to changes in: 

• Earnings, net of non-cash items ($49 tnillion)(l) 

• Materials and supplies ($5 million) primarily due to a decrease in cash used for coal inventory 

• Other ($7 million) 

(1) Management uses the term "earnings, net of non-cash items" in its discussion of cash flows from operating 
activities to describe net income adjusted by income or expenses not requiring cash currently, including 
depreciation, accretion, amortization, deferred income taxes, investment tax credits, provision for pension 
and postretirement benefits and other non-cash items. Although (learnings, net of non-cash items" may not 
be a measure determined in accordance with accounting principles generally accepted in the United States, 
the measure facilitates the analysis by management and investors of the Companies' cash flows fi'ol11 
operating activities. 

Cash provided by operations in 2008 was $19 million less than cash provided by operations in 2007 and was 
primarily the result of decreases in cash due to changes in: 

• Materials and supplies ($55 million) primarily due to increased fuel inventory volumes and higher fuel costs 

• Earnings, net of non-cash items ($15 millioniI
) 

• Other ($12 million) primarily due to changes in utility plant and customer advances for construction 

• Prepayment and other current assets ($2 million) 

• 'Vind storm regulatory asset ($2 million) due to new regulatory asset for Hurricane Ike restoration expenses 

These decreases were partially offset by increases in cash due to changes in: 

• Accounts receivable ($28 million) due to timing of payments received fromlMEA and IMPA 

20 



Attachment to Response to KU AG-1 Question No. 217 
Page 28 of235 

AI'bough 

• Accounts payable ($24 million) primarily due to construction accruals related to FGD projects and TC2 

• Pension and postretirement funding ($14 million) due to contributions made in 2007 

• Other current liabilities ($1 million) 

Cash Flows from Investing Activities 

The primary use of funds for investing activities continues to be for capital expenditures. Net cash used for 
investing activities decreased $188 million in 2009 compared to 2008 primarily due to decreased capital 
expenditures of $170 million, assets purchased from LG&E of $10 million in 2008 and changes in restricted cash 
from bonds issued in 2008 used to fund environmental equipment of $8 million. Restricted cash represents the 
escrowed proceeds afthe pollution control bonds, which are disbursed as qualifYing costs are incurred. 

Net cash used for investing activities decreased $42 million in 2008 compared to 2007 primarily due to decreased 
capital expenditures of $63 million, partially offset by decreased restricted cash of $11 million and an asset 
purchased from LG&E of $10 million. Restricted cash represents the escrowed proceeds of the pollution control 
bonds, which are disbursed as qualifying costs are incurred. 

Cash Flows from Financing Activities 

Net cash provided by financing activities decreased $151 million dne to decreased long-term borrowings fi'om 
affiliated company of $100 million, lower equity contributions in 2009 of $70 million and reduced issnance of tax
exempt bonds in 2009 totaling $17 million, all of which were partially offset by an increase ofshorl-tenn borrowing 
from affiliate of$36 million. 

Net cash provided by financing activities decreased $15 million in 2008 compared to 2007, primarily due to 
decreased long-term borrowings from affiliated company of $198 million, reacquisition of bonds of $80 million, 
retirement of pollution control bonds of $60 million and issnance of pollution control bonds of $1 million, partially 
offset by the retirement of first mortgage bonds of $107 million in 2007, increased infusions from our Parent of 
$70 million, decreased repayment of short-term borrowings from affiliate ~ net of $67 million, reissl1ance of 
reacquired bonds of$63 million and retirement of reacquired bonds of$17 million. 

See Note 7 to our 2009 Annual Financial Statements and Note 8 to our Third Quarter Financial Statements, each 
included elsewhere in this Appendix A, for information of redemptions, maturities and issuances oflong-term debt. 

Results of Opel'ations 

Net Income 

Three Months Ended September 30, 2010, Compared to 
Three Months Ended September 30, 2009 

Net income was $54 million for the three months ended September 30, 20 I 0, compared to $66 million for the 
same period in 2009. The decrease was primarily the result oflhe following (In millions of$): 
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Three Monills 
Ended 

Sentember 30. 

~ 
Total operating revenues ......... ......... ......................... ........ ...... .... ....... ......... ......... $ 416 
Total operating expenses .......... ... ... ..... ....... ................ ........ .... .... ................ ...... .... ----.:lll 
Operating incolne ....................... " .... "",,............................................................. 105 
Interest expense to affiliated companies............................................................... 18 
Other income (expense) -net. .................. .............. .... ........ ........... ......... ............ -----11) 
Incolne before income taxes .............. "................................................................ 86 
Incoluc tax expense .............................................................................................. ~ 
Net income ........................................................................................................... L5A 

2009 
$ 341 
~ 

125 
18 

-----12) 
105 
~ 
$ 66 

Increase 
(Decrease) 

$ 75 
~ 

(20) 

The $75 million increase in operating revenues in the three months ended September 30, 2010, was primarily due 
to (In millions of$): 

Increase 
mecreasel 

Retail sales volnmes(a) ............................................................................................................................... $ 40 
Retail base rates(b) ...... ....................... ....... ..... ........... ....... ..... .................... .......... ....... ......... ........ .... ........... 14 
ECR surcharge due to increased recoverable capital spellding .......................................... ""..................... 10 
Retail fuel adjustment clause ("F AC") costs billed to customers due to higher fuel prices ....................... 6 
Other. ........................... ,.............................................................................................................................. __ 5 

$ 75 

(a) Primarily due to increased consumption by residential customers as a result of increased cooling degree days 
and higher energy usage by industrial customers as a result of improved economic conditions and increased 
cooling degree days. 

(b) Primarily due to higher rates effective August 1, 2010. See Note 2 to our Third Quarter Financial Statements, 
included elsewhere in this Appendix A, for further discussion of the 2010 Kentucky rate case. 

Expenses 

Fuel for electric generation comprises a large component oftota! operating expenses. Increases or decreases in the 
cost of fhel are reflected in retail rates through the F AC, subject to the approval of the Kentucky Commission, the 
Virginia Commission and the FERC. Operating expenses follow (in millions of$): 

Fuel for electric generation .................................................................................. . 
Po\ver purchased ................................................................................................... . 
Other operation and maintenance expenses ......................................................... . 
Depreciation, accretion and amortization ........................................................... .. 
Total operating expenses .................................................................................... . 

Electric Generation Eypense 

Three Months 
Ended 

September 30. 
2010 

$ 146 
41 
86 

.------ll 
jLJll 

2009 
$ 114 

47 
22 

-----.n 
Ulfi 

Jncrease 
(Decrease) 

$ 32 
(6) 
64 

__ 5 

lL25. 

The $32 million increase in fuel for electric generation in the three months ended September 30, 2010, was 
primarily due to increased volumes of fuel usage due to increased retail sales volumes. 
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The $6 million decrease in power purchased expense in the three months ended September 30, 2010, was 
primarily due to (in millions of$): 

Increase 
<Decrease) 

Third-party purchased volumes for native load ............................................................................................ $ (8) 
Demand payments for third-party purchase.................................................................................................. (4) 
Prices for purchases used to serve retail Cllstoillcrs ....................................... "............................................. __ 6 

lJg) 

Other Operation alld 1\laintellance E'-penses 

Other operation and maintenance expenses increased $64 million in the three months ended September 30,2010, 
due to $55 million of increased maintenance expenses, and $9 million of increased other operation expenses. These 
increases were primarily due to distribution expenses ($53 million related to maintenance and $4 million related to 
other operations) incurred in the first quarter of 2009 for wind and ice storm restoration that were reclassified to a 
regulatory asset in the third quarter of2009. 

Income Tax Eroel1se 

See Note 7 to our Third Qualter Financial Statements, included elsewhere in this Appendix A, for a reconciliation 
of differences between the U.S. federal income tax expense at statutory rates and our income tax expense. 

23 



Attachment to Response to KU AG-1 Question No. 217 
Page 31 of235 

Al'bough 

Results of Operations 

Net income 

Nine l\'Jonths Ended September 30, 2010, Compared to 
Nine Months Ended Septembel' 30, 2009 

Net income was $129 million for the nine months ended September 30, 2010, compared to $99 million for the 
same period in 2009. The increase was primarily the result of the following (in millions of$): 

Nine Months Ended 
September 30. 

2010 2009 
Total operating revenues ...................................................................................... $ 1,146 $ 1,009 
Total operating expenses .................................................................................. , ... _--=88",3 812 
Operating income .................................................... ,........................................... 263 197 
Interest expense to affiliated companies............................................................... 55 51 
Other income (expense) - net '"'''''''''''''''''''''''''''''''''''''''''''''''''''''''''''''''''''''''''' 13) 2 
Income before income taxes ................................................................................ 205 148 
IncOlne tax expense ............ "................................................................................ 76 49 
Net incollle ............................................................................................................ $ 129 $ 99 

Rel'elllles 

Increase 
(Decrease) 

$ 137 
.---2l 

66 
4 

~) 
57 

.---n 
$ 30 

The $137 million increase in operating revenues in the nine months ended September 30, 20lO, was primarily due 
to (in millions of $): 

Increase 
mecl'easel 

Retail sales volumes( a) ................... , ...... ""'" ...... ......... ............................. .............................. ...... ................... $ 98 
Retail base rates(b) .. , ............................................................................. ,....... ....................... ........ ................... 14 
ECR surcharge due to increased recoverable capital spending ............................................... ".,.",.,.,." ... ,.,.,., 10 
Miscellaneous operating revenue( c) ".,." .. "" "., .. , .. ,., "., ".,.,.,.,.,." .. , .... ,.,.,.,."" ,.,.,.,., ,.,,'" "" , ..... " .. " ...... " .... "... 8 
DSM revenue due to increased recoverable program spending .... " .... "." ..... " .... " ........ """ .... ""..................... 6 
Other ................................................................................................................................................................ __ 1 

$ 137 

(a) Primarily due to increased consumption by residential customers as a result of increased cooling and heating 
degree days and higher energy usage by industrial customers as a result of improved economic conditions and 
increased cooling and heating degree days. 

(b) Primarily due to higher rates effective August 1,2010. See Note 2 to our Third Quarter Financial Statements, 
included elsewhere in this Appendix A, for further discussion of the 2010 Kentucky rate case. 

(c) Primarily related to increased late payment charges and transmission selVice revenues. 
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Expenses 

Fuel for electric generation comprises a large component of total operating expenses. Increases or decreases in the 
cost of fuel are reflected in retail rates through the F AC, subject to the approval of the Kentucky Commission, the 
Virginia Commission and the FERC. Operating expenses follow (In millions of$): 

Fuel for electric generation ............................................................................. . 
Po\ver purchased ...................................................................... " ..................... . 
Other 0pe!ation and ,maintenance ~xp:nses ............................. "." ................ '" 
DeprecIation, accretIOn and amorhzahon ......................... , ............................. . 
Total operating expenses .............................................................................. .. 

Electric Generation E-wel1se 

Nine Months Ended 
Sentember 30. 

2010 
$ 391 

135 
251 
~ 
L&81 

2009 
$ 329 

154 
230 

-----.22 
$ 812 

Increase 
(Decrease) 

$ 62 
(19) 
21 

__ 7 
~ 

The $62 million increase in fuel for electric generation in the nine months ended September 30, 2010, was 
primarily due to (In millions of$): 

Fuel usage volumes due to increased 

Increase 
<Decrease) 

native load and wholesale sales ................................................................................................................... $ 73 
Commodity and transportation costs for 
coal .............................................................................................................................................................. -111) 

$ 62 

Power Purchased E'tpense 

The $19 million decrease in power purchased expense in the nine months ended September 30, 2010, was 
primarily due to (In millions of $): 

Increase 
IDecrease) 

Third-party purchased volumes for native load............................................................................................ $ (16) 
Purchases from LG&E due to volume(a) ..................................................................................................... (13) 
Demand payments for third-party purchases ................................................................................................ (5) 
Prices for purchases used to serve retail customers ...................................................................................... 7 
OMU settlement received in 2009(b) ........................................................................................................... 6 
Purchases fi'om LG&E due to fuel costs....................................................................................................... __ 2 

Llli) 

(a) Primarily due to increased consumption by residential customers at LG&E as a result of increased cooling and 
heating degree days and increased coal-fired generation outages in the first six months of 2010 and higher 
energy usage by industrial customers as a result of improved economic conditions and increased cooling and 
heating degree days. See Note 10 to our Third Quarter Financial Statements, included elsewhere in this 
Appendix A, for further discussion of the mutual agreement for wholesale sales and purchases between the 
Companies. 

(b) See Note 9 to our Third Quarter Financial Statements, included elsewhere in this Appendix A, for further 
discussion of the OMU settlement. 

Other Overation and Alail1lenance E'toenses 

Other operation and maintenance expenses increased $21 million in the nine months ended September 30,2010, 
due to $19 million of increased other operation expenses and $2 million of increased maintenance expenses. 
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Other Operation Expenses 

The $19 million increase in other operation expenses in the nine months ended September 30, 2010 was primarily 
due to (in millions of$): 

Increase 
mecreasc) 

Transmission expense( a) , .................................................................................. , .... ,........ .................... ............ $ 7 
Administrative and general(b) .. , ...................................................... , ............ , .... , .......... , ...... , .................... , ...... 6 
Steam expense due to increased generation in 2010........................................................................................ 5 
Other.... .................... .............. ................ ...................... .................................... .............. .................................. __ 1 

JLl2 

(a) Primarily due to transmission expense for a third party pursuant to a settlement agreement, the establishment of 
a regulatory asset approved by the Kentucky Commission for the EKPC settlement in 2009, net of nine months 
of amortization expense recorded in 2010, and increased transmission expense due to transmission charges for 
FERC jurisdictional municipal customers now unbundled from energy. 

(b) Primarily due to increased bad debt expense due to higher billed revenues, implementation of a late payment 
charge and a higher net charge~offpercentage, increased labor costs, and increased insurance cost. 

interest Ewense to Affiliated Companies 

The $4 million increase in interest expense to affiliated companies in the nine months ended September 30, 2010, 
was primarily due to increased intercompany notes outstanding. 

Income Tat Expense 

See Note 7 to our Third Quarter Financial Statements, included elsewhere in this Appendix A, for a reconciliation 
of differences between the U.S. federal income tax expense at statutory rates and our income tax expense. 

Liquidity and Capital Resources 

September 30, 
2010 

December 31, 
2009 

(ill millions) 
Cash and cash equivalents .......................................................................................... . $ 2 $ 2 
Current portion of long~tenn debt. .............................................................................. . 228 228 
Current portion ofiong-tenn debt to affiliated company ............................................ , 33 33 
Notes payable to affiliated company .................... , ........ , .............................. , ............ .. 61 45 

Activity in our cash and cash equivalents in the nine months ended September 30, 20 I 0, included the following: 

Cash provided by operating activities ........ , ...................................... , .. , ........ , ................ , .. , .............. , ........ .. 
Construction expenditures ......................................................................................................................... . 
A net increase in shorHerm borrowings from affiliated company ........................................................... .. 
Expenditures to purchase assets froln affiliate ........................................................................................... . 
Payment of dividends ............ , .... , .... , ........ , ...... , .......................................... , .............. , ...................... , ........ , 

Increase 
(Decrease) 

(In millions) 
$ 300 

(21S) 
16 

(4S) 
_illD 
$ 

\Ve use net cash generated from our operations, external financing, financing from affiliates andlor infusions of 
capital from our Parent mainly to fund construction of plant and equipment. As of September 30, 2010, we had a 
working capital deficiency of $205 million, primarily due to the terms of certain tax-exempt bonds totaling 
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$228 million which allow the investors to put the bonds back to the Company causing them to be classified as 
current portion oflong-term debt. We believe we have adequate liquidity facilities to repurchase any bonds put back 
to the Company. \Vorkillg capital deficiencies can be funded through an intercompany money pool agreement or 
through a syndicated credit facility as described below. We believe that our sources of funds will be sufficient to 
meet the needs of OUl' business in the foreseeable future. 

On November 1, 2010, we entered into a new $400 million unsecured Revolving Credit Agreement, expiring 
December 31, 2014. Under this credit facility, we have the ability to make cash borrowings and to request the 
lenders to issue letters of credit. Borrowings will generally bear interest at LIBOR-based rates plus a spread, 
depending upon our senior unsecured long-term debt rating. The new credit facility contains a financial covenant 
requiring our debt to total capitalization to not exceed 70% and other customary covenants. Under certain 
conditions, we may request that the facility's capacity be increased by up to $100 million. This new credit facility 
replaced an existing bilateral line of credit totaling $35 million that was terminated on the effective date of the new 
facility. 

In addition, we maintain letter of credit facilities under which four letters of credit have been issued totaling 
$198 million, which SUPpOit existing pollution control bonds totaling approximately $195 million. We plan to 
substitute letters of credit issued under our new Revolving Credit Agreement for these letters of credit currently 
supporting pollution control bonds. After the substitution, we plan to terminate these letter of credit facilities. 

\Ve also participate in an intercompany money pool agreement wherein our Parent andlor LG&E make funds 
available to us at market-based rates (based on highly rated commercial paper issues) up to $400 million. 

We, through our Parent, sponsor pension and postretirement benefit plans for our employees. The performance of 
the capital markets affects the values of the assets that are held in trust to satisfy future obligations under the defined 
benefit pension plans. The market value of the combined investments, including the impact of benefit payments, 
within the plans increased by approximately 15% for the year ended December 31, 2009. The benefit plan assets and 
obligations of our Parent and the Company are remeasured annually using a December 31 measurement date. 
Investment gains in 2009 resulted in a decrease to the plans' unfunded status upon actuarial revaluation ofthe plans, 
while investment losses in 2008 had the opposite effect. Our 2009 pension cost was approximately $20 million 
higher than 2008. We anticipate our 2010 pension cost will be approximately $5 million less than the 2009 expense. 
The amount of future funding will depend upon the actual return on plan assets, the discount rate and other factors, 
but we fund our pension obligations in a manner consistent with the Pension Protection Act of 2006. In January 
2010, we made a voluntalY contribution to our pension plan of$13 million. 

Future Capital Requirements 

Our construction program is designed to ensure that there will be adequate capacity and reliability to meet the 
electric needs of our service area and to comply with environmental regulations. These needs are continually being 
reassessed and appropriate revisions are made, when necessary, in construction schedules. At September 30, 2010, 
we estimated our capital expenditures for the three-year period ending December 31,2012 to total approximately 
$1,125 million, consisting primarily of on-going construction related to 'generation assets totaling approximately 
$305 million, ash pond and landfill projects totaling approximately $210 million, on-going construction related to 
distribution assets totaling approximately $245 million, selective catalytic reduction projects totaling approximately 
$155 million, installation of FGDs on Ghent and Brown units totaling approximately $125 million, information 
technology projects totaling approximately $35 million, other projects totaling approximately $25 million and 
construction ofTC2 totaling approximately $25 million (including $5 million for environmental controls). 

In addition to the amounts above, evolving environmental regulations will likely increase the level of capital 
expenditures above the amounts currently expected over the next several years. With respect to NAAQS, CATR, 
CAMR (each as defined and described under uBusiness - Environmental Matters))) replacement and coal 
combustion byproducts developments, based on a preliminmy analysis of proposed regulations, we may be required 
to consider actions such as upgrading existing emissions controls, installing additional emissions controls, upgrading 
byproducts disposal and storage and possible early replacement of coal-fired units. Our capital expenditures 
associated with such actions are preliminarily estimated to be in the $1.7 billion range over the next 10 years, 
although final costs may substantially Vat)'. With respect to potential developments in water discharge, revised PCB 
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standards, or GHG initiatives, costs in such areas canllot be estimated due to the preliminary status or uncertain 
outcome of such developments, but would be in addition to the above amounts and could be substantial. See Note 9 
to our Third Quarter Financial Statements, included elsewhere in this Appendix A, for further discussion of 
environmental matters. 

Future capital requirements may be affected in varying degrees by factors such as electric energy demand load 
growth, changes in construction expenditure levels, rate actions by regulatOlY agencies, new legislation, changes in 
commodity prices and labor rates, changes in environmental regulations and other regulatory requirements. Credit 
market conditions can affect aspects ofthe availability, terms or methods in which we fund our capital requirements. 
'Ve anticipate funding future capital requirements through operating cash flow, issuance of debt (including issuance 
of first mortgage bonds) and/or infusions of capital from our Parent. 

\Ve have a variety of funding alternatives available to meet our capital requirements. \Ve maintain a $400 million 
unsecured revolving credit facility with a maturity date of December 31, 2014, and we participate in an 
intercompany money pool arrangement wherein our Parent and/or LG&E make funds of up to $400 million 
available to the Company at market-based rates. 

Regulatory approvals are required for the Company to incur additional debt. The Virginia Commission and the 
FERC authorize the issuance of shOliwterm debt while the Kentucky Commission, the Virginia Commission and the 
Tennessee Regulatory Authority authorize the issuance of long-term debt. In November 2009, we received a hvow 
year authorization from the FERC to borrow up to $400 million in short-term funds. 'Ve also have authorization 
from the Virginia Commission that expires at the end of20 II allowing short-term borrowing of up to $400 million. 
We currently believe this authorization provides the necessary flexibility to address any liquidity needs. As of 
September 30, 2010, we have borrowed $61 million of this authorized amount. 

In September 2010 the Kentucky Commission, and in October 2010 the Virginia Commission and the Tennessee 
Regulatory Authority, issued orders in the Company's respective financing cases associated with the PPL 
acquisition. The orders each authorized the Company to: 

• issue notes to a PPL affiliate to repay previously outstauding debt with au affiliate ofE.ON AG; 

• issue first mortgage bonds up to $1.556 billion to 

• refund notes due to affiliates and 

• fund our cash needs; 

• issue first mortgage bonds to secure and collateralize existing pollution control debt obligations; 

• enter into and perform obligations under hedging agreements in connection with the issuance of the above first 
mortgage bonds; and 

• enter into a multi-year revolving credit facility in an amount not to exceed $400 million. 

See Notes 7, 8 and 9 to our 2009 Annual Financial Statements and Notes 8 and 9 to our Third Quarter Financial 
Statements, each included elsewhere in this Appendix A, for additional information. 
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Contractual Obligations 

The following table is provided to summarize contractual cash obligations, as estimated by the Company at 
December 31, 2009. \Ve anticipate cash from operations and external financing will be sufficient to fund future 
obligations. 

Pa):'lItcnts Due hr Period 
Contractual Cash Obligations 2010 2011 2012 2013 2014 Thereafter Total 

(Jo millions) 
Short-term debt(a) .................................................... $ 45 $ $ $ $ $ $ 45 
Long-term debt(b)(j) ................................................ 33 50 175 100 1,324(b) 1,682 
Interest on long-term debt to affiliated 

company(c)(k) ....................................................... 73 72 71 67 61 424 768 
Interest on fixed rate bonds(d) ................................. 2 2 2 2 2 21 31 
Operating leases(e) .................................................. 7 6 5 4 4 3 29 
Unconditional power purchase obligations(f) .......... 16 10 10 II 12 177 236 
Coal and gas purchase obligations(g) ...................... 391 307 145 88 92 1,023 
Postretirement benefit plan obligations(h) ............... 5 6 6 6 6 34 63 
Other obligations(i) .................................................. ---.Xl __ 5 62 
Total contractual cash obligations ........................... $ 629 :L4ll& $ 289 $ 353 $ 277 $ 1,283 $ 3232 

(a) Represents borrowings from affiliated company due within one year. 

(b) Includes $228 million of pollution control bonds classified as current liabilities, which bonds are subject to 
tender for purchase at the option of the holder and to mandatory tender for purchase upon the occurrence of 
certain events. Maturity dates for these bonds range from 2023 to 2034. 

(c) Represents future interest payments on long-term debt to affiliated company. 

(d) Represents interest on fixed rate 10ngRterm bonds. Future interest obligations on variable rate long-term bonds 
cannot be quantified. 

(e) Represents future operating lease payments. 

(t) Represents future minimum payments under OMU and Ohio Valley Electric Corporation power purchase 
agreements through May 2010 and 2026, respectively. 

(g) Represents contracts to purchase coal and natural gas transportation. Obligations for 2015 and 2016 are 
indexed to future market prices and are not included above, since prices will be set in the future using the 
contracted methodology. 

(h) Represents currently projected cash flows for the postretirement benefit plan as calculated by the actualY. 

(i) Represents construction commitments, including commitments for Te2 and the FODs. 

(j) Includes long-term debt to affiliate of $1,298 million in long-term debt and $33 million in short-term debt, 
which was replaced with other affiliate borrowings at the time of the PPL acquisition of our Parent, which 
borrowings will be repaid with proceeds ofthe Bonds. 

(k) Debt to affiliate will be repaid with the proceeds ofthe Bonds, thereby modifYing future interest obligations. 

Off-Balance Sheet Arrangements 

We have very limited off-balance sheet activity. See Note 9 to our 2009 Annual Financial Statements, included 
elsewhere in this Appendix A, for more information. 
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As a company with significant coal-fired generating assets, we could he substantially impacted by pending or 
future environmental rules or legislation requiring mandatory reductions in GHG emissions or other air emissions, 
imposing more stringent standards on discharges to waterways, establishing additional requirements for the handling 
or disposal of coal combustion byproducts, or addressing other environmental matters. However, the precise impact 
on our operations, including the reduction targets and deadlines that would be applicable, cannot be determined prior 
to the finalization of such requirements. 

The cost to the Company and the effect on our business of complying with potential OHO restrictions will depend 
upon the details ofthe programs ultimately enacted. Some of the design elements which may have the greatest effect 
on the Company include (a) the required levels and timing of any carbon caps or limits, (b) the emission sources 
covered by such caps or limits, (c) transition and mitigation provisions, such as phase-in periods, free allowances or 
price caps, (d) the availability and pricing of relevant GHO-reduction technologies, goods or services and 
(e) economic, market and customer reaction to electricity price and demand changes due to GHG limits. \Vhile the 
costs to comply with future ORO developments are not currently determinable, such costs could be significant. 

Ultimately, environmental matters or potential environmental matters represent an important element of current 
or future potential capital requirements, future unit retirement or replacement decisions, supply and demand for 
electricity, operating and maintenance expenses or compliance risks for the Company. While we currently anticipate 
that many of such direct costs or effects may be recoverable through rates or other regulatory mechanisms, 
particularly with respect to coal-related generation, the availability, timing or completeness of such rate recovelY 
cannot be assured. Ultimately, climate change matters could result in material effects on our results of operations, 
liquidity and financial condition. 

Growing global, national and local attention to climate change matters has led to the development of various 
international, federal, regional and state laws and regulations directly or indirectly relating to emissions of GHGs, 
including carbon dioxide, which is emitted from the combustion of fossil fuels such as coal and natural gas, as 
occurs at our generating stations. In particular, beginning in January 2011, GHG emissions from statiollmy sources, 
including our generating assets, will be subject to regulation by the EPA under the Prevention of Significant 
Deterioration and Title V provisions of the federal Clean Air Act through the OHO "tailoring" rule. Other 
developing laY·,'s and regulations include a variety of mechanisms and struchlres to regulate GHGs, including direct 
limits or caps, emission allowances or taxes, renewable generation requirements or standards and energy efficiency 
or conservation measures, and may require investments in transmission, alternative fuel or carbon sequestration or 
other emission reduction technologies. See "Business - Environmental Matters," Note 9 to our 2009 Annual 
Financial Statements and Note 9 to our Third Quarter Financial Statements, each included elsewhere in this 
Appendix A, for additional information. 

Quantitative and Qualitative Disclosul'es about :Marl{ct Risl{ 

\Ve conduct energy trading and risk management activities to maximize the value of power sates from physical 
assets we own. Energy trading activities are principally forward financial transactions to manage price risk and are 
accounted for as non-hedging derivatives on a mark-to~market basis in accordance with the derivatives and hedging 
topic of the Financial Accounting Standards Board's ("FASB") Accounting Standards Codification ("ASC"). 

The Company manages its cost of borrowing by utilizing both fixed and floating rate debt. The exposure to 
floating rate debt can be mitigated through the use of interest rate swaps. \Ve currently do not have any interest rate 
swaps in place. 

For more information, see Note 3 to our 2009 Annual Financial Statements and Note 4 to our Third Quarter 
Financial Statements, each included elsewhere in this Appendix A. 

Critical Accounting PolicicslEstimates 

Preparation of financial statements and related disclosures in compliance with generally accepted accounting 
principles requires the application of appropriate technical accounting rules and guidance, as well as the use of 

30 



Attachment to Response to KU AG-1 Question No. 217 
Page 38 of 235 

Arbough 

estimates. The application of these policies necessarily involves judgments regarding future events, including legal 
and regulatory challenges and anticipated recovery of costs. These judgments could materially impact the financial 
statements and disclosures based on varying assumptions, which may be appropriate to use. In addition, the financial 
and operating environment also may have a significant effect, not only on the operation of the business, but on the 
results reported through the application of accounting measures used in preparing the financial statements and 
related disclosures, even if the nature of the accounting policies applied has not changed. Specific risks for these 
critical accounting policies are described in the notes to our audited and unaudited financial statements included 
elsewhere in this Appendix A. Each of these has a higher likelihood of resulting in materially different reported 
amounts under different conditions or using different assumptions. Events rarely develop exactly as forecasted, and 
the best estimates routinely require adjustment. 

Recent accounting pronouncements and critical accounting policies and estimates including unbilled revenue, 
allowance for doubtful accounts, regulatory mechanisms, pension and postretirement benefits and income taxes are 
detailed in Notes 1, 2, 5, 6 and 9 to our 2009 Annual Financial Statements and Notes 1, 2, 6, 7 and 9 to our Third 
Quarter Financial Statements, each included elsewhere in this Appendix A. 

Controls and Procedures 

Management is responsible for establishing and maintaining adequate internal control over financial reporting. 
Internal control over financial reporting is a process designed to provide reasonable assurance regarding the 
reliability of financial rep0l1ing and the preparation of financial statements for external purposes in accordance with 
generally accepted accounting principles. A company's internal control over financial reporting includes those 
policies and procedures that pertain to the maintenance of records that, in reasonable detail, accurately and fairly 
reflect the transactions and dispositions of the assets of the company; provide reasonable assurance that transactions 
are recorded as necessary to permit preparation of financial statements in accordance with generally accepted 
accounting principles and that receipts and expenditures of the company are being made only in accordance with 
authorizations of management and directors of the company; and provide reasonable assurance regarding prevention 
or timely detection of unauthorized acquisition, use or disposition of the company's assets that could have a material 
effect on the financial statements. 

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

As of December 31, 2009, we are not subject to the internal control and other requirements of the Sarbanes-Oxley 
Act of2002 and associated rules ("Sarbanes-Oxley") and consequently are not required to evaluate the effectiveness 
of our internal control over financial reporting pursuant to Section 404 of Sarbanes-Oxley. However, management 
has assessed the effectiveness of our internal control over financial reporting as of December 31, 2009, lIsing the 
criteria set forth by the Committee of Sponsoring Organizations afthe Treadway Commission in Interl1al Contra/
Integrated Frame1l'ork. Management has concluded that, as of December 31, 2009, our internal control over 
financial reporting was effective based on those criteria. There have been no changes in our internal control over 
financial reporting that occurred during the twelve months ended December 31, 2009, or during the nine months 
ended September 30, 2010, that have materially affected, or are reasonably likely to materially affect our internal 
control over financial reporting. 

The effectiveness of our internal control over financial reporting as of December 31,2009, has been audited by 
PricewaterhouseCoopers LLP, an independent accounting firm, as stated in its report which is included within our 
2009 Annual Financial Statements included elsewhere in this Appendix A. 
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BUSINESS 

Overview 

Kentucky Utilities Company, incorporated in Kentucky in 1912 and in Virginia in 1991, is a regulated public 
utility engaged in the generation, transmission, distribution and sale of electric energy in Kentucky, Virginia and 
Tennessee. \Ve provide electric service to approximately 515,000 customers in 77 counties in central, southeastern 
and western Kentucky, to approximately 29,000 customers in 5 counties in southwestern Virginia and to 
5 customers in Tennessee. OUf service area covers approximately 6,600 square miles. During the first three quarters 
of 2010, approximately 99% of the electricity generated by us was produced by our coal-fired electric generating 
stations. The remainder is generated by a hydroelectric power plant and natural gas and oil fbeled combustion 
turbines ("CTs"). In Virginia, we operate under the name Old Dominion Power Company. \Ve also sell wholesale 
electric energy to 12 municipalities. 

Our affiliate, Louisville Gas and Electric Company ("LG&E"), is a regulated public utility engaged in the 
generation, transmission, distribution and sale of electric energy and the distribution and sale of natural gas in 
Kentucky. We and LG&E became indirect wholly-owned subsidiaries ofPPL Corporation on November 1,2010. 

Operations 

The sources of our operating revenues and volume of sales for the year ended December 31, 2009 were as 
follows: 

Revenue 

Industrial & Commercial ..................................................................... $ 637 
Residential........................................................................................... 480 
Municipals ........................................................................................... 91 
Other Retail......................................................................................... 118 
Wholesale(I) ........................................................................................ -::-:-:;-,2",,9 
Total .................................................................................................... $ 1.355 

(1) Includes transactions between the Company and LG&E 

% Revenue Volullle % Volume 
(S in millions. Volume in GWH) 

47% 10,171 
35% 6,594 
7% 1,848 
9% 1,647 
~% ~ 
1illl% ~ 

49% 
31% 
9% 
8% 

__ 3% 
.lO..O.% 

Our business is affected by seasonal temperatures. As a result, operating revenues (and associated operating 
expenses) are not generated evenly throughout the year. \Ve frequently experience dual peaks in winter and summer; 
our peak load in 2009 of 4,640 megawatts ("Mw") occurred on Januaty 16, when the temperature reached a low of 
-3 degrees Fahrenheit in Lexington. 

Our retail electric rates contain a FAC, whereby increases and decreases in the cost of fuel for electric generation 
are reflected in the rates charged to retail electric customers. The F AC allows us to adjust customers' accounts for 
the difference between the fuel cost component of base rates and the actual fuel cost, including transportation costs. 
Refunds to customers occur if the actual costs are below the embedded cost component. Additional charges to 
customers occur if the actual costs exceed the embedded cost component. The amount of the regulatory asset or 
liability is the amount that has been under- or over-recovered due to timing or adjustments to the mechanism. 

Kentucky law permits us to recover the costs of complying with the Federal Clean Air Act, including a return of 
operating expenses, and a return of and on capital invested, through the environmental cost recovery ("ECR") 
mechanism. Pursuant to this mechanism, a regulatory asset or liability is established in the amount that has been 
under- or over-recovered due to timing or adjustments to the mechanism. This mechanism includes construction 
work in progress and a return on equity, currently set at lO.63%. 

\Ve have contracts with the Tennessee Valley Authority ("TVA") to act as our transmission Reliability 
Coordinator and Southwest Power Pool, Inc. ("SPP") to function as our independent transmission operator, pursuant 
to FERC requirements. With respect to certain of these matters, we have submitted filings with the FERC and the 
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Kentucky Commission proposing to approve agreed~upon continuations of these arrangements beyond their 
previous September 2010 expiration dates. The Kentucky Commission approved the continuation of this 
arrangement on October 27,2010, and FERC approval is anticipated in 2010. 

\Ve and LG&E jointly dispatch OUf generation units with the lowest cost generation used to serve retail native 
load. \Vhen we have excess generation capacity after serving our own retail native load and our generation cost is 
lower than that of LG&E, LG&E purchases electricity from us. \Vhen LG&E has excess generation capacity after 
serving its own retail native load and its generation cost is lower than that of ours, we purchase electricity from 
LG&E. These transactions are recorded as intercompany wholesale sales and purchases and are recorded by each 
company at a price equal to the seller's fuel cost. Savings realized from purchasing electricity intercompany instead 
of generating from their own higher costs units or purchasing from the market are shared equally between the two 
companies. The volume of energy each company has to sell to the other is dependent upon its native load needs and 
its available generation. See Note II to our 2009 Annual Financial Statements and Note IO to our Third Quarter 
Financial Statements, each included elsewhere in this Appendix A. 

Properties 

Our power generating system includes coal-fired units operated at our four steam generating stations. Natural gas 
and oil fueled CTs supplement the system during peak or emergency periods. As of December 3 I, 2009, we owned 
all or a portion of, and operated the following generating stations* while targeting a 13%-15% reserve margin: 

Summer 
2009 Heat CAPAbility 2009 

Rate Plant RAting Generation 
£lH!!i Location (lltlllK~Yh) Trne -1:lli:!... (Mw) GWh 
Steam Turbines 

Ghent-Units 1-4 ............................. Carroll County, KY 10,882 ST Coal 1,918 11,346 
E.W. Brown - Units 1-3 .............. Mercer County, KY 10,630 ST Coal 697 2,505 
Green River- Units 3-4 ............... Mnhlenberg County, KY 11,352 ST Coal 163 625 
Tyrone-Unit 3 ................................ Woodford County, KY 13,156 ST Coal ----.Zl ~ 

Total Coal-fired Generation ......... 2,849 14,500 
CombustioIl Turbines 
Trimble County - Units 
5-10 ............................................... Trimble County, KY 11,603 CT Gas 632 129 
E.W. Brown - Units 5-II * .......... Mercer County, KY 15,424 CT Gas 757 56 
Secondary CTs* ............................. Fayette/Jefferson County, KY 57,458 CT Gas --.llQ ~~O 

Total Gas-fired GeneratioIl ........... 1,499 185 
Hydroelectric Stations 
Dix Dam ........................................ Mercer County, KY NA NA Hydro ----.M ~ 

Total Hydroelectric Generation ... 24 69 
In Construction 
Trimble County - Unit 2** .......... Trimble County, KY NA ST Coal NA ~ 

Gr.nd Tot.I... ................................. ~ ~ 

* Some of these units are jointly owned with LG&E and others (capability ratings reflect our ownership share). 
See Note 10 to our 2009 Annual Financial Statements, included elsewhere in this Appendix A, for information 
regarding jointly-owned units. 

** At November I, 2010, TC2, a new 760-Mw capacity base-load, coal fired unit that wiII be jointly owned by the 
Company (60.75%) and LG&E (14.25%) and unrelated third parties, remains under construction with 
completion expected by year-end 2010. 
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At December 31, 2009, our transmission system included 130 substations (52 of which are shared with the 
distribution system) with a total capacity of approximately 13,016 Megavolt-ampere ("MY A") and approximately 
4,040 miles of lines. The distribution system included 479 substations (52 of which are shared with the transmission 
system) with a total capacity of approximately 6,973 MY A, 14,136 miles of overhead lines and 2,209 miles of 
underground conduit. 

Substantially all of our real and tangible personal property located in Kentucky and used or to be used in 
connection with the generation, transmission and distribution of electricity, subject to certain exclusions and 
exceptions, is subject to the lien afthe Mortgage, as described in "Description of the Bonds - Security; Lien afthe 
Mortgage. " 

\Ve own 20% of the common stock of EEl, which owns and operates a 1,162-Mw generating station in southern 
Illinois. EEl generally sells its production into the wholesale market. Additional information regarding property and 
investments is provided in Notes I, 9 and 10 to our 2009 Annual Financial Statements and Note 9 to our Third 
Quarter Financial Statements, each included elsewhere in this Appendix A. 

Constrllct/Oll and Future Capital Requirements 

The Company and LG&E are currently constructing a new 760~Mw capacity base-load, coal fired unit, TC2, 
which will be jointly owned by the Company (60.75%) and LG&E (14.25%), together with the Illinois Municipal 
Electric Agency and the Indiana Municipal Power Agency. Each owner is responsible for its proportionate share of 
the capital cost during construction, and fuel, operation and maintenance cost when TC2 begins operation, which is 
scheduled to occur by year-end 2010. The contract price and its components attributable to us, currently 
approximating $697 million (including $192 million for environmental controls) are subject to a number of potential 
adjustments which may serve to increase or decrease the ultimate construction price paid or payable to the 
contractor. 

Our construction program is designed to ensure that there will be adequate capacity and reliability to meet the 
electric needs of our service area and to comply with environmental regUlations. These needs are continually being 
reassessed, and appropriate revisions are made, when necessary, in construction schedules. At September 30, 2010, 
we estimated our capital expenditures for the three~year period ending December 31, 2012, including those for TC2, 
to total approximately SI.I billion, consisting primarily of the following: 

Construction of generation assets ........................................................................................... " ......... .. 
Construction of distribution assets ..................................................................................................... .. 
Ash pond and landfill projects ........................................................................................................... .. 
Brown SCR ........................................................................................................................................ .. 
Installation ofFGDs on Ghent and Brown units ............................................................................... .. 
Information technology projects ........................................................................................................ .. 
Other projects .................................................................................................................................... .. 
Construction ofTC2 (includes $5 million for environmental controls) ............................................. .. 

(S in millions) 
$ 305 

245 
210 
155 
125 
35 
25 
25 

$ I 125 

In addition to the amounts above, evolving environmental regulations will likely increase the level of capital 
expenditures over the next several years. See 'lJ3usiness- Environmental Matters." Future capital requirements 
may be affected in varying degrees by factors such as electric energy demand, load growth, changes in construction 
expenditure levels, rate actions by regulatory agencies, new legislation, changes in commodity prices and labor 
rates, further changes in enviromnental regulations and other regulatory requirements. Credit market conditions can 
affect aspects ofthe availability, terms or methods in which we fund our capital requirements. We anticipate funding 
future capital requirements through operating cash flow, debt and/or infusions of capital from our Parent. 

For a discussion of liquidity, capital resources and financing activities, see "Management's Discussion and 
Analysis." 
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Coal-fired generating units provided approximately 99% of our net kilowatt-hour ("Kwh") generation for 2009. 
The remaining net generation for 2009 was provided by natural gas and oil fueled CT peaking units and a 
hydroelectric plant. Coal is expected to be the predominant fuel used by liS in the foreseeable future, with natural gas 
and oil being used for peaking capacity and flame stabilization in coal-fired boilers or in emergencies. \Ve have no 
nuclear generating units and have no plans to build any in the foreseeable future. 

Fuel inventory is maintained at levels estimated to be necessaty to avoid operational disruptions at the coal-fired 
generating units. Reliability of coal deliveries can be affected from time to time by a number of factors including 
fluctuations in demand, coal mine production issues and other supplier or transporter operating difficulties. 

We have entered into coal supply agreements with various suppliers for coal deliveries for 20 \0 and beyond, and 
normally augment our coal supply agreements with spot market purchases. We have a coal inventory policy which 
we believe provides adequate protection under most contingencies. 

For OUl' existing units, we expect to continue purchasing coal from western and eastern Kentucky, West Virginia, 
southern Indiana, southern Illinois and Ohio for the foreseeable future. \Vith the installation ofFGDs, we expect OUl' 

use of higher sulfur coal to increase. Following commercial operation of the new Te2 unit, we may purchase small 
quantities of ultra low sulfur content coal from \Vyoming for blending. Coal is delivered to our generating stations 
by a mix of transportation modes, including barge, truck and rail. 

Rates and Regulation 

\Ve are subject to the jurisdiction of the Kentucky Commission, the Virginia Commission, the Tennessee 
Regulatory Authority and the FERC in virtually all matters related to electric utility regulation, and as such, our 
accounting is subject to the regulated operations guidance of the F ASB ASC. Given OUl' competitive position in the 
marketplace and the status of regulation ill Kentucky and Virginia, there are 110 plans or intentions to discontinue the 
application ofthe regulated operations guidance of the FASB ASe. 

Our Kentucky base rates are calculated based on a return on capitalization (common equity, long-term debt and 
notes payable) including certain regulatory adjustments to exclude non-regulated investments and environmental 
compliance plans recovered separately through the ECR mechanism. Currently, none of the regulatory assets or 
regulatory liabilities are excluded from the return on capitalization utilized in the calculation of Kentucky base rates; 
therefore, a return is earned on all Kentucky regulatory assets. Our Virginia base rates are calculated based on a 
return on rate base (net utility plant less deferred taxes and miscellaneous deductions). All regulatory assets and 
liabilities are excluded from the return on rate base utilized in the calculation of Virginia base rates. 

PPL Acquisition. In September 2010, the Kentucky Commission approved the September 2010 settlement 
agreement among PPL and ati of the intervening parties to PPL's joint application to the Kentucky Commission for 
approval of its acquisition of ownership and control of our Parent, the Company and LG&E. In the settlement, the 
parties agreed that we and LG&E would commit that no base rate increases would take effect before January 1, 
2013. The Company's rate increase that took effect on August 1,2010 (as described below) will not be impacted by 
the settlement. Under the terms of the settlement, we retain the right to seek approval for the deferral of 
\'extraordinary and uncontrollable costs." Interim rate adjustments wHl continue to be permissible during that period 
for existing fuel, environmental and DSM recovery mechanisms. The agreement also substitutes an acquisition 
savings shared deferral mechanism for the requirement that the Company file a synergies plan with the Kentucky 
Commission. This mechanism, which will be in place until the earlier of five years or the first day of the year in 
which a base rate increase becomes effective, permits the Company to earn up to a 10.75% return on equity. Any 
earnings above a 10.75% return on equity will be shared ,,,ith customers on a 500/0/50% basis. The Kentucky 
Commission order and the settlement agreement contained a number of other commitments with regard to 
operations, workforce, community involvement and other matters. 

In October 2010, both the Virginia Commission and the Tennessee Regulatory Authority approved the transfer of 
control of the Company from E.ON US Investments Corp. to PPL. Each of these orders contained certain 
commitments with regard to operations, workforce, community involvement and other matters. 
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In October 2010, the FERC approved the September 2010 settlement agreement among the Company, LG&E, 
other applicants and protesting parties. The settlement agreement includes various conditional commitments, such as 
a continuation of certain existing undertakings with protesters in prior cases, an agreement not to terminate certain 
of our municipal customer contracts prior to January 2017, an exclusion of any transaction-related costs from 
wholesale energy and tariff cllstomer rates to the extent that we have agreed to not seek the same transaction-related 
cost from retail customers and agreements to coordinate with protesters in certain open or on-going matters. 

Kentucky Rate Case. In January 2010, we filed an application with the Kentucky Commission requesting an 
increase in electric base rates of approximately 12%, or $135 million annuaIIy, including an 11.5% return on equity. 
\Ve requested the increase, based on the twelve month test year ended October 31, 2009, to become effective on and 
after March I, 2010. The requested rates were suspended until August I, 2010. A number of intervenors entered the 
rate case, including the office of the Attorney General ofKentlicky (the "AG") Kentucky Attorney General's office, 
certain representatives of industrial and low-income groups and other third parties, and submitted filings challenging 
our requested rate increases, in whole or in part. A hearing was held on June 8, 2010. \Ve and all of the intervenors 
except the AG agreed to a stipUlation providing for an increase in electric base rates of $98 million on an annual 
basis and filed a request with the Kentucky Commission to approve such stipulation. In July 2010, the Kentucky 
Commission issued an order in the proceeding approving all the provisions of the stipulation, with rates effective on 
and after August 1,2010. 

ViJginia Rate Case. In June 2009, we filed an application with the Virginia Commission requesting an increase 
ill electric base rates for our Virgil1iajurisdictional customers in an amount of $12 million annually or approximately 
21%. The proposed increase reflected a proposed rate of return on rate base of8.586% based 011 a return on equity of 
12%. During December 2009, we and the Virginia Commission Staff agreed to a stipulation and recommendation 
authorizing base rate revenue increases of $11 million annually and a return on rate base of 7.846% based on a 
10.5% return on common equity. A public hearing was held during January 2010. As permitted, pursuant to a 
Virginia Commission order, we elected to implement the proposed rates effective November 1, 2009, on an interim 
basis. In March 2010, the Virginia Commission issued an order approving the stipulation, with the increased rates to 
be put into effect as of April I, 2010. As part of the stipulation, we refunded approximately $1 million in interim 
rate amounts in excess of the ultimate approved rates. During August 2010, a report was filed with the Virginia 
Commission detailing the costs of the refunds, the accounts charged and confirming that applicable refunds had been 
applied. 

FERC Wholesale Rate Case. In September 2008, we filed an application with the FERC for increases in electric 
base rates applicable to wholesale power sales contracts or interchange agreements involving, collectively, twelve 
Kentucky municipalities. The application requested a shift from an all-in stated unit charge rate to an unbundled 
formula rate, including an annual adjustment mechanism. In May 2009, the FERC issued an order approving a 
settlement among the parties in the case, incorporating increases of approximately 3% from prior rates and a return 
on equity of 11%. In May 2010, we submitted to the FERC the proposed current annual adjustment to the formula 
rate. This updated rate became effective on July I, 2010, subject to certain review procedures by the wholesale 
requirements customers and the FERC, including potential refunds in the case of disallowed costs or charges. 

By mutual agreement, the parties' settlement of the 2008 application left outstanding the issue of whether we 
must allocate to the municipal customers a portion of renewable resources we may be required to procure on behalf 
of our retail ratepayers. Iu August 2009, the FERC accepted the issue for brieftng and the parties completed briefing 
submissions during 2009. An order was issued by the FERC in July 2010, indicating that we are not required to 
allocate a portion of any renewable resources to the twelve municipalities, thus resolving the remaining issue. 

Refimd of O"e)'-Collected Amounts. On July 15, 2010, our Parent, on behalf of the Company and LG&E, 
submitted an informational filing indicating it had inadvertently over·collected certain costs related to the 
independent transmission organization and reliability coordinator in rates charged pursuant to the Attachment 0 
formula rate included in the companies' open access transmission tariff. Total refunds being issued in connection 
with the inadvertent recovery are approximately $1.2 million. No action has been taken by FERC with respect to this 
informational filing. 
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Storm Restoration In January 2009, a significant ice storm passed through our service territory causing 
approximately 199,000 customer outages and was followed closely by a severe wind storm in February 2009 that 
caused approximately 44,000 customer outages. \Ve incurred $57 million in incremental operation and maintenance 
expenses and $33 million in capital expenditures related to the restoration following the two storms. \Ve filed an 
application with the Kentucky Commission in April 2009, requesting approval to establish a regulatory asset and 
defer for future recovery approximately $62 million in incremental operation and maintenance expenses related to 
the storm restoration. In September 2009, the Kentucky Commission issued an order allowing us to establish a 
regulatory asset of up to $62 million based on our actual costs for storm damages and service restoration due to the 
January and February 2009 storms. In September 2009, we established a regulatory asset of $57 million for actual 
costs incurred. \Ve received approval in our current base rate case to recover this asset over a ten year period 
beginning August 1,2010. 

In September 2008, high winds from the renmants of Hurricane Ike passed through the service territory causing 
significant outages and system damage. In October 2008, we filed an application with the Kentucky Commission 
requesting approval to establish a regulatory asset, and defer for future recovery, approximately $3 million of 
expenses related to the storm restoration. In December 2008, the Kentucky Commission issued an order allowing us 
to establish a regulatOlY asset of up to $3 million based on our actual costs for storm damages and service restoration 
due to Hurricane Ike. In December 2008, we established a regulatory asset of $2 million for actual costs incurred. 
\Ve received approval in our current electric base rate cases to recover this asset over a ten year period beginning 
August I, 2010. 

2008 Rate Case. In July 2008, we filed an application with the Kentucky Commission requesting an increase in 
base electric rates. In conjunction with the filing of the application for a change in base rates, based on previous 
orders by the Kentucky Commission approving settlement agreements among all interested parties, the VDT 
surcredit terminated in August 2008. The VDT surcredit was a regulatory mechanism that reduced rates as the result 
of changes made to reduce operating costs following a previous acquisition transaction involving our Parent. In 
February 2009, the Kentucky Commission issued an order approving a settlement agreement among us, the AG, the 
Kentucky Industrial Utility Consumers, Inc. and all other parties to the rate case, under which our base electric rates 
decreased by $9 million annually effective February 6, 2009, at which time the merger Sl"credit (which originated as 
part of our Parent's merger with KU Energy Corporation in 1998) terminated. 

Rate AfeclulI1isms 

FAG. Our retail electric rates contain a FAC, whereby increases and decreases in the cost of fuel for electric 
generation are reflected in the rates charged to retail electric customers. The PAC allows us to adjust customers' 
accounts for the difference between the fuel cost component of base rates and the actual fuel cost, including 
transportation costs. Credits to customers occur if the actual costs are below the embedded cost component. 
Additional charges to customers occur if the actual costs exceed the embedded cost component. A regulatory asset 
Or liability is established in the amount that has been under- or over-recovered due to timing or adjustments to the 
mechanism. 

ECR. Kentucky law permits us to recover the costs of complying with the Federal Clean Air Act and those 
federal, state and local environmental requirements that apply to coal combustion wastes and by-products from 
facilities utilized for production of energy from coal, including a return of operating expenses, and a return of and on 
capital invested, through the ECR mechanism. Pursuant to this mechanism, a regulatory asset or liability is 
established in the amount that has been under- or over-recovered due to timing or adjustments to the mechanism. 
This mechanism includes construction work in progress and a return on equity, currently set at 10.63%. 

DS1\1. Our rates contain a DSM provision which includes a rate mechanism that provides for concurrent recovery 
of DSM costs and provides an incentive for implementing DSM programs. The provision allows us to recover 
revenues from lost sales associated with the DSM programs based on program plan engineering estimates and post
implementation evaluations. 

For a further discussion of current rates and regulatory matters, see Notes 2, 9 and 12 to our 2009 Annual 
Financial Statements and Notes 2 and 9 to our Third Quarter Financial Statements, included elsewhere in this' 
Appendix A. 
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General. Protection of the environment is a major priority for us and a significant element of our business 
activities. OUf properties and operations are subject to extensive environmental-related oversight by federal, state 
and local regulatOlY agencies, including via air quality, water quality, waste management and similar laws and 
regulations. Therefore, we must conduct our operations in accordance with numerous permit and other requirements 
issued under or contained in such laws or regulations. 

Climate Change. Growing global, national and local attention to climate change matters has led to the 
development of various international, federal, regional and state laws and regulations directly or indirectly relating 
to emissions of GHGs, including carbon dioxide, which is emitted from the combustion of fossil fuels such as coal 
and natural gas, as occurs at our generating stations. In pmiicular, beginning in January 2011, GHG emissions fi'om 
stationary sources, including our generating assets, will be subject to regulation by the EPA under the Prevention of 
Significant Deterioration and Title V provisions of the federal Clean Air Act through the GHG "tailoring" rule. 
Other developing laws and regulations include a variety of mechanisms and structures to regulate GHGs, including 
direct limits or caps, emission allowances or taxes, renewable generation requirements or standards and energy 
efficiency or conservation measures, and may require investments in transmission, alternative fuel or carbon 
sequestration or other emission reduction technologies. 

\Vhile the final terms and impacts of such developments cannot be estimated, we, as a primarily coal-fired utility, 
could be adversely affected. Among other emissions, GHGs include carbon-dioxide, which is produced via the 
combustion of fossil-fuels such as coal and natural gas. Our generating fleet is approximately 63% coal-fired, 37% 
oil/gas-fired and less than 1 % hydroelectric based on capacity. During 2009, we produced approximately 99% of our 
electricity from coal and 1% from natural gas combustion, on a megawatt-hours basis. During 2009, our emissions 
of GHGs were approximately 14.2 million metric tons of carbon-dioxide equivalents from our owned or controlled 
generation sources. \Vhile our generation activities account for the bulk of our GHG emissions, other GHG sources 
at the Company include operation of motor vehicles and powered equipment, evaporation associated with gas 
pipelines, refrigerating equipment and similar activities. 

Ambient Air Quality. The Clean Air Act requires the EPA to periodically review the available scientific data for 
six criteria pollutants and establish concentration levels in the ambient air sufficient to protect the public health and 
welfare with an extra margin for safety. These concentration levels are known as National Ambient Air Quality 
Standards ("NAAQS"). Each state must identify "nonattainment areas" within its boundaries that fail to comply with 
the NAAQS and develop a state implementation plan ("SIP") to bring such nonattainment areas into compliance. If 
a state fails to develop an adequate plan, the EPA must develop and implement a plan. As the EPA increases the 
stringency of the NAAQS through its periodic reviews, the attainment status of various areas may change, thereby 
triggering additional emission reduction obligations under revised SIPs aimed to achieve attainment. 

In 1997, the EPA established new NAAQS for ozone and fine particulates that required additional reductions in 
SO, and NOx emissions from power plants. In 1998, the EPA issued its final "NOx SIP Call" rule requiring 
reductions in NOx emissions of approximately 85% from 1990 levels in order to mitigate ozone transport from the 
midwestern U.S. to the nOIiheastern U.S. To implement the new federal requirements, Kentucky amended its SIP in 
2002 to require electric generating units to reduce their NOx emissions to 0.15 pounds weight per MMBtu on a 
company-wide basis. In 2005, the EPA issued the Clean Air Interstate Rule ("CAIR") which required additional SO, 
emission reductions of 70% and NOx emission reductions of65% from 2003 levels. The CAIR provided for a two
phase cap and trade program, with initial reductions of NO x and SO, emissions due by 2009 and 2010, respectively, 
and final reductions due by 2015. In 2006, Kentucky proposed to amend its SIP to adopt state requirements similar 
to those under the federal CAIR. 

In July 2008, a federal appeals court issued a ruling finding deficiencies in the CAIR and vacating it. In 
December 2008, the Court amended its previous order, directing the EPA to promulgate a new regulation, but 
leaving the CAIR in place in the interim. The remand ofthe CAIR results in some uncertainty with respect to certain 
other EPA or state programs and proceedings and our compliance plans relating thereto, due to the interconnection 
ofthe CAIR with such associated programs. 
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In January 20 I 0, the EPA proposed a revised NAAQS for ozone which would increase the stringency of the 
standard. In addition, the EPA published final revised NAAQS for nitrogen dioxide ("NO,") and SO, in February 
2010 and June 2010, respectively, which are mOre stringent than previous standards. Depending on the level of 
action determined necessary to bring local nonattainment areas into compliance with the revised NAAQS, our power 
plants are potentially subject to requirements for additional reductions in S02 and NOx emissions. 

In July 2010, the EPA issued the proposed the Clean Air Transport Rule ("CATR"), which serves to replace the 
CAIR. The CATR provides for a two-phase SO, reduction program with Phase I reductions due by 2012 and 
Phase II reductions due by 2014. The CATR provides for NOx reductions in 2012, but the EPA advised that it is 
studying whether additional NOx reductions should be required for 2014. The CATR is more stringent than the 
CAIR as it accelerates certain compliance dates and provides for only intrastate and limited interstate trading of 
emission allowances. In addition to its preferred approach, the EPA is seeking comment on alternative approaches, 
including one which would provide for individual emission limits at each power plant. The EPA has announced that 
it will propose additional "transportll rules to address compliance with revised NAAQS for ozone and particulate 
ll1atter which will be issued by the EPA in the future, as discussed below. 

Hazardous Ail' Pollutants. As provided in the Clean Air Act, the EPA investigated hazardous air pollutant 
emissions from electric utilities and submitted a report to Congress identitying mercury emissions fium coal-fired 
power plants as warranting fhrthel' study. In 2005, the EPA issued the Clean Air Mercury Rule ("CAMR") 
establishing mercury standards for new power plants and requiring all states to issue new SIPs including mercury 
requirements for existing power plants. The EPA issued a model rule which provides for a two-phase cap and trade 
program with initial reductions due by 2010 and final reductions due by 2018. The CAMR provided for reductions 
of 70% from 2003 levels. The EPA closely integrated the CAMR and CAIR programs to ensure that the 2010 
mercury reduction targets would be achieved as a "co-benefit" of the controls installed for purposes of compliance 
with the CAIR. In addition, in 2006, the Metro Louisville Air Pollution Control District adopted rules aimed at 
regulating additional hazardous air pollutants from sources including power plants. 

In February 2008, a federal appellate court issued a decision vacating the CAMR. The EPA has entered into a 
consent decree requiring it to promulgate a utility Maximum Achievable Control Technology rule to replace the 
CAMR, with a proposed rule due by March 2011 and a final rule due by November 2011. Depending on the final 
outcome of the rutemaking, the CAMR could be replaced by new rules with different or more stringent requirements 
for reduction of mercury and other hazardous air pollutants. Kentucky has also repealed its corresponding state 
mercury regulations. 

Ash Ponds and Coal-Combustion Byproducts. The EPA has undel1aken various initiatives in response to a 
December 2008 impoundment failure at the TVA's Kingston power plant, which resulted in a major release of coal 
combustion byproducts into the environment. The EPA issued information requests to utilities throughout the 
country, including the Company, to obtain information on their ash ponds and other impoundments. In addition, the 
EPA inspected a large number of impoundments located at power plants to determine their structural integrity. The 
inspections included several of our impoundments, which the EPA found to be in satisfactory condition except for 
cel1ain impoundments at the Mill Creek and Cane Run stations, which were determined to be in fair condition. In 
June 2010, the EPA published proposed regulations for the mauagement of coal combustion byproducts. The EPA 
has proposed two alternatives: (I) regulation of coal combustion byproducts in landfills and ash ponds as a 
hazardous waste or (2) regulation of coal combustion byproducts as a solid waste with minimum national standards. 
Under both alternatives, the EPA has proposed safety requirements to address the structural integrity of ash ponds. 
In addition, the EPA will consider potential refinements of the provisions for beneficial reuse of coal combustion 
byproducts. 

Water Discharges and PCB Regulations. The EPA has also announced plans to develop revised effluent 
limitation guidelines governing discharges from power plants and standards for cooling water intake structures. The 
EPA has further announced plans to develop revised standards governing the use of polychlorinated biphenyls 
("PCBs") in electrical equipment. The Company is monitoring these ongoing regulatory developments but will be 
unable to determine the impact until such time as new rules are finalized. 

Impact of Pending and Future Environmental Del'elopments. As a company with significant coal-fired 
generating assets, we will likely be substantially impacted by pending or future environmental rules or legislation 
requiring mandatory reductions in GHG emissions or other air emissions, imposing more stringent standards on 

39 



Attachment to Response to KU AG-1 Question No. 217 
Page 47 of 235 

AI'bough 

discharges to waterways, or establishing additional requirements for handling or disposal of coal combustion 
byproducts. These evolving environmental regulations will likely require an increased level of capital expenditures 
and increased incremental operating and maintenance costs by us over the next several years. Due to the uncertain 
nature of the final regulations that will ultimately be adopted by the EPA, including the reduction targets and the 
deadlines that will be applicable, we cannot finalize estimates of the potential compliance costs, but should the final 
rules incorporate additional emission reduction requirements, require more stringent emissions controls or 
implement more stringent byproducts storage and disposal practices, such costs will likely be significant. \Vith 
respect to NAAQS, CATR, CAMR replacement and coal combustion byproducts developments, based on a 
preliminal), analysis of proposed regulations, we may be required to consider actions such as upgrading existing 
emissions controls, installing additional emissions controls, upgrading byproducts disposal and storage and possible 
early replacement of coal-fired units. Our capital expenditures associated with such actions are preliminarily 
estimated to be in the $1.7 billion range over the next 10 years, although final costs may substantially vary. With 
respect to potential developments in water discharge, revised PCB standards or GHG initiatives, costs in such areas 
cannot be estimated due to the preliminary status or uncertain outcome of such developments, but would be in 
addition to the above amount and could be substantial. Ultimately, the precise impact on our operations of these 
various environmental developments cannot be determined prior to the finalization of such requirements. Based on 
prior regulatory precedent, we believe that many costs of complying with such pending or future requirements 
would likely be recoverable under the ECR or other potential cost-recovery mechanisms, but we can provide no 
assurance as to the ultimate outcome of such proceedings before the regulatory authorities. 

Environmental laws and regulations applicable to our business and governing, among other things, air emissions, 
wastewater discharges, the use, handling and disposal of hazardous substances and wastes, soil and groundwater 
contaminants and employee health and safety are discussed in Notes 2 and 9 to our 2009 Annual Financial 
Statements and Notes 2 and 9 to our Third Quarter Financial Statements, each included elsewhere in this Appendix 
A. 

State Executive 01' Legislative :Mattel's 

In November 2008, the Governor of Kentucky issued an action pIall to create efficient, sustainable energy 
solutions and strategies and move toward state energy independence. The plan outlines the foHowing seven 
strategies to work toward these goals: 

• Improve the energy efficiency of Kentucky's homes, buildings, industries and transportation fleet 

• Increase Kentucky's use ofrellewable energy 

• Sustainably grow Kentucky's production ofbiofuels 

• Develop a coal-to-liquids industry in Kentucky to replace petroleum-based liquids 

• Implement a major and comprehensive effort to increase gas supplies, including coal-to-gas in Kentucky 

• Initiate aggressive carbon capture/sequestration projects for coal-generated electricity in Kentucky 

• Examine the use of nuclear power for electricity generation in Kentucky 

In December 2009, the Governor of Kentucky's Executive Task Force on Biomass and Biofuels issued a final 
report to establish potential strategic actions to develop biomass and biofuels industries in Kentucky. The plan noted 
the potential importance of biomass as a renewable energy source available to Kentucky and discussed various goals 
or mechanisms, such as the use of approximately 25 million tons of biomass for generation fuel annually, allotment 
of electricity and gas taxes and state tax credits to support biomass development. 

In January 2010, a state-established Kentucky Climate Action Plan Council commenced formal activities. The 
council, which includes governmental, industry, consumer and other representatives, seeks to identify possible 
Kentucky responses to potential climate change and federal legislation, including increasing statewide energy 
efficiency, energy independence and economic growth. The conncil has established various technical work groups, 
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including in the areas of energy supply and energy efficiency/conservation, to provide input, data and 
recommendations. 

During prior legislative sessions, various bills have been introduced in the Kentucky General Assembly with 
respect to environmental or utility matters, including potential renewable energy portfolio requirements, energy 
conservation measures, coal mining or coal byproduct operations and other matters. It is expected that similar 
legislation will be introduced in upcoming sessions, but the prospects and final terms of any such legislation cannot 
be determined. 

Legislative and regulatory actions as a result of these proposals and their impact on the Company, which may be 
significant, cannot currently be predicted. 

Compctition 

There are currently no other electric public utilities operating within our selVice area. At this time, neither the 
Kentucky General Assembly nor the Kentucky Commission has adopted or approved a plan or timetable for retail 
electric industry competition in Kentucky. The nature or timing of the ultimate legislative or regulatory actions 
regarding industry restructuring and their impact on liS, which may be significant, cannot currently be predicted. 
Virginia, formerly a deregulatedjnrisdiction, has enacted legislation which implements a hybrid model of cost-based 
regulation. 

Employces and Labor Relations 

We had 964 filii-time regular employees at December 31,2009, 149 of which were operating, maintenance and 
construction employees represented by the IBEW ("International Brotherhood of Electrical Workers") Local 2100 
and the United Steelworkers of America (''USWA'') Local 9447-01. Effective Angust 4, 2009, we and our 
employees represented by the IBEW Local 2100 entered into a three-year collective bargaining agreement. The 
agreement provides for negotiated increases or changes to wages, benefits or other provisions and for annual wage 
re-openers. We and employees represented by the USWA Local 9447-01 entered into a three-year collective 
bargaining agreement in August 2008. This agreement provides for negotiated increases or changes to wages, 
benefits or other provisions and for annual wage re-openers. 

Related Party Transactions 

\Ve, our Parent and subsidiaries of our Parent engage in related party transactions. See Note 11 to our 2009 
Annual Financial Statements and Note IOta our Third Quarter Financial Statements, each included elsewhere in this 
Appendix A, for more information. 

Legal Proceedings 

For a description of the significant legal proceedings, including, but not limited to, cel1ain rates and regulatory, 
environmental, ctimate change and litigation matters, involving the Company, reference is made to the information 
in Note 9 to our 2009 Annual Financial Statements and Note 9 to our Third Quarter Financial Statements, each 
included elsewhere in this Appendix A. 

In connection with an administrative proceeding alleging a violation by a fonner Argentine subsidiary of our 
Parent under that country's 2002-2003 emergency currency exchange laws, claims are pending against the 
subsidiary's then directors, including two individuals who are executive officers of the Company, in a specialized 
Argentine financial criminal court. Under applicable Argentine laws, directors of a local company may be liable for 
monetary penalties for a subject company's violations of the currency laws. The subsidiary and the relevant 
executive officers believe their actions were in compliance with the relevant laws and have presented defenses in the 
administrative and criminal proceedings. Our Parent has standard indemnification arrangements with its executive 
officers. The fonner subsidiary is now O\vned by a third-party, which has agreed to indemnify our Parent and the 
relevant executive officers. 
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In the normal course of business from time to time, other lawsuits, claims, environmental actions and other 
governmental proceedings arise against the Company. To the extent that damages are assessed in any of these 
actions or proceedings, the Company believes that its insurance coverage is adequate. Although we cannot 
accurately predict the amount of any liability that may ultimately arise with respect to such matters, management, 
after consultation with legal counsel, does not currently anticipate that liabilities arising out of other currently 
pending or threatened lawsuits and claims will have a material adverse effect on the Company's financial condition 
or results of operations. 
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OPERATING REVENUES: 

Kentucky Utilities Company 

Statements of Income 

Total operating revenues (Note 11) ................................ . 

OPERATING EXPENSES: 

Fuel for electric generation ...................................... . 
Power purchased (Notes 9 and II) ................................ . 

Other operation and maintenance expenses . ......................... . 

Depreciation and amortization (Note 1) ............................ . 

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

Net operating inconlc ........ , ................................... . 
Equity in earnings of EEl (Note 1) .................................. . 

Other inCQlllC - net ......... .................................... . 
Interest expense (Notes 7 and 8) ................................... . 

Interest expense to affiliated companies (Notes 8 and 11) ................. . 

Incolne before income taxes ....................................... . 

Federal and state income taxes (Note 6) .............................. . 

Net incolne ................................................... . 

Years Ended December 31 
2009 2008 2007 

(Millions of $) 

$1,355 $1,405 $1,272 

434 513 461 
199 221 168 
320 275 255 
133 136 121 

1,086 1,145 1,005 

269 260 267 
(1) (30) (26) 
(5) (8) (7) 
6 14 15 

69 58 41 

200 226 244 
67 68 77 

$ 133 $ 158 $ 167 

The accompanying notes arc an integral part of these financial statements. 
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Kentucky Utilities Company 

Statements of Retained Earnings 

Years Ended December 31 
2009 2008 2007 

(Millions of $) 

Balance January 1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. $1,195 $1,037 $ 870 

Add net income. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 133 

Balance December 31 .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. $1,328 

The accompanying notes are an integral part of these financial statements. 
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Current assets: 

Kentucky Utilities Company 

Balance Sheets 

ASSETS: 

Cash and cash equivalents (Note 1) ....................................... . 

Restricted cash (Note I) ............................................... . 

Accounts receivable, net: (Notes 1 and 11) 

Customer -less reserves of $1 million and $3 million as of December 31, 2009 and 
2008, respectively ............................................... , . 

Other -less reserves of $2 million and less than $1 million as of December 31, 2009 
and 2008 ............................ , .......................... . 

Materials and snpplies (Note 1): 

Fuel (predominantly coal) ............................................ . 
Other materials and supplies .......................................... . 

Deferred income taxes - net (Note 6) ..................................... . 

Regulatory assets (Note 2) .............................................. . 
Prepayments and other current assets ............................. ......... . 

Total current assets ..................... , ............................... . 

Other property and investments (Note I) ..................................... . 

Utility plant, at original cost (Note I): ....................................... . 

Less: reserve for depreciation ............................................ . 

Total utility plant, net ................................................. . 

Construction work in progress ........... , ............................... . 

Total utility plant and construction work in progress ............................. . 

Deferred debits and other assets: 
Regulatory assets (Note 2): 

Pension benefits .................................................... . 
Other ............................................................ . 

Cash surrender value of key man life insurance .............................. . 

Other assets .......................................... .............. , . 

Total deferred debits and other assets ........................................ . 

Total Assets .......................................................... . 

The accompanying notes are an integral part of these financia1 statements. 
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December 31 
2009 2008 -- --

(Millions of $) 

$ 2 $ 2 

9 

155 152 

27 32 

98 73 

39 36 

3 2 

32 32 

10 8 

366 346 

12 23 

4,892 4,446 

1,838 1,724 

3,054 2,722 

1,257 1,176 

4,311 3,898 

105 137 

117 64 

38 39 

7 1l 

267 251 

$4,956 $4,518 
= 
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Current liabilities: 

Kentucky Utilities Company 

Balance Sheets (continued) 

LIABILITIES AND EQUITY: 

Current portion of long-term debt (Note 7) .................................. . 

Notes payable to affiliated companies (Notes 8 and II) ........................ . 
Accounts payable .................................................... . 

Accounts payable to affiliated companies (Note 11) ........................... . 

Custolner deposits .................................................... . 

Regulatory liabilities (Note 2) ........................................... . 

Other current liabilities ................................................ . 

Total current liabilities 

Long-term debt: 

Long-term bonds (Note 7) .............................................. . 

Long-term debt to affiliated company (Notes 7 and 11) ........................ . 

Total long-term debt .................................................... . 

Deferred credits and other liabilities: 

Accumulated deferred income taxes (Note 6) ................................ . 

Accumulated provision for pensions and related benefits (Note 5) ................. . 

Investment tax credit (Note 6) ........................................... . 

Asset retirement obligations ............................................. . 

Regulatory liabilities (Note 2): 

Accumulated cost of removal of utility plant. .............................. . 

Deferred income taxes ............................................... . 

PostretireInent benefits ............................................... . 

Other ............................................................ . 

Other liabilities ...................................................... . 

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

Commitments and contingencies (Note 9) 

COMMON EQUITY: 

Common stock, without par value -

Authorized 80,000,000 shares, outstanding 37,817,878 shares .................. . 

Additional paid-in capital (Note II) ....................................... . 
Retained earnings .................................................... . 

Undistributed subsidiary earnings ......................................... . 

Total retained earnings ................................................. . 

Total COlnlnon equity ................................................... . 

Total Liabilities and Equity ............................................... . 

The accompanying notes arc an integral part of these financial statements. 
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December 31 
200g 2008 -- --

(Millions of $) 

$ 261 $ 228 

45 16 

107 155 

88 38 

22 21 

3 5 

42 34 

568 497 

123 123 

1,298 1,181 

1,421 1,304 

336 279 

160 186 

104 80 

34 32 

331 329 

9 16 

9 10 

11 15 

21 26 

1,015 973 

308 308 

316 241 

1,318 1,174 

10 21 

1,328 1,195 

1,952 1,744 

$4,956 $4,518 
= = 
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Kentucl<y Utilities Company 

Statements of Cash Flows 

Years Ended December 31 
2009 2008 

(Mi~f$) 

CASH FLOWS FROM OPERATING ACTIVITIES: 
Net incolne ................................................... . $ 133 
Items not requiring cash currently: 

Depreciation and amortization .................................... . 133 
Deferred income taxes - net. .................................... . 50 
Inveshnent tax credit - net ...................................... . 24 
Provision for pension and postretirement plans ........................ . 26 
Other ...................................................... . 

Change in certain current assets and liabilities: 
Accounts receivable ........................................... . (4) 
Materials and supplies .......................................... . (28) 
Prepayments and other current assets ............................... . (3) 
Accounts payable ............................................. . (3) 
Other cun"ent liabilities ......................................... . 8 

Pension and postretirement funding .................................. . (20) 
Storm restoration regulatory asset ................................... . (57) 
Other ........................................................ . ~ 

Net cash provided by operating activities ............................ . 253 

CASH FLOWS FROM INVESTING ACTIVITIES: 
Construction expenditures ......................................... . (516) 
Assets purchased from affiliate ..................................... . 
Change in restricted cash ......................................... . 9 

Net cash used for investing activities ............................... . (507) 

CASH FLOWS FROM FINANCING ACTIVITIES: 
Long-term borrowings from affiliated company (Note 7) .................. . 150 
Short-term borrowings from affiliated company - net (Note 8) ............. . 29 
Retirement of first mortgage bonds .................................. . 
Issuance of pollution control bonds .................................. . 
Retirement of pollution control bonds ................................ . 
Acquisition of outstanding bonds ... , ............................... . 
Reissuance of reacquired bonds ..................................... . 
Retirement of reacquired bonds .................................. , .. . 
Additional paid-in capital ......................................... . 75 

Net cash provided by financing activities ............................ , 254 

Change in cash and cash equivalents .. , , , .............................. . 
Cash and cash equivalents at beginning of year ... , ................ , ...... . 2 

Cash and cash equivalents at end of year ............................... . $ 2 = 
Supplemental disclosures of cash flow infOlmation: 

Cash paid during the year for: 
Income taxes ................................................. $ (9) 
Interest on borrowed money . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3 
Interest to affiliated companies on borrowed money ..... , ...... , ....... , 67 

The accompanying notes are an integral part of these financial statements, 
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$ 158 

136 
(13) 
25 
10 

I 

12 
(33) 
(I) 
9 
5 

(5) 
(2) 

~) 

292 

(686) 
(10) 

I 

(695) 

250 
(7) 

77 
(60) 
(80) 
63 
17 

145 

405 

2 

$ 2 

$ 46 
13 
53 

2007 

$ 167 

121 
(5) 
42 
11 
(4) 

(16) 
22 

I 
(15) 

4 
(19) 

2 

311 

(749) 

12 

(737) 

448 
(74) 

(107) 
78 

75 

420 

(6) 
6 

$ 

$ 38 
16 
29 
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LONG-TER1v1 DEBT (Note 7): 
Pollution control series: 

Kcntucl<y Utilities Company 

Statements of Capitalization 

Mercer Co. 2000 Series A, due May I, 2023, variable% .......................... , ...... . 
Carroll Co. 2002 Series A, due February 1, 2032, variablc% '" ....... , ..... , , ............ . 
Carroll Co. 2002 Series S, due February 1,2032, variable% ............................... . 
Muhlenberg Co. 2002 Series A, due Fcbnmry I, 2032, variable% ........... , , .............. . 
Mercer Co. 2002 Series A, due February 1,2032, variable% ' ..... , ............ , ... , ...... . 
Carroll Co. 2002 Series C, due October I, 2032, variablc% . , ......... , .. , ......... , ...... . 
Carroll Co. 2004 Series A, due October I, 2034, variable% , , , ........ , ................... . 
Carroll Co. 2006 Series B, due October 1,2034, variable% ............................... . 
Carroll Co. 2007 Series A, due Febmary I, 2026, 5.75% ................................. . 
Trimble Co. 2007 Series A, due March 1, 2037, 6.0% ................................... . 
Carroll Co. 2008 Series A, due Febmary 1,2032, variablc% " ............................ . 

Total pollution control series ...................................................... . 
Notcs payable to Fidelia: 

Due Noyember 24, 2010, 4.24%, unsecured .......................................... . 
Due January 16,2012,4.39%, unsecured ............................................ . 
Due April 30, 2013, 4.55%, unsecured ............................................. . 
Due August 15, 2013, 5.31 %, unsecured ............................................ . 
Due December 19,2014,5.45%, unsecured .......................................... . 
Due July 8, 2015, 4.735%, unsecured .............................................. . 
Due December 21, 2015, 5.36%, unsecured .......................................... . 
Due October 25, 2016, 5.675%, unsecured ........................................... . 
Due April 24, 2017, 5.28%, unsecured ...... , ................ , ..................... , 
Due June 20, 2017, 5.98%, unsecured .............................................. . 
Due July 25, 2018, 6.16%,unsecured .............................................. . 
Due August 27, 2018, 5.645%, unsecured ........................................... . 
Due December 17,2018,7.035%, unsecured ........................ '" .......... " .. . 
Due July 29, 2019, 4.81 %, unsecured ....................... , ...................... . 
Due October 25, 2019, 5.71%, unsecured .......................... , . , , .. , .......... . 
Due November 25, 2019, 4.445%, unsecured .............................. , , ..... , ... . 
Due February 7, 2022, 5.69%, unsecured ............ , ................... , ........... . 
Due May 22, 2023, 5.85%, unsecured .... , ......................................... . 
Due September 14,2028,5.96%, unsecured ............ , , ........... , .... , ........... . 
Due June 23, 2036, 6.33%, unsecured ............................. , ................ . 
Due March 30, 2037, 5.86%, unsecured .............. , ............................. . 

Total notes payablc to Fidelia, . , ............ , ...... , .............................. . 

Total long-term debt outstanding .................................... , ............ . 

Less current portion of long-term debt ............. , ............................... . 

Long-tenn debt, ......... , . , ..... , ...... , ......... , ........... , ............. . 

COMMON EQUITY: 
Common stock, without par valuc-

Authorized 80,000,000 shares, outstanding 37,817,878 shares ... , ............. , ............ . 
Additional paid-in-capital (Note 11) . , ............................. , , .............. . 

Retained earnings, .............. , ........................................ , .... . 
Undistributed subsidiary earnings .................................................. . 

Total retained earnings ..................................................... , .... . 

Total COlnmon equity ........................................................... . 

'fatal capitalization ................. , ............................. ' .............. , 

The accompanying notes are an integral part of these financial statements. 
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December 31 
2009 2008 
(M!Ilions~ 

$ 13 $ 13 
21 21 
2 2 
2 2 
8 8 

96 96 
50 50 
54 54 
18 18 
9 9 

78 78 

351 351 

33 33 
50 50 

100 100 
75 75 

100 100 
50 50 
75 75 
50 50 
50 
50 50 
50 50 
50 50 
75 75 
50 
70 70 
50 
53 53 
75 75 

100 100 
50 50 
75 75 

1,331 ~ 
1,682 1,532 

261 228 

1,421 1,304 

308 308 
316 241 

1,318 1,174 
10 21 

1,328 1,195 

1,952 1,744 

$3,373 $3,048 = 
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Kentucky Utilities Company 

Notes to Financial Statements 

Note 1 - Summary of Significant Accounting Policies 

KU, incorporated in Kentucky in 1912 and in Virginia in 1991, is a regulated public utility engaged in the 
generation. transmission, distribution and sale of electric energy in Kentucky, Virginia and Tennessee. KU provides 
electric service to approximately 515,000 customers in 77 counties in central, southeastern and western Kentucky, 
to approximately 30,000 customers in 5 counties in southwestern Virginia and 5 customers in Tennessee. KU's 
service area covers approximately 6,600 square miles. Approximately 99% of the electricity generated by KU is 
produced by its coal-fired electric generating stations. The remainder is generated by a hydroelectric power plant 
and natural gas and oil fueled Cfs. In Virginia, KU operates under the name Old Dominion Power Company. KU 
also sells wholesale electric energy to 12 municipalities. 

KU is a wholly-owned subsidiary of E.ON U.S., an indirect wholly-owned subsidiary of E.ON, a German 
corporation. KU's affiliate, LO&E, is a regulated public utility engaged in the generation, transmission, distribution 
and sale of electric energy and the distribution and sale of natural gas in Kentucky. 

Certain reclassification entries have been made to the previous years' financial statements to conform to the 
2009 presentation with no impact on net assets, liabilities and capitalization or previously repOlted net income. 
However, for 2008 cash from operations was decreased by $5 million and cash flows from investing increased by 
$5 million and for 2007 cash from operations increased by $4 million and cash flows from investing decreased by 
$4 million. 

Regulatol), Accounting. KU is subject to the regulated operations guidance of the FASB ASC, under which 
regulatory assets are created based on expected recovery from customers in future rates to defer costs that would 
otherwise be charged to expense. Likewise, regulatory liabilities are created based on expected return to customers 
in future rates to defer credits that would otherwise be reflected as income, or, in the case of costs of removal, are 
created to match long-term future obligations arising from the current use of assets. The accounting for regulatory 
assets and liabilities is based on specific ratemaking decisions or precedent for each item as prescribed by the 
FERC, the Kentucky Commission or the Virginia Commission. See Note 2, Rates and Regulatory Matters, for 
additional detail regarding regulatory assets and liabilities. 

Cash and Cash Equivalents. KU considers all highly liquid investments with an original maturity of three 
months or less to be cash equivalents. 

Restricted Cash. Proceeds from bond issuances for environmental equipment (primarily related to the 
installation of FODs) are held in tmst pending expenditure for quaHfying assets. 

Allowance for Doubtful Accollnts. The allowance for doubtful accounts included in customer accounts 
receivable is based on the ratio of the amounts charged-off during the last twelve months to the retail revenues billed 
over the same period multiplied by the retail revenues billed over the last four months. Accounts with no payment 
activity are charged-off after four months, although collection efforts continue thereafter. The allowance for 
doubtful accounts included in other accounts receivable is composed of accounts aged more than four months. 
Accounts are written off as management determines them uncollectible. 

Materials and Supplies. Fuel and other materials and suppHes inventories are accounted for using the 
average-cost method. Emission allowances are included in other materials and suppHes. At December 31, 2009 and 
2008, the emission allowances inventory was $1 million and less than $1 million, respectively. 

Other Property alld Investments. Other property and investments on the balance sheets consists of KU's 
investment in EEl, KU's investment in OVEC, funds related to the long~term power purchase contract with OMU 
and non-utility plant. 

Although KU holds investment interests in OVEC and EEl, it is not the primary beneficiary, therefore, neither 
are consolidated into the Company's financial statements. KU and 10 other electric utilities are owners of OVEC, 
located in Piketon, Ohio. OVEC owns and operates two coal-fired power plants, Kyger Creek Station in Ohio and 
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Clifty Creek Station in Indiana. aVEC's power is currently supplied to KU and 12 other companies affiliated with 
the various owners. Pursuant to current contractual agreements, KU owns 2.5% of aVEC's common stock and is 
contractually entitled to 2.5% of aVEC's output, approximately 55 Mw of generation capacity. 

As of December 31,2009 and 2008, KU's investment in OVEC totaled less than $1 million and is accounted for 
under the cost method of accounting. The direct exposure to loss as a result of its involvement with aVEC is 
generally limited to the value of its investment. See Note 9, Commitments and Contingencies, for further discussion 
of developments regarding KU's ownership interests and power purchase rights. 

KU owns 20% of the common stock of EEl, which owns and operates a 1,162-Mw generating station in 
southemlliinois. EEl, through a power marketer affiliated with its majority owner, sells its output to third parties. 
KU's investment in EEl is accounted for under the equity method of accounting and, as of December 31, 2009 and 
2008, totaled $12 million and $22 million, respectively. KU's direct exposure to loss as a result of its involvement 
with EEl is generally limited to the value of its investment. 

Utility Plant. Utility plant is stated at original cost, which includes payroll-related costs such as taxes, fringe 
benefits and administrative and general costs. Construction work in progress has been included in the rate base for 
determining retail customer rates in Kentucky. KU has not recorded a significant allowance for funds used during 
construction. 

The cost of plant retired or disposed of in the normal course of business is deducted from plant accounts and 
such cost is charged to the reserve for depreciation. When complete operating units are disposed of, appropriate 
adjustments are made to the reserve for depreciation and gains and losses, if any, are recognized. 

Depreciation alld Amortization. Depreciation is provided on the straight-line method over the estimated 
service lives of depreciable plant. The amollnts provided were approximately 2.6% in 2009, 3.0% in 2008 and 3.2% 
in 2007 of average depreciable plant. Of the amount provided for depreciation at December 31,2009, approx
imately 0.4% was related to the retirement, removal and disposal costs of long lived assets. At December 31,2008 
and 2007, approximately 0.5% was related to the retirement, removal and disposal costs of long lived assets. 

Unamortized Debt Expense. Debt expense is capitalized in deferred debits and amortized using the straight 
line method, which approximates the effective interest method, over the lives of the related bond issues. 

Income Taxes. In accordance with the guidance of the FASB ASC, deferred tax assets and liabilities are 
recognized for the future tax consequences attributable to differences between the financial statement carrying 
amounts of existing assets and liabilities and their respective tax bases, as measured by enacted tax rates that are 
expected to be in effect in the periods when the deferred tax assets and liabilities are expected to be settled or 
realized. Significant judgment is required in determining the provision for income taxes, and there are transactions 
for which the ultimate tax outcome is uncertain. The income taxes guidance of the FASB ASC prescribes a 
recognition threshold and measurement attribute for the financial statement recognition and measurement of a tax 
position taken or expected to be taken in a tax return. Uncertain tax positions are analyzed periodically and 
adjustments are made when events occur to warrant a change. See Note 6, Income Taxes. 

Deferred Income Taxes. Deferred income taxes are recognized at currently enacted tax rates for all material 
temporary differences between the financial reporting and income tax bases of assets and liabilities. 

Investment Tax Credits. The EPAct 2005 added Section 48A to the Internal Revenue Code, which provides 
for an investment tax credit to promote the commercialization of advanced coal technologies that will generate 
electricity in an environmentally responsible manner. KU and LG&E received an investment tax credit related to the 
construction of a new base-load, coal-fired unit, TC2. See Note 6, Income Taxes. Investment tax credits prior to 
2006 resulted from provisions of the tax law that permitted a reduction of KU's tax liability based on credits for 
construction expenditures. Deferred investment tax credits are being amortized to income over the estimated lives 
of the related properly that gave rise to the credits. 

Revenue Recognition. Revenues are recorded based on service rendered to customers through month-end. 
KU accrues an estimate for unbilled revenues from each meter reading date to the end of the accounting period 
based on allocating the daily system net deliveries between billed volumes and unbilled volumes. The allocation is 
based on a daily ratio of the number of meter reading cycles remaining in the month to the total number of meter 
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reading cycles in each month. Each day's ratio IS then multiplied by each day's system net deliveries to determine an 
estimated billed and unbilled volume for each day of the accounting period. The unbillcd revenue estimates 
included in accounts receivable were $76 million, $60 million and $59 million at December 31, 2009, 2008 and 
2007, respectively. 

Fuel Costs. The cost of fuel for generation is charged to expense as used. See Note 2, Rates and Regulatory 
Matters, for a description of the FAC. 

Management's Use of Estimates. The preparation of financial statements in conformity with generally 
accepted accounting principles requires management to make estimates and assumptions that affect the reported 
assets and liabilities and disclosure of contingent items at the date of the financial statements and the reported 
amounts of revenues and expenses during the reporting period. Accrued liabilities, including legal and environ
mental, are recorded when they are probable and estimable. Actual results could differ from those estimates. 

Recellt Accounting Pml10llllCements. The following are recent accounting pronouncements affecting KU: 

Hierarchy of Generally Accepted Accounting Principles 

The guidance related to the hierarchy of generally accepted accounting principles was issued in June 2009, and 
is effective for interim and annual periods ending after September 15,2009. The guidance establishes the FASB 
ASC as the single source of authoritative nongovernmental U.S. generally accepted accounting principles. It had no 
effect on the Company's results of operations, financial position or liquidity; however, references to authoritative 
accounting literature have changed with the adoption. 

Subsequent Events 

The guidance related to subsequent events was issued in May 2009, and is effective for interim and annual 
periods ending after June 15,2009. This guidance requires disclosure of the date through which subsequent events 
have been evaluated, as well as whether that date is the date the financial statements were issued or the date they 
were available to be issued. The adoption of this guidance had no impact on the Company's results of operations, 
financial position or liquidity; however, additional disclosures were required with the adoption. See Note 12, 
Subsequent Events, for additional disclosures. 

Interim Disclosures about Fair Value of Financial Instruments 

The guidance related to interim disclosures about fair value of financial instruments was issued in Aprl12009, 
and is effective for interim and annual periods ending after June 15,2009. This guidance requires qualitative and 
quantitative disclosures about fair values of assets and liabilities on a quarterly basis. The adoption had no impact on 
the Company's results of operations, financial position or liquidity; however, additional disclosures were required 
with the adoption. See Note 3, Financial Instruments, for additional disclosures. 

Employers' Disclosures about Postretirement Benefit Plan Assets 

The guidance related to employers' disclosures about postretirement benefit plan assets was issued in 
December 2008, and is effective as of December 31,2009. This guidance requires additional disclosures related 
to pension and other postretirement benefit plan assets. Additional disclosures include the investment allocation 
decision-making process, the fair value of each major category of plan assets as well as the inputs and valuation 
techniques used to measure fair value and significant concentrations of risk within the plan assets. The adoption had 
no impact on the Company's results of operations, financial position or liquidity; however, additional disclosures 
were required with the adoption. See Note 5, Pension and Other Postretirement Benefit Plans, for additional 
disclosures. 

Disclosures about Derivative Instruments and Hedging Activities 

The guidance related to disclosures about derivative instruments and hedging activities was issued in March 
2008, and is effective for fiscal years, and interim periods within those fiscal years, beginning on or after 
November 15,2008. The objective of this guidance is to enhance the current disclosure framework. The adoption 
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had no impact on KU's results of operations, financial position or liquidity; however, additional disclosures relating 
to derivatives were required with the adoption effective January 1, 2009. See Note 3, Financial Instnnnents, for 
additional disclosures. 

Noncontrolling Interests in Consolidated Financial Statements 

The guidance related to l1oncontrolling interests in consolidated financial statements was issued in December 
2007, and is effective for fiscal years, and interim periods within those fiscal years, beginning on or after 
December 15,2008. The objective of this guidance is to improve the relevance, comparability and transparency of 
financial information in a reporting entity's consolidated financial statements. The Company adopted this guidance 
effective January 1, 2009, and it had no impact on its results of operations, financial position or liquidity. 

Fait· Value Measurements 

In January 20 I 0, the FASB issued guidance related to fair value measurement disclosures requiring separate 
disclosure of amounts of significant transfers in and out of levelland level 2 fair value measurements and separate 
information about purchases, sales, issuances, and settlements within level 3 measurements. This guidance is 
effective for the first reporting period beginning after issuance except for disclosures about the roll-forward of 
activity in level 3 fair value measurements. This guidance will have 110 impact on the Company's results of 
operations, financial position or liquidity; however, additional disclosures will be provided as required. 

In August 2009, the FASB issued guidance related to fair value measurement disclosures, which is effective for 
the first reporting period beginning after issuance. The guidance provides amendments to clarify and reduce 
ambiguity in valuation techniques, adjustments and measurement criteria for liabilities measured at fair value. The 
adoption had no impact on the Company's results of operations, financial position or liquidity, and no additional 
disclosures were required. 

The guidance related to fair value measurements was issued in September 2006 and, except as described 
below, was effective for fiscal years beginning after November 15, 2007. This statement defines fair value, 
establishes a framework for measuring fair value in generally accepted accounting principles and expands 

. disclosures about fair value measurements. This guidance does not expand the application of fair value accounting 
to new circumstances. 

In February 2008, guidance on fair value measurements and disclosures delayed the effective date for all 
nonfinancial assets and liabilities, except those that are recognized or disclosed at fair value in the financial 
statements on a recurring basis (at least annually), to fiscal years beginning after November 15,2008, and interim 
periods within those fiscal years. All other amendments have been evaluated and have no impact on the Company's 
financial statements. 

The Company adopted this guidance effective January 1,2008, except as it applies to those nonfinancial assets 
and liabilities, and it had no impact on the results of operations, financial position or liquidity, however, additional 
disclosures relating to its financial derivatives and cash collateral on derivatives, as required, are now provided. Fair 
value accounting for all nonrecurring fair value measurements of nonfinancial assets and liabilities was adopted 
effective January 1, 2009, and it had no impact on the results of operations, financial position or liquidity. At 
December 31,2009, no additional disclosures were required as KU did not have any nonfinancial assets or liabilities 
measured at fair value subsequent to initial measurement. 

The guidance related to determining fair value was issued in Apri12009, and is effective for interim and annual 
periods ending after June 15,2009. This update provides additional guidance on determining fair values when there 
is no active market or where the price inputs being used represent distressed sales. The adoption had no impact on 
the Company's results of operations, financial position or liquidity. 

Note 2 - Rates and Regulatory Matters 

The Company is subject to the jurisdiction of the Kentucky Commission, the Virginia Commission, the 
Tennessee Regulatory Authority and the FERC in virtually all matters related to electric utility regulation, and as 
such, its accounting is subject to the regulated operations guidance of the FASB ASC. Given its position in the 
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marketplace and the status of regulation in Kentucky and Virginia, there are no plans or intentions to discontinue the 
application of the regulated operations guidance of the FASB ASC. 

2010 Kentucky Rate Case 

In January 2010, KU filed an application with the Kentucky Commission requesting an increase in base 
electric rates of approximately 12%, or $135 million annually, including an 11.5% return on equity. KU has 
requested the increase, based on the twelve month test year cnded October 31,2009, to become effective on and 
after March 1,2010. The requested rates have been suspended until August 1,20 I 0, at which time they may be put 
into effect, subject to refund, if the Kentucky Commission has not issued an order in the proceeding. The parties are 
currently exchanging data requests in the proceedings and a hearing date has been scheduled for June 2010. An 
order in the proceeding may occur during the third or fourth quarters of 2010. 

2008 Kentucky Rate Case 

In July 2008, KU filed an appHcation with the Kentucky Commission requesting an increase in base electric 
rates. In January 2009, KU, the AG, the KIUe and all other parties to the rate case filed a settlement agreement with 
the Kentucky Commission, under which KU's base electric rates decreased by $9 million annually. An Order 
approving the settlement agreement was received in Febl11ary 2009. The new rates were implemented effective 
February 6, 2009, at which time the merger surcredit terminated. 

In conjunction with the filing of the appHcation for changes in base rates the VDT surcredit terminated. The 
VDT surcredit resulted from a 2001 initiative to share savings of $10 million from the VDT initiative with 
customers over five years. In February 2006, KU and all parties to the proceeding reached a unanimous settlement 
agreement on the future ratemaking treatment of the VDT surcredit which was approved by the Kentucky 
Commission in March 2006 at an annllal rate of $4 million. Under the terms of the settlement agreement, the VDT 
surcredit continued at its then current level until such time as KU filed for a change in base rates. In accordance with 
the Order, the VDT sureredit terminated in August 2008, the first billing month after the July 2008 filing for a 
change in base rates. 

In December 2007, KU submitted its plan to allow the merger surcredit to terminate as scheduled on June 30, 
2008. The merger surcredit originated as part ofthe LG&E Energy merger with KU Energy Corporation in 1998. In 
June 2008, the Kentucky Commission issued an Order approving a unanimous settlement agreement reached with 
all parties to the case which provided for a reduction in the merger surcredit to approximately $6 million for a 
7-month period beginning July 2008, termination of the merger surcredit when new base rates went into effect on or 
after January 31, 2009, and that the merger surcredit be continued at an annual rate of$12 million thereafter should 
the Company not file for a change in base rates. In accordance with the Order, the merger surcredit was terminated 
effective February 6, 2009, with the implementation of new base rates. 

Virginia Rate Case 

In June 2009, KU filed an application with the Virginia Commission requesting an increase in electric base 
rates for its Virginia jurisdictional customers in an amount of $12 million annually or approximately 21 %. The 
proposed increase reflected a proposed rate of return on rate base of 8.586% based upon a return on equity of 12%. 
During December 2009, KU and the Virginia Commission Staff agreed to a Stipulation and Recommendation 
authorizing base rate revenue increases of $11 million annually and a return on rate base of 7.846% based on a 
10.5% return on common equity. A public hearing was held during January 2010. As permitted, pursuant to a 
Virginia Commission order, KU elected to implement the proposed rates effective November 1,2009, on an interim 
basis. In March 2010, the Virginia Commission issued an Order approving the stipulation, with the increased rates 
to be put into effect as of April 1, 2010. As part of the stipulation, KU will refund certain amounts collected since 
November 2009, consisting of interim increased rates in excess of the ultimate approved rates. These refunds 
aggregate approximately $1 million and are anticipated to occur during the second quarter of2010. Sec also Note 12 
to Notes to Financial Statements. 

F-ll 



Attachment to Response to KU AG-l Question No. 217 
Page 66 of 235 

Al'bough 

FERC Wholesale Rate Case 

In September 2008, KU filed an application with the PERC for increases in base electric rates applicable to 
wholesale power sales contracts or interchange agreements involving, collectively, twelve Kentucky municipalities. The 
application requested a shift from current, al1-in stated unit charge rates to an unbundled fon11u1a ratc. In May 2009, as a 
result of settlement negotiations, KU submiued an unopposed motion infonning the PERC of the filing of a settlement 
agreement and agreed-upon seven-year service agreements with the municipal customers. The unopposed motion 
requested interim rate structures containing telms corresponding to the overall settlement principles. to be effective from 
May I, 2009, until PERC approval of the settlement agreement. The settlement and service agreements provide for 
unbundled formula rates which are subject to annual adjustment and approval processes. In May 2009, the FERC issued 
an Order approving the interim settlement with respect to rates effective May 1, 2009 representing increases of 
approximately 3% from prior charges and a retlllTI on equity of 11 %. Additionally, during May 2009, KU filed the first 
annual adjustment to the fomlUlarates to incorporate 2008 data, which adjusted fornmla rates became effective on July 1, 
2009 and were approved by the PERC during September 2009. 

Separately, the parties were not able to reach agreement on the issue of whether KU must allocate to the 
municipal customers a portion of renewable resources it may be required to procure on behalf of its retail ratepayers. 
In August 2009, the PERC accepted the issue for briefing and the parties completed briefing submissions during 
2009. An order by the FERC on this matter may occur during 2010. KU is not currently able to predict the outcome 
of this proceeding, including whether its wholesale customers mayor may not be entitled to certain rights or 
benefits relating to renewable energy, and the financial or operational effects, if any, of such outcomes. 

Regulatory Assets and Liabilities 

The following reguiatory assets and liabilities were included in the balance sheets as of December 31: 

2009 2008 

On millions) 

Current regulatory assets: 
ECR ........................................................... . 
FAC ........................................................... . 
Net MISO exit. ................................................... . 
Other ........................................................... . 

$ 28 
I 
2 
I 

$ 20 
8 

4 

Total current regulatOlY assets. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. $ 32 $ 32 

Non-current regulatory assets: 
Storm restoration. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. $ 59 $ 2 
ARO................... ......................................... 30 28 
Unamortized loss on bonds ..... , . , , . , , , , , . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12 13 
Net MISO exit. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9 19 
Othel' .............................................. """'" ..... 7 2 

Subtotal nOll-current regulatOlY assets ................................. . 
Pension benefits ................................................... . 

Total non-current regulatory assets ................................... . 

Current regulatory liabilities: 

117 
105 

$222 
= 

DSM.. .. . . . .. . . .. .. . . . . . . .. . . . . . . . . .. . . . .. . . . . .. . . .. .. . .. . . .. ... U 
Total current regulatory liabilities .................................... . 

Non-current regulatory liabilities: 
Accumulated cost of removal of utility plant. ............................. . 
Deferred inconlc taxes - net ......................................... . 
Postretirement benefits .............................................. . 
Other ........................................................... . 

$ 3 
= 

$331 
9 
9 

11 

Total nOll-current regulatory liabilities. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. $360 

F-12 

64 
137 

$201 

u 
$ 5 = 
$329 

16 
10 
15 

$370 
= 
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KU docs not currently earn a rate of return on the ECR and PAC regulatory assets and the Virginia lcvelized 
fuel factor included in other regulatory assets, which are separate recovery mechanisms with recovery within twelve 
months. No return is earned on the pension regulatory asset that represents the changes in funded status of the plans. 
KU will recover this asset through pension expense included in the calculation of base rates with the Kentucky 
Commission and will seek recovery of this asset in future proceedings with the Virginia Commission. No return is 
currently earned on the ARO asset. \Vhcn an asset with an ARO is retired, the related ARO regulatory asset will be 
offset against the associated ARO regulatory liability, ARO asset and ARO liability. A return is earned on the 
unamortized loss on bonds, and these costs are recovered through amortization over the life of the debt. The 
Company is seeking recovery of the Storm restoration regulatory asset and CMRG and KCCS contributions and 
PERC jurisdictional pension expense, included in other regulatory assets, in its current base rate cases. The 
Company recovers through the calculation of base rates, the amortization of the net MISO exit regulatory asset in 
Kentucky incurred through April 30, 2008. The Company recently received approval to recover the Virginia portion 
of this asset, as incurred through December 31, 2008, over a five year period and, due to the formula nature of its 
FERC rate stmcture, the PERC jurisdictional portion of the regulatory asset wlll be included in the annual updates to 
the rate formula. The Company recovers through the calculation of base rates, the amortization of the remaining 
regulatory assets, including other regulatory assets comprised of deferred storm costs, the East Kentucky Power 
Cooperative FERC transmission settlement agreement and Kentucky rate case expenses. Other regulatory liabilities 
include DSM, FERC jurisdictional supplies inventory and MISO administrative charges collected via base rates 
from May 2008 through February 5, 2009. The MISO regulatory liability wiII be netted against the remaining costs 
of withdrawing from the MISO, per a Kentucky Commission Order, in the current Kentucky base rate case. 

ARG. A summary of KU's net ARO assets, regulatory assets, ARO liabilities, regulatory liabilities and cost 
of removal established under the asset retirement and environmental obligations guidance of the FASB ASC, 
follows: 

(in millions of $) 

As of December 31, 2006 ..... . 

ARO accretion ............. . 

As of December 31, 2007 ..... . 

ARO accretion ............. . 

Removal cost reclass ........ . 

As of December 31, 2008 ..... . 

ARO accretion ............. . 

ARO depreciation ........... . 

Cost of removal depreciation .. . 

As of December 31, 2009 ..... . 

ARONet 
Assets 

$ 5 

$ 5 

5 

(I) 

ARO 
Liabilities 

$(28) 

~) 

$(30) 

(2) 

(32) 

(2) 

$(34) 

Regulatory 
Assets 

$22 

2 

$24 

2 

2 

28 

2 

Regulatory 
Uabilities 

$(2) 

$(2) 

..Ql 
(4) 

Accumulated 
Cost of Remoyal 

$ 2 

$ 2 

2 

Cost of Remoyal 
Depreciation 

$ 1 

$ I 

1 

$ 2 

Pursuant to regulatory treatment prescribed under the regulated operations guidance of the FASB ASC, an 
offsetting regulatory credit was recorded in depreciation and amortization in the income statement of $2 milIion in 
2009, 2008 and 2007 for the ARO accretion and depreciation expense. KU AROs are primarily related to the final 
retirement of assets associated with generating units. For assets associated with AROs, the removal cost accrued 
through depreciation under regulatory accounting is established as a regulatory liability pursuant to regulatory 
treatment prescribed under the regulated operations guidance of the FASB ASC. For the years ended December 31. 
2008 and 2007, KU recorded less than $1 million of depreciation expense related to the cost of removal of ARO 
related assets. An offsetting regulatory liability was established pursuant to regulatory treatment prescribed under 
the regulated operations guidance of the FASB ASC. 

KU transmission and distribution lines largely operate under perpelual property easement agreements which 
do not generally require restoration upon removal of the property. Therefore, under the asset retirement and 
environmental obligations guidance of the FASB ASC, 110 material asset retirement obligations are recorded for 
transmission and distribution assets. 
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MISO. Following receipt of applicable FERC, Kentucky Commission and other regulatory orders, related to 
proceedings that had been underway since July 2003, KU withdrew from the MISO effective September I, 2006. 
Since the exit from the MISO, KU has been operating under a FERC-approved open access-transmission tariff. KU 
now contracts with the Tennessee Valley Authority to act as its transmission Reliability Coordinator and Southwest 
Power Pool, Inc. to function as its Independent Transmission Organization, pursuant to PERC requirements. 

KU and the MISO have agreed upon overall calculation methods for the contractual exit fee to be paid by the 
Company following its withdrawal. In October 2006, the Company paid $20 million to the MISO and made related 
PERC compliance filings. The Company's payment of this exit fee was with reservation of its rights to contest the 
amount, or components thereof, following a continuing review of its calculation and supporting documentation. KU 
and the MISO resolved their dispute regarding the calculation of the exit fee and, in November 2007, filed an 
application with the FERC for approval of a recalculation agreement. In March 2008, the FERC approved the 
parties' recalculation of the exit fee, and the approved agreement provided KU with an immediate recovery of 
$lmi11ion and an estimated $3 million over the next seven years for credits realized from other payments the MISO 
will receive, plus interest. 

In accordance with Kentucky Commission Orders approving the MISO exit, KU has established a regulatory 
asset for the MISO exit fee, net of fonner MISO administrative charges collected via Kentucky base rates through 
the base rate case test year ended April 30, 2008. The net MISO exit fee is subject to adjustment for possible future 
MISO credits, and a regulatory liability for certain revenues associated with former MISO administrative charges, 
which were collected via base rates until February 6, 2009. The approved 2008 base rate case settlement provided 
for MISO administrative charges collected through base rates from May 1,2008 to February 6, 2009, and any future 
adjustments to the MISO exit fee, to be established as a regulatory liability until the amounts can be amortized in 
future base rate cases. This regulatory liability balance as of October 31, 2009 has been included in the base rate 
case application filed on January 29, 2010. MISO exit fee credit amounts subsequent to October 31, 2009, will 
continue to accumulate as a regulatory liability until they can be amortized in future base rate cases. 

In November 2008, the FERC issued Orders in industry-wide proceedings relating to MISO RSG calculation 
and resettlement procedures. RSG charges are amounts assessed to various participants active in the MISO trading 
market which generally seek to compensate for uneconomic generation dispatch due to regional transmission or 
power market operational considerations, with some customer classes eligible for payments, while others may bear 
charges. The FERC Orders approved two requests for significantly altered formulas and principles, each of which 
the PERC applied differently to calculate RSG charges for various historical and future periods. Based upon the 
2008 FERC Orders, the Company established a reserve during the fourth quarter of 2008 of less than $1 million 
relating to potential RSG resettlement costs for the period ended December 31, 2008. However, in May 2009, after a 
portion of the resettlement payments had beellmade, the PERC issued an Order on the requests for rehearing on one 
November 2008 Order which changed the effective date and reduced almost all of the previously accrued RSG 
resettlement costs. Therefore, these costs were reversed and a receivable was established for amounts already paid 
of less than $1 million, which the MISO began refunding back to the Company in June 2009, and which were fully 
collected by September2009. In June 2009,the FERC issued an Order in the rate mismatch RSG proceeding, stating 
it will not require resettlements of the rate mismatch calculation from April 1, 2005 to November 4, 2007. An 
accrual had previously been recorded ill 2008 for the rate mismatch issue for the time period April 25, 2006 to 
August 9, 2007, but no accrual had been recorded for the time period November 5,2007 to November 9,2008 based 
on the prior Order. Accordingly, the accrual for the fOlmer time period was reversed and an accrual for the latter 
time period was recorded in June 2009, with a net effect of$1 million of expense, substantially all of which was paid 
by September 2009. 

In August 2009, the PERC determined that the MISO had failed to demonstrate that its proposed exemptions to 
real-time RSG charges were just and reasonable. In November 2009, the MISO made a compliance filing 
incorporating the rulings of the FERC orders and a related task-force, with a primary open issue being whether 
certain of the tariff changes are applied prospectively only or retroactively to approximately January 6, 2009. The 
conclusion of the RSG matter, including the retroactivity decision, may result in refunds to the Company, but the 
Company cannot predict the ultimate outcome of this matter, nor the financial impact, at this time. 
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In November 2009, KU and LG&E filed an application with the FERC to approve certain independent 
transmission operator arrangements to be effective upon the expiration of their current contract with Southwest 
Power Pool, Inc. in September 201 O. The application seeks authority for KU and LG&E to function after such date 
as the administrators of their own open access transmission tariffs for most purposes. The Tennessee Valley 
Authority, which currently acts as Reliability Coordinator, would also assume certain additional duties. A number 
of parties have intervened and filed comments in the matter and initial stages of data response proceedings have 
occurred. The application is subject to continuing PERC proceedings, including further submissions or filings by 
intervenors or FERC staff, prior to a ruling by the FERC. During January 2010, the Kentucky Commission issued an 
Order general1y authorizing relevant state regulatory aspects of the proposed arrangements. 

Unamortized Loss on Bonds. The costs of early extinguishment of debt, including cal1 premiums, legal and 
other expenses, and any unamortized balance of debt expense are amortized using the straight line method, which 
approximates the effective interest method, over the life of either the replacement debt (in the case of refinancing) or 
the original life of the extinguished debt. 

FAC. KU's retail rates contain an FAC, whereby increases and decreases in the cost of fuel for generation are 
reflected in the rates charged to retail customers. The FAC allows the Company to adjust customers' accounts for the 
difference between the fuel cost component of base rates and the actual fuel cost, including transportation costs. 
Refunds to customers occur if the actual costs are below the embedded cost component. Additional charges to 
customers occur if the actual costs exceed the embedded cost component. The amount of the regulatory asset or 
liability is the amount that has been under- or over-recovered due to timing or adjustments to the mechanism. 

The Kentucky Commission requires public hearings at six-month intervals to examine past fuel adjustments, 
and at two-year intervals to review past operations of the fuel clause and transfer ofthe then current fuel adjustment 
charge or credit to the base charges. In November 2009, January 2009, June 2008 and January 2008, the Kentucky 
Commission issued Orders approving the charges and credits billed through the FAC for the six-month periods 
ending April 2009, April 2008, October 2007 and April 2007, respectively. In January 2009 and December 2006, the 
Kentucky Commission initiated routine examinations of the FAC for the two-year periods November 1, 2006 
through October 31, 2008 and November 1, 2004 through October 31, 2006. The Kentucky Commission issued 
Orders in June 2009 and November 2007, approving the charges and credits billed through the FAC during the 
review periods. 

KU also employs an FAC mechanism for Virginia customers using an average fuel cost factor based primarily 
on projected fuel costs. The Virginia levelized fuel factor allows fuel recovelY based on projected fuel costs for the 
coming year plus an adjustment for any over- or under-recovery of fuel expenses from the prior year. At 
December 31, 2009 and 2008, KU had a regulatory liability of less than $1 million and a regulatory asset of 
$2 million, respectively. 

In February 2009, KU filed an application with the Virginia Commission seeking approval of a 29% increase in 
its fuel cost factor beginning with service rendered in April 2009. In February 2009, the Virginia Commission issued 
an Order allowing the requested change to become effective on an interim basis. The Virginia Staff testimony filed 
in April 2009, recommended a slight decrease in the factor filed by KU. The Company indicated the Virginia Staff 
proposal was acceptable. A hearing was held in May 2009, with general resolution of remaining issues. In May 
2009, the Virginia Commission issued an Order approving the revised fuel factor, representing an increase 0[24%, 
effective May 2009. 

In February 2008, KU filed an application with the Virginia Commission seeking approval of a decrease in its 
fuel cost factor applicable during the billing period, April 2008 through March 2009. The Virginia Commission 
allowed the new rates to be in effect for the April 2008 customer billings. In April 2008, the Virginia Commission 
Staff recommended a change to the fuel factor KU filed in its application, to which KU has agreed. Following a 
public hearing and an Order in May 2008, the recommended change became effective in June 2008, resulting in a 
decrease of 0.482 cents/kwh from the factor in effect for the April 2007 through March 2008 period. 

EeR. Kentucky law permits KU to recover the costs of complying with the Federal Clean Air Act, including 
a return of operating expenses, and a return of and on capital invested, through the ECR mechanism. The amount of 
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the regulatory asset or liability is the amount that has been under- or over-recovered due to timing or adjustments to 
the mechanism. 

The Kentucky Commission requires reviews of the past operations of the environmental surcharge for six
month and two-year bilIing periods to evaluate the related charges, credits and rates of return, as well as to provide 
for the roll-in of ECR amounts to base rates each two-year period. In December 2009, an Order was issued 
approving the charges and credits billed through the ECR during the two-year period ending April 2009, an increase 
in the jurisdictional revenue requirement, a base rate roll-in and a revised rate of return on capital. In July 2009, an 
Order was issued approving the charges and credits billed through the ECR during the six-month period ending 
October 2008, as wen as approving bilIing adjustments for under-recovered costs and the rate of return on capital. In 
August 2008, an Order was issued approving the charges and credits billed through the ECR during the six-month 
periods ending April 2008 and Octobcr 2007, and the rate of rcturn on capital. In March 2008, an Order was issued 
approving the charges and credits billed through the ECR during the six-month and two-year periods ending 
October 2006 and April 2007, respectively, as weI! as approving billing adjustments, roll-in adjustments to base 
rates, revisions to the monthly surcharge filing and the rates of return on capital. 

In January 2010, the Kentucky Commission initiated a six-month review of KU's environmental surcharge for 
the billing period ending Oetober 2009. The proceeding will progress throughout the first half of 2010. 

In June 2009, the Company filed an application for a new ECR plan with the Kentucky Commission seeking 
approval to recover investments in environmental upgrades and operations and maintenance costs at the Company's 
generating facilities. During 2009, KU reached a unanimous settlement with all parties to the case and the Kentucky 
Commission issued an Order approving KU's application. Recovery on customer bills through the monthly ECR 
surcharge for these projects began with the February 2010 billing cycle. 

In February 2009, the Kentucky Commission approved a settlement agreement in the rate case which provides 
for an authorized return on equity applicable to the ECR mechanism of 10.63% effective with the February 2009 
expense month filing, which represents a slight increase over the previously authorized 10.50%. 

In October 2007, KU met with the Kentucky Commission and other interested parties to discuss the status of 
the Ghent Unit 2 SCR construction. KU informed the Kentucky Commission that construction of the Ghent Unit 2 
SCR was not going to commence before the CCN expired in December 2007, due to a change in the economics for 
the project. The CCN expired in December 2007, and KU has delayed construction of the Ghent Unit 2 SCR. 

Storm Restoratioll. In January 2009, a significant ice stonn passed through KU's service tenitory causing 
approximately 199,000 customer outages, followed closely by a severe wind storm in February 2009, causing 
approximately 44,000 customer outages. The Company filed an application with the Kentucky Commission in April 
2009, requesting approval to establish a regulatory asset, and defer for future recovery, approximately $62 million in 
incremental operation and maintenance expenses related to the storm restoration. In September 2009, the Kentucky 
Commission issued an Order allowing the Company to establish a regulatory asset of up to $62 million based on its 
actual costs for storm damages and service restoration due to the January and February 2009 storms. In September 
2009, the Company established a regulatory asset of $57 million for actual costs incurred, and the Company is 
seeking recovelY of this asset in its CllITent base rate case. 

In September 2008, high winds from the remnants of Hurricane Ike passed through the service territory 
causing significant outages and system damage. In October 2008, KU filed an application with the Kentucky 
Commission requesting approval to establish a regulatory asset, and defer for future recovery, approximately 
$3 million of expenses related to the stonn restoration. In December 2008, the Kentucky Commission issued an 
Order allowing the Company to establish a regulatory asset of up to $3 million based on its actual costs for stonn 
damages and service restoration due to Hurricane Ike. In December 2008, the Company established a regulatory 
asset of$2 million for actual costs incurred, and the Company is seeking recovery of this asset in its current base rate 
case. 

FERC Jurisdictional Pellsion Costs. Other regulatory assets include pension costs of $3 million incurred by 
the Company and allocated to its FERC jurisdictional ratepayers. The Company will seek recovery of this asset in 
the next FERC rate proceeding. 
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Rate Case Expenses. KU incurred $1 million in expenses related to the development and support of the 2008 
Kentucky base rate casc. The Kentucky Commission approved the establishment of a regulatory asset for these 
expenses and authorized amortization over three years beginning in March 2009. 

CMRG and KCCS Contributions. In July 2008, KU and LG&E, along with Duke Energy Kentucky, Inc. and 
Kentucky Power Company, filed an application with the Kentucky Commission requesting approval to establish 
regulatory assets related to contributions to the CMRG for the development of technologies for reducing carbon 
dioxide emissions and the KCCS to study the feasibility of geologic storage of carbon dioxide. The filing companies 
proposed that these contributions be treated as regulatory assets to be deferred until recovery is provided in the next 
base rate case of each company, at which time the regulatory assets will be amortized over the life of each project: 
four years with respect to the KCCS and ten years with respect to the CMRG. KU and LG&E jointly agreed to 
provide less than $2 million over two years to the KCCS and up to $2 million over ten years to the CMRG. In 
October 2008, an Order approving the establishment of the requested regulatory assets was received and KU is 
seeking rate recovery in the Company's 2010 Kentucky base rate case. 

Deferred Storm Costs. Based on an Order from the Kentucky Commission in June 2004, KU reclassified 
from maintenance expense to a regulatory asset, $4 rnilIion related to costs not reimbursed from the 2003 ice storm. 
These costs were amortized through June 2009. KU earned a return of these amortized costs, which were included in 
jurisdictional operating expenses. 

Pension and Postretirement Benefits. KU accounts for pension and postretirement benefits in accordance 
with the compensation - retirement benefits guidance of the FASB ASC. This guidance requires employers to 
recognize the over-funded or under-funded status of a defined benefit pension and postretirement plan as an asset or 
liability in the balance sheet and to recognize through other comprehensive income the changes in the funded status 
in the year in which the changes oecm: Under the regulated operations guidance of the FASB ASC, KU can defer 
recoverable costs that would otherwise be charged to expense or equity by non-regulated entities. Current rate 
recovery in Kentucky and Virginia is based on the compensation - retirement benefits guidance of the FASB ASC. 
Regulators have been clear and consistent with their historical treatment of such rate recovery, therefore, the 
Company has recorded a regulatory asset representing the change in funded status of the pension plan that is 
expected to be recovered and a regulatory liability representing the change in funded status of the postretirement 
plan that is expected to be refunded. The regulatory asset and liability will be adjusted annually as prior service cost 
and actuarial gains and losses are recognized in net periodic benefit cost. 

Accumulated Cost of Removal of Utility Plam. As of December 31, 2009 and 2008, KU has segregated the 
cost of removal, previously embedded in accumulated depreciation, of $331 million and $329 million, respectively, 
in accordance with PERC Order No. 631. This cost of removal component is for assets that do not have a legal ARO 
under the asset retirement and environmental obligations guidance of the FASB ASC. For reporting purposes in the 
balance sheets, KU has presented this cost of removal as a regulatory liability pursuant to the regulated operations 
guidance of the FASB ASC. 

Deferred income Taxes - Net. These regulatory assets and liabilities represent the future revenue impact 
from the reversal of deferred income taxes required for unamortized investment tax credits, the allowance for funds 
used during construction and deferred taxes provided at rates in excess of currently enacted rates. 

DSM. KU's rates contain a DSM provision which includes a rate mechanism that provides for concurrent 
recovery of DSM costs and provides an incentive for implementing DSM programs. The provision allows KU to 
recover revenues from lost sales associated with the DSM programs based on program plan engineering estimates 
and post-implementation evaluations. 

In July 2007, KU and LG&E filed an application with the Kentucky Commission requesting an order 
approving enhanced versions of the existing DSM programs along with the addition of several new cost effective 
programs. The total annual budget for these programs is approximately $26 million. In March 2008, the Kentucky 
Commission issued an Order approving the application, with minor modifications. KU and LG&E filed revised 
tariffs in April 2008, under authority of this Order, which were effective in May 2008. 
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Ken/ud), Commission Report on Storms. In November 2009, the Kentucky Commission issued a report 
following review and analysis of the effects and utility response to the September 2008 wind storm and the January 
2009 ice storm, and possible utility industry preventative measures relating thereto. The report suggested a number 
of proposed or recommended preventative or responsive measures, including consideration of selective hardening 
of facilities, altered vegetation management programs, enhanced customer outage communications and similar 
measures. In March 2010, the Companies filed a joint response reporting on their actions with respect to such 
recommendations. The response indicated implementation or completion of substantially all of the recommen
dations, including, among other matters, on-going reviews of system hardening and vegetation management 
procedures, certain test Of pilot programs in such areas, and fielding of enhanced operational and customer outage
related systems. 

Wind Power Agreements. In August 2009, KU and LG&E filed a notice of intent with the Kentucky 
Commission indicating their intent to file an application for approval of wind power purchase contracts and cost 
recovery mechanisms. The contracts were executed in August 2009, and are contingent upon KU and LG&E 
receiving acceptable regulatory approvals. Pursuant to the proposed 20-year contracts, KU and LG&E would jointly 
purchase respective assigned portions of the output of two Illinois wind farms totaling an aggregate 109.5 Mw. In 
September 2009, the Companies filed an application and supporting testimony with the Kentucky Commission. In 
October 2009, the Kentucky Commission issued an Order denying the Companies' request to establish a surcharge 
for recovery of the costs of purchasing wind power. The Kentucky Commission stated that such recovery constitutes 
a general rate adjustment and is subject to the regulations of a base rate casco The Kentucky Commission Order 
currently provides for the request for approval of the wind power agreements to proceed independently from the 
request to recover the costs thereof via surcharges. In November 2009, KU and LG&E filed for rehearing of the 
Kentucky Commission's Order and requested that the matters of approval of the contract and recovery of the costs 
thereof remain the subject of the same proceeding. During December 2009, the Kentucky Commission issued data 
requests on this matter. In March 2010, the Companies filed a motion requesting a ruling on this matter during the 
second quarter of 2010. The Companies cannot currently predict the timing or outcome of this proceeding. 

Trimble Count)' Asset Purchase and Depreciation. KU and LG&E are currently constructing a new base
load, coal fired unit, TC2. which will be jointly owned by the Companies, together with the IMEA and the IMPA. In 
July 2009. the Companies notified the Kentucky Commission of the proposed sale from LG&E to KU of certain 
ownership interests in certain existing Trimble County generating station assets which arc anticipated to provide 
joint or common use in support of the jointly-owned TC2 generating unit under constmction at the station. The 
undivided ownership interests being sold are intended to provide KU an ownership interest in these common assets 
that is proportional to its interest in TC2 and the assets' role in supporting both TCt and TC2. In December 2009, 
KU and LG&E completed the sale transaction at a price of $48 million, representing the current net book value of 
the assets, multiplied by the proportional interest being sold. 

In August 2009, in a separate proceeding, KU and LG&E jointly filed an application with the Kentucky 
Commission to approve new depreciation rates for applicable TC2-rclated generating. pollution control and other 
plant equipment and assets. The filing requests common depreciation rates for the applicable jointly-owned TC2-
related assets, rather than applying differing depreciation rates in place with respect to KU's and LG&E's 
separately-owIled base-load generating assets. During December 2009, the Kentucky Commission extended the 
data discovery process through January 2010 and authorized KU and LG&E on an interim basis to begin using the 
depreciation rates for TC2 as proposed in the application. In March 2010, the Kentucky Commission issued a final 
Order approving the use of the proposed depreciation rates on a pemlanent basis. 

TC2 CCN Application and Transmission Matters. An application for a CCN for construction of TC2 was 
approved by the Kentucky Commission in November 2005. CCNs for two transmission lines associated with TC2 
were issued by the Kentucky Commission in September 2005 and May 2006. All regulatory approvals and rights of 
way for one transmission line have been obtained, 

The CCN for the remaining line has been challenged by certain property owners in Hardin County, Kentucky. 
In August 2006, KU and LG&E obtained a successful dismissal of the challenge at the Franklin County Circuit 
Court. which ruling was reversed by the Kentucky Court of Appeals in December 2007. and the proceeding 
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reinstated. A motion for discretionary review of that reversal was filed by KU and LG&E with the Kentucky 
Supreme Court and was granted in April 2009. That proceeding, which seeks reinstatement of the Circuit Court, 
dismissal of the CCN challenge, has been fully briefed and oral argument occurred during March 2010. AnIling on 
the matter could occur by mid 2010. 

Completion of the transmission lines arc also subject to standard construction permit, environmental autho
rization and real property or easement acquisition procedures and certain Hardin County landowners have raised 
challenges to the transmission line in some of these forums as well. 

During 2008, KU obtained various successful mlings at the Hardin County Circuit Court confirming its 
condemnation rights. In August 2008, severallandowl1ers appealed such rulings to the Kentucky Court of Appeals 
and received a temporary stay preventing KU from accessing their properties. In April 2009, that appellate couI} 
denied KU's motion to lift the stay and issued an Order retaining the stay until a decision on the merits of the appeal. 
Efforts to seek reconsideration of that ruling, or to obtain intermediate review of the ruling by the Kentucky 
Supreme Court, were unsuccessful, and the stay remains in effect. The underlying appeal on KU's right to condemn 
remains pending before the Court of Appeals and oral argument on the matter is scheduled to occur during late 
March 2010. 

Settlement discussions with the Hardin County property owners involved in the appeals of the condemnation 
proceedings have been unsuccessful to date. During the fourth quarter of 2008, KU and LG&E entered into 
settlements with certain Meade County landowners and obtained dismissals of prior litigation they had brought 
challenging the same transmission line. 

As a result of the aforementioned unresolved litigation delays encountered in obtaining access to certain 
properties in Hardin County, KU has obtained easements to allow construction of temporary transmission facilities 
bypassing those propelties while the litigated issues are resolved. In September 2009, the Kentucky Commission 
issued an Order stating that a CCN was necessary for two segments of the proposed temporary facilities. In 
December 2009, the Kentucky Commission granted the CCNs for the relevant segments and the property owners 
have filed various motions to intervene, stay and appeal certain elements of the Kentucky Commission's recent 
orders. In January 2010, in respect of two of such proceedings, the Franklin County circuit court issued Orders 
denying the property owners' request for a stay of construction and upholding the prior Kentucky Commission 
denial of their intervenor status. In parallel with, and consistent with the relevant proceedings and their status, the 
Company is conducting appropriate real estate acquisition and construction activities with respect to these 
temporary transmission facilities. 

In a separate proceeding, certain Hardin County landowners have also challenged the same transmission line in 
federal district court in Louisville, Kentucky. In that action, the landowners claim that the U.S. Army failed to 
comply with certain National Historic Preservation Act requirements relating to easements for the line through 
Fort Knox. KU and LG&E are cooperating with the U.S. Army in its defense in this case and in October 2009, the 
federal court granted the defendants' motion for summary judgment and dismissed the plaintiffs' claims. During 
Novembm' 2009, the petitioners filed submissions for review of the decision with the 6th Circuit Court of Appeals. 

KU and LG&E are not cuo"ently able to predict the ultimate outcome and possible effects, if any, on the 
construction schedule relating to the transmission line approval, land acquisition and permitting proceedings. 

Utility Competition ill Virginia. The Commonwealth of Virginia passed the Virginia Electric Utility 
Restructuring Act in 1999. This act gave customers the ability to choose their electric supplier and capped electric 
rates through December 2010. KU subsequently received a legislative exemption from the customer choice 
requirements of this law. In April 2007, however, the Virginia General Assembly amended the Virginia Electric 
Utility Restructuring Act, thereby terminating this competitive market and commencing re-regulation of utility 
rates. The new act ended the cap on rates at the end of 2008. Pursuant to this legislation, the Virginia Commission 
adopted regulations revising the rules governing utility rate increase applications. As of January 2009, a hybrid 
model of regulation is being applied in Virginia. Under this model, utility rates are reviewed every two years. KU's 
exemption from the requirements of the Virginia Electric Utility Restructuring Act in 1999, however, discharges the 
Company from the requirements of the new hybrid model of regulation. In1ieu of submitting an annual information 
filing, the Company has the option of requesting a change in base rates to recover prudently incurred costs by filing a 
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traditional base rate case. KU is also subject to other utility regulations in Virginia. including, but not limited to, the 
recovery of prudently incurred fuel costs through an annual fuel factor charge and the submission of integrated 
resource plans. 

Market-Based Rate Authority. In July 2006, the FERC issued an Order in KU's market-based rate proceeding 
accepting the Company's further proposal to address certain market power issues the FERC had claimed would 
arise upon an exit from the MISO. In particular, the Company received permission to sell power at market-based 
rates at the interface of control areas in which it may be deemed to have market power, subject to a restriction that 
such power not be collusively re-sold back into such control areas. However, restrictions exist on sales by KU of 
power at market-based rates in the KUILG&E and Big Rivers Electric Corporation control areas. In June 2007, the 
FERC issued Order No. 697 implementing certain reforms to market-based rate regulations, including restrictions 
similar to those previously in place for the Company's power sales at control area interfaces. In December 2008, the 
FERC issued Order No. 697-B potentially placing additional restrictions on certain power sales involving areas 
where market power is deemed to exist. As a condition of receiving and retaining market-based rate authority, KU 
must comply with applicable affiliate restrictions set forth in the FERC regulation. During September 2008, the 
Company submitted a regular tri-annual update filing under market-based rate regulations. 

In June 2009, the FERC issued Order No. 697-C which generally clarified certain interpretations relating to 
power sales and purchases at control area interfaces or into control areas involving market power. In July 2009, the 
FERC issued an order approving the Company's September 2008 application for market-based rate authority. 
During July 2009, affiliates of KU completed a transaction terminating certain prior generation and power 
marketing activities in the Big Rivers Electric Corporation control area, which termination should ultimately allow 
a filing to request a determination that the Company no longer is deemed to have market power in such control area. 

KU conducts certain of its wholesale power sales activities in accordance with existing market-based rate 
authority principles and interpretations. Future FERC proceedings relating to Orders 697 or market-based rate 
authority could alter the amount of sales made at market-based versus cost-based rates. The Company's sales under 
market-based rate authority totaled less than $1 million for the year ended December 31,2009. 

MandatOl), Reliability Standards. As a result of the EPAct 2005, certain formerly voluntary reliability 
standards became mandatory in June 2007, and authority was delegated to various Regional Reliability Organi
zations ("RROs") by the NERC, which was authorized by the PERC to enforce compliance with such standards, 
including promulgating new standards. Failure to comply with mandatory reliability standards can subject a 
registered entity to sanctions, including potential fines of up to $1 million per day, as well as non-monetary 
penalties, depending upon the circumstances of the violation. KU is a member of the SERe Reliability Corporation 
("SERC"), which acts as KU's RRO. During May 2008, the SERC and KU agreed to a settlemcnt involving 
penalties totaling less than $1 million related to KU's February 2008 se1f-repOlt concerning possible violations of 
certain existing mitigation plans relating to reliability standards. During December 2009, the SERC and KU agreed 
to a settlement involving penalties totaling less than $1 million concerning a June 2008 self-report by KU relating to 
three other standards and an October 2008 self-report relating to an additional standard. During December 2009, 
KU submitted a sclf-report relating to an additional standard. SERC proceedings for the December 2009 self-report 
are in the early stages and therefore the outcome is unable to be determined. Mandatory reliability standard 
settlements commonly include other non-penalty elements, including compliance steps and mitigation plans. 
Settlements with the SERC proceed to NERC and FERC review before becoming final. While KU believes itself to 
be in compliance with the mandatory reliability standards, the Company cannot predict the outcome of other 
analyses, including on-going SERC or other reviews described above. 

Integrated Resource Planning. Integrated resource planning CHIRP") regulations in Kentucky require major 
utilities to make triennial IRP filings with thc Kentucky Commission. In April 2008, KU and LG&E filed their 2008 
joint IRP with the Kentucky Commission. The IRP provides historical and projected demand, resource and financial 
data, and other operating performance and system information. The Kentucky Commission issued a staff report and 
Order closing this proceeding in December 2009. Pursuant to the Virginia Commission's December 2008 Order, 
KU filed its IRP in July 2009. The filing consisted of the 2008 Joint IRP filed by KU and LG&E with the Kentucky 
Commission along with additional data. The Virginia Commission has not established a procedural schedule for this 
proceeding. 
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PUHCA 2005. E.ON, KU's ultimate parent, is a registered holding company under PUHCA 2005. E.ON, its 
utility subsidiaries, including KU, and certain of its non-utility subsidiaries, are subject to extensive regulation by 
the FERC with respect to numerous matters, including: electric utility facilities and operations, wholesale sales of 
power and related transactions, accounting practices, issuances and sales of securities, acquisitions and sales of 
utility properties, payments of dividends out of capital and surplus, financial matters and inter-system sales of n011-

power goods and services. KU believes that it has adequate authority, including financing authority, under existing 
FERC orders and regulations to conduct its business and will seek additional authorization when necessary. 

EPAct 2005. The EPAct 2005 was enacted in August 2005. Among other matters, this comprehensive 
legislation contains provisions mandating improved electric reliability standards and performance; granting 
enhanced civil penalty authority to the PERC; providing economic and other incentives relating to transmission, 
pollution control and renewable generation assets; increasing funding for clean coal generation incentives; 
repealing the Public Utility Holding Company Act of 1935; enacting PUHCA 2005 and expanding FERC 
jUlisdiction over public utility holding companies and related matters via the Federal Power Act and PUHCA 2005. 

In February 2006, the Kentucky Commission initiated an administrative proceeding to consider the require
ments of the EPAct 2005, Subtitle E Section 1252, Smart Metering, which concerns time-based metering and 
demand response, and Section 1254, Interconnections. EPAct 2005 requires each state regulatory authority to 
conduct a formal investigation and issue a decision on whether or not it is appropriate to implement certain 
Section 1252 standards within eighteen months after the enactment of EPAct 2005 and to commence consideration 
of Section 1254 standards within one year after the enactment of EPAct 2005. Following a public hearing with all 
Kentucky jurisdictional electric utilities, in December 2006, the Kentucky Commission issued an Order in this 
proceeding indicating that the EPAct 2005 Section 1252 and Section 1254 standards should not be adopted. 
However, all five Kentucky Commission jurisdictional utilities are required to file real-time pricing pilot programs 
for their large commercial and industrial customers. KU developed a real-time pricing pilot for large industrial and 
commercial customers and filed the details of the plan with the Kentucky Commission in April 2007. In February 
2008, the Kentucky Commission issued an Order approving the real-time pricing pilot program proposed by KU for 
implementation within approximately eight months, for its large commercial and industrial customers. The tariff 
was filed in October 2008, with an effective date of December 1,2008. KU files annual reports on the program 
within 90 days of each plan year-end for the 3-year pilot period. 

Green Ellergy Riders. In February 2007, KU and LG&E filed a Joint Application and Testimony for 
Proposed Green Energy Riders. In May 2007, a Kentucky Commission Order was issued authorizing KU to 
establish Small and Large Green Energy Riders, allowing customers to contribute funds to be used for the purchase 
of renewable energy credits. During November 2009, KU and LG&E filed an application to both continue and 
modify the existing Green Energy Programs and requested a Kentucky Commission Order by March 2010. 

Home Energy Assistance Program. In July 2007, KU filed an application with the Kentucky Commission for 
the establishment of a Home Energy Assistance program. During September 2007, the Kentucky Commission 
approved the five-year program as filed, effective in October 2007. The program terminates in September 2012, and 
is funded through a $0.10 per month meter charge. Effective February 6, 2009, as a result of the settlement 
agreement in the 2008 base rate case, the program is funded through a $0.15 per month meter charge. 

Collection Cycle Revision. As part of its base rate case filed on July 29, 2008, LG&E proposed to change the 
due date for customer bill payments from 15 days to 10 days to align its collection cycle with KU. In addition, KU 
proposed to include a late payment charge if payment is not received within 15 days from the bilI issuance date to 
align with LG&E. The settlement agreement approved in the rate case in February 2009, changed the due date for 
customer bill payments to 12 days after bill issuance for both KU and LG&E, and permitted KU's implementation 
of a late payment charge if payment is not received within 15 days from the bill issuance date. 

Depreciation Study. In December 2007, KU filed a depreciation study with the Kentucky Commission as 
required by a previous Order. In August 2008, the Kentucky Commission issued an Order consolidating the 
depreciation study with the base rate case proceeding. The approved settlement agreement in the rate case 
established new depreciation rates effective February 2009. KU also filed the depreciation study with the Virginia 
Commission which approved the implementation of the new depreciation rates effective February 2009. Approval 
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by the Virginia Commission does not preclude the rates from being raised as an issue by any party in KU's current 
base rate case in Virginia. 

Bra'rwljield Development Rider Tariff. In March 2008, KU received Kentucky Commission approval for a 
Brownfield Development Rider, which offers a discounted rate to electric customers who meet certain usage and 
location requirements, including taking new service at a brownfield site, as certified by the appropriate Kentucky 
state agency. The rider permits special contracts with such customers which provide for a series of declining partial 
rate discounts oyer an initial five-year period of a longer service arrangement. The tariff is intended to promote local 
economic redevelopment and efficient usage of utility resources by aiding potential reuse of vacant brownfield sites. 

interconnectioll and Net Metering Guidelines. In May 2008, the Kentucky Commission on its own motion 
initiated a proceeding to establish interconnection and net metering guidelines in accordance with amendments to 
existing statutory requirements for net metering of electricity. The jurisdictional electric utilities and intervenors in 
this case presented proposed interconnection guidelines to the Kentucky Commission in October 2008. In a January 
2009 Order, the Kentucky Commission issued the Interconnection and Net Metering Guidelines - Kentucky that 
were developed by all parties to the proceeding. KU does not expect any financial or other impact as a result of this 
Order: In April 2009, KU filed revised net metering tariffs and application forms pursuant to the Kentucky 
Commission's Order. The Kentucky Commission issued an Order in April 2009, which suspended for five months 
all net metering tariffs filed by the jurisdictional electric utilities. This suspension was intended to allow sufficient 
time for review of the filed tariffs by the Kentucky Commission Staff and intervening parties. In June 2009, the 
Kentucky Commission Staff held an informal conference with the parties to discuss issues related to the net 
metering tariffs filed by KU. Following this conference, the intervenors and KU resolved all issues and KU filed 
revised net metering tariffs with the Kentucky Commission. In August 2009, the Kentucky Commission issued an 
Order approving the revised tariffs. 

EISA 2007 Standards. In November 2008, the Kentucky Commission initiated an administrative proceeding 
to consider new standards as a result of the Energy Independence and Security Act of 2007 (,'EISA 2007"), part of 
which amends the Public Utility Regulatory Policies Act of 1978 ("PURPA"). There arc four new PURPA standards 
and one non-PURPA standard applicable to electric utilities. The proceeding also considers two new PURPA 
standards applicable to natural gas utilities. EISA 2007 requires state regulatory commissions and nonregulated 
utilities to begin consideration of the rate design and smart grid investments no later than December 19,2008, and to 
complete the consideration by December 19,2009. The Kentucky Commission established a procedural schedule 
that allowed for data discovery and testimony through July 2009. A public hearing has not been scheduled in this 
matter. In October 2009, the Kentucky Commission held an informal conference for the purpose of discussing 
issues related to the standard regarding the consideration of Smart Grid investments. 

Note 3 - Financial Instruments 

The cost and estimated fair values of KU's non-trading financial instruments as of December 31 follow: 

2009 
Carl')ing 

VaIIlc-

Long-term debt (including current portion of 
$228 million) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. $ 351 

Long-tenn debt from affiliate (including current portion of 
$33 million) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. $1,331 

Fair 
Value 

$ 351 

$1,401 

2008 
Carrying 

Value 

$ 351 

$1,181 

Fair 
Value 

$ 349 

$1,117 

The long-term debt valuations reflect prices quoted by dealers. The fair value of the long-teml debt from 
affiliate is determined using an internal valuation model that discounts the future cash flows of each loan at current 
market rates. The current market values are determined based on quotes from investment banks that are actively 
involved in capital markets for utilities and factor in KU's credit ratings and default risk. The fair values of cash and 
cash equivalents, accounts receivable, cash surrender value of key man life insurance, accounts payable and notes 
payable arc substantially the same as their canying values. 
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KU is subject to the risk of fluctuating interest rates in the normal course ofbusillCSS. The Company's policies 
allow the interest rate risk to be managed through the usc of fixed rate debt, floating rate debt and interest rate swaps. 
At December 31,2009, a 100 basis point change in the benchmark rate on KU's variable rate debt would impact pre
tax interest expense by $4 million annually. Although the Company's policies allow for the use of interest rate 
swaps, as of December 31, 2008 and 2009, KU had no interest rate swaps outstanding. 

The Company is subject to interest rate and commodity price risk related to on-going business operations. It 
currently manages these risks using derivative financial instruments including swaps and forward contracts. 

KU has classified the applicable financial assets and liabilities that are accounted for at fair value into the three 
levels of the fair value hierarchy, as defined by the fair value measurements and disclosures guidance of the FASB 
ASC, as follows: 

• Levell - Observable inputs that reflect quoted prices (unadjusted) for identical assets or liabilities in active 
. markets. 

Level 2 - Include other inputs that are directly or indirectly observable in the marketplace. 

Level 3 - Unobservable inputs which are supported by little or no market activity. 

Ellergy Trading alld Risk Manageme11f Activities. KU conducts energy trading and risk management 
activities to maximize the value of power sales from physical assets it owns. Energy trading activities are 
principally forward financial transactions to manage price risk and arc accounted for as non-hedging dcrivatives on 
a mark-lo-market basis in accordance with the derivatives and hedging guidance of the FASB ASC. 

Energy trading and risk management contracts are valued using prices based on active trades from Inter
continental Exchange Inc. In the absence of a traded price, midpoints of the best bids and offers are the primary 
determinants of valuation. When sufficient trading activity is unavailable, other inputs include prices quoted by 
brokers or observable inputs other than quoted prices, such as one-sided bids or offers as of the balance sheet date. 
Using these valuation methodologies, these contracts are considered level 2 based on measurement criteria in the 
fair value measurements and disclosures guidance of the FASB ASC. Quotes are verified quarterly using an 
independent pricing source of actual transactions. Quotes for combined off-peak and weekend timeframes arc 
allocated between the two timeframes based on their historically proportionate ratios to the integrated cost. No other 
adjustments are made to the forward prices. No changes to valuation techniques for energy trading and risk 
management activities occlln"ed during 2009, 2008 or 2007. Changes in market pricing, interest rate and volatility 
assumptions were made during both years. 

The Company maintains credit policies intended to minimize credit risk in wholesale marketing and trading 
activities by assessing the creditworthiness of potential counterparties prior to entering into transactions with them 
and continuing to evaluate their creditworthiness once transactions have been initiated. To further mitigate credit 
risk, KU seeks to enter into netting agreements or require cash deposits, letters of credit and parental company 
guarantees as security from counterpat1ies. The Company uses S&P, Moody's and definitive qualitative and 
quantitative data to assess the financial strength of counterparties on an on-going basis. If no external rating exists, 
KU assigns an internally generated rating for which it sets appropriate risk parameters. As risk management 
contracts are valued based on changes in market prices of the related commodities, credit exposures are revalued 
and monitored on a daily basis. At December 31, 2009, 100% of the trading and risk management commitments 
were with counterparties rated BBB-lEaa3 equivalent or better. The Company has reserved against counterparty 
credit risk based on the counterparty's credit rating and applying historical default rates within varying credit ratings 
over time provided by S&P or Moody's. At December 31, 2009 and 2008, credit reserves related to the energy 
trading and risk management contracts were less than $1 million. 

The net volume of electricity based financial derivatives outstanding at December 31, 2009 and 2008, was 
315,600 Mwhs and 146,000 Mwhs, respectively. All the volume outstanding at December 31, 2009 will settle in 
2010. 

The following table sets f011h by level within the fair value hierarchy, KU's financial assets and liabilities that were 
accounted for at fair value on a recurring basis as of December 31, 2008. Cash collateral related to the energy trading and 
risk management contracts was less than $1 million at December 31,2009 and 2008. Cash colIateral related to the energy 
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trading and risk management contracts is categorized as other accounts receivable and is a level 1 measurement based on 
the funds being held in liquid accounts. Energy trading and risk management contracts are considered level 2 based on 
measurement criteria in the fair value measurements and disclosures guidance of the FASB ASC. Financial assets as of 
December 31, 2009 and financial liabilities as of December 31, 2009 and 2008, arising from energy trading and risk 
management contracts accounted for at fair value total less than $1 million and use level 2 measurements. There are no 
level 3 measurements for the periods ending Decemher 31, 2009 and 2008. 

December 31, 2008 

Financial Assets: 

Levell I,ewl 2 Total 

Energy trading and risk management contracts. . . . . . . . . . . . . . . . . . . . $-

Total Financial Assets.. . . . . .. .. . . .. . . . . . . . . .. .. .. .. .. . . . . $ 

The Company does not net collateral against derivative instruments. 

Certain of the Company's derivative instnnuents contain provisions that require the Company to provide 
immediate and on-going collateraHzation on derivative instruments in net liability positions based upon the 
Company's credit ratings from each of the major credit rating agencies. At December 31, 2009, there are no energy 
trading and risk management contracts with credit risk related contingent features that are in a liability position, and 
no collateral posted in the normal course of business. At December 31, 2009, a one notch downgrade of the 
Company's credit rating would have no effect on the energy trading and risk management contracts or collateral 
required as a result of these contracts. 

The table below shows the fair value and balance sheet location of derivatives not designated as hedging 
instruments as of December 31, 2008: 

December 31, 2008 

Energy trading and risk management 
contracts (current). . . . . . . . . . . . .. Other current assets $1 Other current liabilities $-

Total ...................... . 

Financial assets and liabilities as of December 31, 2009 arising from energy trading and risk management 
contracts accounted for at fair value total less than $1 million. 

KU manages the price risk of its estimated future excess economic generation capacity using market-traded 
forward financial contracts. Hedge accounting treatment has not been elected for these transactions, and therefore 
gains and losses are shown in the statements of income. 

The following tables present the effect of derivatives not designated as hedging instruments 011 income for the 
years ended December 31, 2009 and 2008: 

December 31, 2009 
Energy trading and risk management contracts 

Location of Gain 
(Loss) Recognized in 

Income 011 Derinltiws 

(unrealized) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. Electric revenues 

Total ................................... .. 

December 31, 2008 
Energy trading and risk management contracts 

(unrealized) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Electric revenues 

Total ................................... .. 

Amount of Gain 
(Loss) Recognized in 

Income on Dedvath'cs 
(In millions) 

Unrealized gains and losses were less than $1 million for the year ended December 31, 2007. Net realized gains 
and losses were less than $1 million for the years ended December 31, 2009, 2008, and 2007. 
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Note 4 - Concentrations of Credit and Other Risk 

Credit riskrepl'csents the accounting loss that would be recognized at the reporting date if cQuntcrparties failed 
to perform as contracted. Concentrations of credit risk (whether Oll- or off-balance sheet) relate to groups of 
customers or cQllnterpartics thal have similar economic or industry characteristics that would cause their ability to 
meet contractual obligations to be similarly affected by changes in economic or other conditions. 

KU's cllstomer receivables and revenues arise from deliveries of electricity to approximately 515,000 
customers in over 600 communities and adjacent suburban and mral areas in 77 counties in central, southeastern 
and western Kentucky, to approximately 30,000 customers in 5 counties in southwestern Virginia and 5 cllstomers 
in Tennessee. For the years ended December 31, 2009, 2008 and 2007,100% of total revenue was derived from 
electric operations. During 2009, the Company's 10 largest customers accounted for less than 15% of electric 
volumes. 

Effective August 4, 2009, the Company and its employees represented by the IBEW Local 2100 entered into a 
three-year collective bargaining agreement. The agreement provides for negotiated increases or changes to wages, 
benefits or other provisions and for annual wage re-openers. KU and employees represented by the US\VA Local 
9447-01 entered into a three-year collective bargaining agreement in August 2008. This agreement provides for 
negotiated increases or changes to wages, benefits or other provisions and for annual wage re-openers. The 
employees represented by these two bargaining units comprise approximately 15% of the Company's workforce at 
December 31, 2009. 

Note 5 - Pension and Other Postretirement Benefit Plans 

KU employees benefit from both funded and unfunded non-contributory defined benefit pension plans and 
other postretirement benefit plans that together cover emp10yees hired by December 31,2005. Employees hired 
after this date participate in the Retirement Income Account ("RIA"), a defined contribution plan. The Company 
makes an annual lump sum contribution to the RIA, based on years of service and a percentage of covered 
compensation. The health care plans are contributory with participants' contributions adjusted annually. The 
Company uses December 31 as the measurement date for its plans. 

Obligations alld Funded Status. The following tables provide a reconciliation of the changes in the defined 
benefit plans' obligations and the fair value of assets for the two-year period ending December 31, 2009, and the 
funded status for the plans as of December 31: 

Other 
Postretirement 

Pension Benefits Benefits 
2009 2008 2009 2008 

(In millions) 

Change in benefit obligation 
Benefit obligation at beginning of year ................... . $306 $ 284 $ 75 $ 76 

Service cost ..................................... . 6 5 2 I 
Interest cost ..................................... . 18 18 4 5 
Benefits paid, net of retiree contributions ................ . (18) (18) (5) (3) 
Actuarial (gain)/Ioss and other ........................ . 4 17 4 --.0.l 

Benefit obligation at end of year ........................ . $316 $ 306 $ 80 $ 75 
= = = = 

Change in plan assets 
Fair value of plan assets at beginning of year ............... . $183 $264 $ 12 $ 13 

Actual retutn on plan assets .......................... . 41 (61) 3 (3) 
Employer contributions ............................. . 13 7 5 
Benefits paid, net of retiree contributions ................ . (18) (18) (5) (3) 
Administrative expenses and other ..................... . ~ 

Fair value of plan assets at end of year ................... . $219 $ 183 $ 17 $ 12 
= = = 

Funded status at end of year ........................... . $(97) $(123) $(63) $(63) 
= = 
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Amounts Recognized ill Statemellf of Financial Position. The following tables provide the amounts recog
nized in the balance sheets and information for plans with benefit obligations in excess of plan assets as of 
December 31: 

Other 
Postretirement 

Pension Benefits Benefits 

2009 2008 2009 2008 
(In millions) 

Regulatory assets ........ , ........... , ................ . $105 $ 137 $- $-

Regulatory liabilities ................................... . (9) (10) 

Accrued benefit liability (non-current) ...................... . (97) (123) (63) (63) 

Amounts recognized in regulatory assets and liabilities consist of: 

Olher 
Pension Postretirement 
Benefits Benefits 

2009 2008 2009 2008 
(In millions) 

Transition obligation ................................... . $- $- $ 3 $ 4 

Prior service cost ...................................... . 5 5 2 2 

Accumulated (gain)noss ................................. . 100 132 (14) (16) 

Total regulatory assets (liabilities) ......................... . $105 $137 $ (9) $(10) 

Additional year-end information for plans with accumulated benefit obligations in excess of plan assets: 

Other 
Pension Postretirement 
Benefits Benefits 

2009 2008 2009 2008 
(In millions) 

Benefit obligation ..................................... . $316 $306 $80 $75 

Accumulated benefit obligation ........................ , .. . 268 261 

Fair value of plan assets ................................. . 219 183 17 12 

For discussion of the pension and postretirement regulatory assets, see Note 2, Rates and Regulatory Matters. 

The amounts recognized in regulatory assets and liabilities for the years ended December 31, are composed of 
the following: 

Othel' 
Pension Postretirement 
Benefits Benefits 

2009 2008 2009 2008 
(llllllilliollS) 

Prior service cost arising during the period ................. , .. $- $- $- $ I 

Net loss/(gain) arising during the period ..................... . (22) 101 2 

Amortization of prior service (cost)/credit .................... . (I) (I) (I) 

Amortization of transitional (obligation)/asset ................. . (I) (I) 

Amortization of gain/(Ioss) ............................... . ~ 
Total amounts recognized in regulatory assets & liabilities ........ . $(32) $100 $ I $(1) 
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Componellts of Net Periodic Benefit Cost. The following tables provide the components of net periodic 
benefit cost for pension and other postretirement benefit plans. The tables include the costs associated with both KU 
employees and E.ON U,S. Services' employees, who provide services to the utility. The E.OND.S. Services' costs 
that are allocated to KU are approximately 49%, 46% and 45% of RON U.S. Services' total cost for 2009, 2008 and 
2007, respectively. 

Sen"ices 
Allocation Total I Total Total 

KU toRU KU KU to KU KU KU toRU KU 

2009 ----wo9 200' 2008 2008 2008 2007 ~ 2007 

Service cost ............ . $ 6 

Interest cost ............ . 18 

Expected return on plan 
assets. . . . . . . . . . . . . . . . (15) 

Amortization of prior service 
costs ................ . 

Amortization of actuarial 
loss ................. . 

Benefit cost at end of year .. 

9 

$ 19 

Service cost ................. 

Interest cost ................. 

Expected return on plan assets ... 
Amortization of transitional 

obligation ................. 

Benefit cost at end of year ...... 

KU 
2009 

$ I 

5 

(I) 

I 

$6 

$ 5 

7 

(4) 

2 

$11 

$11 

25 

(19) 

2 

11 

$ 30 

E.ON u.s. 
Senices 

Allocation Total 
10KU KU 
200' 2009 

$ I $2 

5 

$ 

(1) 

$ 1 $7 

(In millions) 

6 $ 4 $10 

18 6 24 

(21) (5) (26) 

1 2 

$ 10 

Of her Postretirement Denelits 

E.ON u.s. 
Senices 

Allocation Total 
KU 10 KU KU 

2008 2008 2008 

(In mll1lons) 

$ 1 $ I $2 

5 5 

(I) (1) 

1 1 

$6 $ 1 $7 

$ 6 

17 

(21) 

2 

$ 5 

KU 
2007 

$ I 

5 

(I) 

$6 

$4 

5 

(5) 

1 

$6 

E.ON u.s. 
Serrlces 

Allocation 
10 KU 

2007 

$ 1 

$ 1 

$ 10 

22 

(26) 

2 

3 

$ II 

Total 
KU 

2007 

$2 

5 

(I) 

I 

$7 

The estimated amounts that will be amortized from regulatory assets and liabilities into net periodic benefit 
cost in 2010 are shown in the following table: 

Other 
Pension Postretirement 
Benefits Benefits 

(In millions) 

Regulatory assetslliabilities: 

Net actuarial loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 6 $-
Prior service cost ......................................... . 

Transition obHgation ....................................... . I 

Total regulatory assets/liabilities amortized during 2010 . . . . . . . . . . . . . . . $ 7 $ 2 

The assumptions used in the measurement ofKU's pension benefit obligation are shown in the following table: 

2009 2008 

\Veighted~average assumptions as of December 31: 

Discount rate. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. 6.13% 6.25% 

Rate of compensation increase ......................................... , 5.25% 5.25% 
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The discount rates were determined by the December 28, 2009, Mercer Pension Discount Yield Curve. These 
discount rates were then lowered by 8 basis points for the average change ill 4 bond indices, Citigroup High Grade 
Credit Index AANAA 10+ years, Barclays Capital US Long Cl~dit AA, MeITill Lynch US Corporate AA-AAA 
rated 10+ years and Merrill Lynch US Corporate AA rated 15+ years, for the period from December 28, 2009 to 
December 31, 2009. 

The assumptions used in the measurement of KU's net periodic benefit cost arc shown in the following table: 

2009 2008 2007 

Discount rate ............................................ . 6.25% 6.66% 5.96% 

Expected long-term return on plan assets. , ...................... . 8.25% 8.25% 8.25% 

Rate of compensation increase ........ , ...................... . 5.25% 5.25% 5.25% 

To develop the expected long-term rate of return on assets assumption, KU considered the current level of 
expected returns on risk free investments (primarily government bonds), the historical level of the risk premium 
associated with the other asset classes in which the portfolio is invested and the expectations for future returns of 
each asset class. The expected return for each asset class was then weighted based on the target asset allocation to 
develop the expected long-term rate of return on assets assumption for the portfolio. 

The following describes the effects on pension benefits by changing the major actuarial assumptions discussed 
above: 

A 1% change in the assumed discount rate could have an approximate $34 million positive or negative 
impact to the 2009 accumulated benefit obligation and an approximate $45 million positive or negative 
impact to the 2009 projected benefit obligation. 

A 25 basis point change in the expected rate of return on assets would have resulted in less than a $1 million 
positive or negative impact on 2009 pension expense. 

Assumed Health Care Cost Trend Rates. For measurement purposes, an 8% annual increase in the per capita 
cost of covered health care benefits was assumed for 2009. The rate was assumed to decrease gradually to 4.5% by 
2029 and remain at that level thereafter. 

Assumed health care cost trend rates have a significant effect on the amounts reported for the health care plans. 
A I % change in assumed health care cost trend rates would have resulted in an increase or decrease of less than 
$1 million on the 2009 total of service and interest costs components and an increase or decrease of $4 million in 
year-end 2009 postretirement benefit obligations. 

Expected Future Benefit Payments alld Medicare Subsidy Receipts. The following list provides the amount 
of expected future benefit payments, which reflect expected future service and the estimated gross amount of 
Medicare subsidy receipts: 

Pension 
Benefits 

2010 ............................................ . $17 

2011. ........................................... . 17 

2012 ............................................ . 17 

2013 ............................................ . 17 

2014 ............................................ . 17 
2015-19 ......................................... . 97 
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Other 
Postretirement 

Benefits 
On millions) 

$ 6 

6 

6 
6 

7 

37 

Medicare 
Subsidy 
Receipts 

$ I 

1 

3 
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Plan Assets. The following table shows the plans' weighted-average asset allocation by asset category at 
December 31: 

Pension Plalls Target Range 2009 2008 

Equity securities ......................................... . 45% -75% 59% 55% 

Debt securities .......................................... . 30% - 50% 40 43 

Other ................................................. . 0% - 10% 2 

Totals ................................................. . 100% 100% 
-

The investment policy of the pension plans was developed in conjunction with financial consultants, 
investment advisors and legal counsel. The goal of the investment policy is to preserve the capital of the fund 
and maximize investment camings. The return objective is to exceed the benchmark return for the policy index 
comprised of the following: Russell 3000 Index, MSC[-EAFE Index, Barclays Capital Aggregate and Batdays 
Capital U.S. Long Government/Credit Bond Index in proportions equal to the targeted asset allocation. 

Evaluation of performance focuses on a longMterm investment time horizon of at least three to five years or a 
complete market cycle. The assets of the pension plans are broadly diversified within different asset classes 
(equities, fixed income securities and cash equivalents). 

To minimize the risk of large losses in a single asset class, no more than 5% of the portfolio will be invested in 
the securities of anyone issuer with the exclusion of the U.S. government and its agencies. The equity portion of the 
fund is diversified among the market's various subsections to diversify risk, maximize returns and avoid undue 
exposure to any single economic sector, industry group or individual security. The equity subsectors include, but are 
not limited to, growth, value, small capitalization and internationaL 

In addition, the overall fixed income pOltfolio may have an average weighted duration, or interest rate 
sensitivity which is within +/M 20% of the duration of the overall fixed income benchmark. Foreign bonds in the 
aggregate shaH not exceed 10% of the total fund. The portfolio may include a limited investment of up to 20% in 
below investment grade securities provided that the overall average portfolio quality remains "AA" or better. The 
below investment grade securities include, but are not limited to, medium-term notes, corporate debt, non-dollar 
and emerging market debt and asset backed securities. The cash investments should be in securities that are either 
short maturities (not to exceed 180 days) or readily marketable with modest risk. 

Derivative securities are pelTIlitted only to improve the portfolio's risk/return profile, to modify the portfolio's 
duration or to reduce transaction costs and must be used in conjunction with underlying physical assets in the 
portfolio. Derivative securities that involve speculation, leverage, interest rate anticipation, or any undue risk 
whatsoever are not deemed appropriate investments. 

The investment objective for the postretirement benefit plan is to provide current income consistent with 
stability of principal and liquidity while maintaining a stable net asset value of $1.00 per share. The postretirement 
funds are invested in a prime cash money market fund that invests primarily in a portfolio of short-term, high-quality 
fixed income securities issued by banks, corporations and the U.S. government. 

KU has classified plan assets that are accounted for at fair value into the three levels of the fair value hierarchy, 
as defined by the fair value measurements and disclosures guidance of the FASB ASC. See Note 3 of the Notes to 
Financial Statements. 

A financial instrument's level within the fair value hierarchy is based on the lowest level of any input that is 
significant to the fair value measurement. Valuation techniques used need to maximize the use of observable inputs 
and minimize the use of unobservable inputs. 

A description of the valuation methodologies used to measure plan assets at fair value is provided below: 

MOlley Market Fund: These investments are public investment vehicles valued using $1 for the net asset 
value. The money market funds are classified within level 2 of the valuation hierarchy. 

Common/Collective Trusts: Valued based on the beginning of year value of the plan's interests in the 
trust plus actual contributions and allocated investment income (loss) less actual distributions and allocated 

F-29 



Attachment to Response to KU AG-1 Question No. 217 
Page 84 of 235 

Al'bough 

administrative expenses. Quoted market prices are used to value investments in the tlUst, with the exception of 
the Group Annuity Contract ("GAC"). The fair value of certain other investments for which quoted market 
prices are not available are valued based on yields currently available on comparable securities of issuers with 
similar credit ratings. The common/collective trusts are classified within level 2 of the valuation hierarchy. 

The preceding methods described may produce a fair value that may not be indicative of net realizable value or 
reflective of future fair values. Furthermore, although the Company believes its valuation methods are appropriate 
and consistent with other market participants, the use of different methodologies or assumptions to determine the 
fair value of certain financial instruments could result in a different fair value measurement at the reporting date. 
There were no changes in the plan's valuation methodologies during 2009. 

The following table sets forth, by level within the fair value hierarchy, the plan's assets at fair value as of 
December 31, 2009: 

Money Market Fund ................................................... . 

Comlnon/Collective Trusts ............................................... . 

Total investments at fair value ............................................ . 

There arc no assets categorized as level 1 or level 3. 

LC\'cI2 
(Millions) 

$ 2 
186 

$188 
= 

The GAC is an immediate participation guarantee contract. In accordance with the plan accounting guidance 
of the FASB ASC, the cost incurred to purchase the GAC prior to March 20, 1992, is permitted to be carried at 
contract value, since it is a contract with an insurance company and therefore is excluded from the table above. The 
cost incurred to fund the GAC after March 20, 1992, is carried at contract value in accordance with the plan 
accounting guidance of the FASB ASC, since it is a contract that incorporates mortality and morbidity risk. Contract 
value represents cost plus interest inco~ne less distributions for benefits and administrative expenses. 

Contributions. KU made a discretionary contribution to the pension plan of $13 million in April 2009 and 
$13 million in January 2007. The Company also made contributions to other postretirement benefit plans of 
$7 million, $5 mi11ion and $6 million in 2009, 2008 and 2007, respectively. The amount of future contributions to 
the pension plan will depend upon the actual return on plan assets and other factors, but the Company funds its 
pension obligations in a manner consistent with the Pension Protection Act of 2006. In January 2010, KU made a 
discretionary contribution to the pension plan of $13 million and anticipates making voluntary contributions to 
fund Voluntary Employee Beneficiary Association trusts to match the annual postretirement expense and funding 
the 401(h) plan up to the maximum amount allowed by law. 

Pension Legislation. The Pension Protection Act of 2006 was enacted in August 2006. New rules regarding 
funding of defined benefit plans are generally effective for plan years beginning in 2008. Among other matters, this 
comprehensive legislation contains provisions applicable to defined benefit plans which generally (i) mandate full 
funding of current liabilities within seven years; (ii) increase tax-deduction levels regarding contributions; 
(iii) revise certain actuarial assumptions, such as mortality tables and discount rates; and (iv) raise federal 
insurance premiums and other fees for under-funded and distressed plans. The legislation also contains a number of 
provisions relating to defined-contribution plans and qualified and non-qualified executive pension plans and other 
matters. The Company's plan met the minimum funding requirements as defined by the Pension Protection Act of 
2006 for years ended December 31, 2009 and 2008. 

Thrift Savings Plans. KD has a thrift savings plan under section 401(k) of the Internal Revenue Code. Dnder 
the plan, eligible employees may defer and contribute to the plan a portion of current compensation in order to 
provide future retirement benefits. KU makes contributions to the plan by matching a portion of the employee 
contributions. The costs of this matching were $3 million in 2009 and 2008, and $2 million in 2007. 

KU also makes contributions to retirement income accounts within the thrift savings plans for celiain employees not 
covered by noncontributory defined benefit pension plans. These employees consist mainly of those hired after 
December 31, 2005. The Company makes these contributions based on years of service and the employees' wage and 
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salary levels, and it makes them in addition to the matching contributions discussed above. The amounts contributed by 
the Company under this arrangement equaled less than $1 million in 2009, 2008 and 2007. 

Note 6 - Income Taxes 

A United States consolidated income tax return is filed by E.ON U.S.'s direct parent, E.ON US Investments 
Corp., for each tax period. Each subsidiary of the consolidated tax group, including KU, calculates its separate 
income tax for each period. The resulting separate-return tax cost or benefit is paid to or received from the parent 
company or its designee. The Company also files income tax returns in various state jurisdictions. While 2006 and 
later years are open under the federal statute of limitations, Revenue Agent Reports for 2006-2007 have been 
received from the IRS, effectively closing these years to additional audit adjustments. Adjustments to these tax 
years were previously recorded in the financial statements. Tax years 2007 and 2008 were examined under an IRS 
pilot program named "Compliance Assurance Process" (HCAP"). This program accelerates the IRS's review to 
begin during the year applicable to the return and ends 90 days after the return is filed. KU had no adjustments for 
the 2007 federal return. Areas remaining under examination for 2008 include bonus depreciation and the 
Company's application for a change in repair deductions. No net material adverse impact is expected from these 
remaining areas. 

Additions and reductions of uncertain tax positions during 2009, 2008 and 2007 were less than $1 million. 
Possible amounts of uncertain tax positions for KU that may decrease within the next 12 months total less than 
$1 million and are based on the expiration of the audit periods as defined in the statutes. If recognized, the less than 
$1 million of unrecognized tax benefits would reduce the effective income tax rate. 

The amount KU recognized as interest expense and interest accrued related to unrecognized tax benefits was 
less than $1 million as of December 31, 2009, 2008 and 2007. The interest expense and interest accrued is based on 
IRS and Kentucky Department of Revenue large cOlporate interest rates for underpayment of taxes. At the date of 
adoption, the Company accrued less than $1 million in interest expense on uncertain tax position!). KU records the 
interest as interest expense and penalties as operating expenses in the income statement and accrued expenses in the 
balance sheets, on a pre-tax basis. No penalties were accrued by the Company through December 31, 2009. 

Components of income tax expense are shown in the table below: 

2009 2008 2007 
(In millions) 

Current - federal .......................................... . $(5) $ 46 $28 

- state ........................................... . 10 13 

Deferred - federal - net .................................... . 43 (10) (5) 

- state - net ...................................... . 7 (3) (I) 

Investment tax credit - deferred .................................. . 21 25 43 

Amortization of investment tax credit .............................. . .J!) 
Total income tax expense ....................................... . $67 $ 68 $77 

Deferred federal and state income tax expense increased in 2009, compared to 2008, due primarily to 
temporary differences related to storm costs and depreciation. The temporary differences also resulted in an 
offsetting decrease to current federal and state taxes in 2009. Current federal income tax expense increased in 2008, 
compared to 2007, and investment tax credit - deferred decreased primarily due to claiming $18 million less in 
investment tax credits in 2008. Current state income tax decreased due to coal credits claimed in 2008. Deferred 
federal income tax expense decreased in 2008 primarily due to adjusting prior year estimates to actual based on the 
filed tax return. 

In June 2006, KU and LG&E filed ajoint application with the U.S. Department of Energy ("DOE") requesting 
certification to be eligible for investment tax credits applicable to the construction of TC2. In November 2006, the 
DOE and the IRS announced that KU and LG&E were selected to receive the tax credit. A final IRS certification 
required to obtain the investment tax credit was received in August 2007. In September 2007, KU received an Order 
from the Kentucky Commission approving the accounting of the investment tax credit. KU's portion of the TC2 tax 
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credit will be approximately $101 million over the construction period and wiII be amortized to income over the life 
of the related property beginning when the facility is placed in service. Based on eligible construction expenditures 
incurred, KU recorded investment tax credits of$21 million, $25 million and $43 million in 2009, 2008 and 2007, 
respectively. decreasing current federal income taxes. The amount claimed through 2009 is all that KU is allowed to 
claim. KU has reached the maximum credit of $101 million. In addition, a full depreciation basis adjustment is 
required for the amount of the credit. The income tax expense impact from amortizing these credits will begin when 
the facility is placed in service. 

In March 2008, certain environmental and preservation groups filed suit in federal court in North Carolina 
against the DOE and IRS claiming the investment tax credit program was in violation of certain environmental laws 
and demanded relief, including suspension or termination of the program. During 2008 and 2009, the plaintiffs 
submitted amended complaints aHeging additional claims for relief. In October 2009, the plaintiffs filed a motion 
for a preliminary injunction seeking temporary implementation of certain elements of the requested relief. The 
Company is not currently a party to this proceeding and is not able to predict the ultimate outcome of this matter. 

Components of net deferred tax liabilities included in the balance sheets are shown below: 

Deferred tax liabilities: 

Depreciation and other plant-related items .............................. . 

Regulatory assets and other 

Total deferred tax liabilities 

Deferred tax assets: 

Income taxes due to customers ...................................... . 

Pensions and related benefits ....................................... . 

Liabilities and other .............................................. . 

Total deferred tax assets ........................................... . 

Net deferred income tax liability 

Balance sheet classification 

Current assets ................................................. . 

Non-current liabilities ........................................... . 

Net deferred income tax liability ...................................... . 

2009 2008 
(In millions) 

$303 $284 
69 40 

372 324 

4 6 
17 19 
18 22 

39 47 

$333 $277 
= 

$ (3) $ (2) 
336 279 

$333 $277 
= 

The Company expects to have adequate levels of taxable income to realize its recorded deferred tax assets. 

A reconciliation of differences between the statutory U.S. federal income tax rate and KU's effective income 
tax rate foHows: 

2009 2008 2007 

Statutory federal income tax rate .............................. . 35.0% 35.0% 35.0% 

State income taxes, net of federal benefit. ....................... . 2.7 2.6 304 
Reduction of income tax reserve ... : .......................... . (0.2) (004) 

Qualified production activities deduction ........................ . (0.3) (1.1) (1.2) 

Dividends received deduction related to EEl investment ............. . (1.5) (4.2) (2.9) 

Reversal of excess deferred taxes ............................. . (0.9) (0.6) (0.8) 

Other differences ......................................... . (1.5) (1.4) (1.5) 

Effective income tax rate 33.5% 30.1% 31.6% -- = --
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The effective income tax rate increased from 2008 to 2009 primarily due to a $15 million decrease in 2009 
dividends received from Electric Energy Inc., reducing the dividends received deduction. The effective income tax 
rate decreased from 2007 to 2008 primarily due to increased dividends from its investment in EEL 

Note 7 - Long.Term Debt 

As of December 31, 2009 and 2008, long-term debt and the current portion of long-term debt consist primarily 
of pollution control bonds and long-term loans from. affiliated companies as summarized below. 

Stated Principa1 
Interest Rates Maturities Amounts 

(In millions) 

Outstanding at December 31, 2009: 

Noncurrent portion ........................ Variable -7.035% 2011·2037 $1,421 

Current portion ........................... Variable - 4.240% 2010-2034 $ 261 

Outstanding at December 31, 2008: 

Noncurrent portion ........................ Variable -7.035% 2010·2037 $1,304 

Current portion ........................... Variable 2023·2034 $ 228 

Long-term debt includes $228 million of pollution control bonds that are classified as current portion because 
these bonds are subject to tender for purchase at the option of the holder and to mandatory tender for purchase upon 
the occurrence of certain events. These bonds include Carron County 2002 Series A and B, 2004 Series A, 2006 
Series Band 2008 Series A; Muhlenberg County 2002 Series A; and Mercer Couuty 2000 Series A and 2002 
Series A. Maturity dates for these bonds range from 2023 to 2034. The average annualized interest rate for these 
bonds during 2009, 2008 and 2007, was 0.61%,1.75% and 3.72%, respectively. 

Pollution control bonds are obligations issued in connection with tax-exempt pollution control revenue bonds 
issued by various govemmental entities, principally counties in Kentucky. A loan agreement obligates the Company 
to make debt service payments to the county that equate to the debt service due from the county on the related 
pollution control revenue bonds. The loan agreement is an unsecured obligation of the Company. Proceeds from 
bond issuances for environmental equipment (primarily related to the installation of FGDs) were held in trust 
pending expenditure for qualifying assets. At December 31, 2009, KU had no bond proceeds in trust included in 
restricted cash on the balance sheet. At December 31, 2008, the Company had $9 million of bond proceeds in trust 
included in restricted cash in the balance sheets. 

Several of the pollution control bonds are insured by monoline bond insurers whose ratings have been reduced 
due to exposures relating to insurance of sub-prime mortgages. At December 31, 2009, the Company had an 
aggregate $351 million of outstanding pollution control indebtedness, of which $96 million is in the form of insured 
auction rate securities wherein interest rates are reset every 35 days via an auction process. Beginning in late 2007, 
the interest rates on these insured bonds began to increase due to investor concerns about the creditworthiness of the 
bond insurers. During 2008, interest rates increased, and the Company experienced "failed auctions" when there 
were insufficient bids for the bonds. \Vhen a failed auction occurs, the interest rate is set pursuant to a formula 
stipulated in the indenture. Duriug 2009, 2008 and 2007, the average rate on the auction rate bonds was 0.44%. 
4.50% and 3.96%, respectively. The instruments goveming these auction rate bonds permit KU to convert the bonds 
to other interest rate modes, such as various short-term variable rates, long-term fixed rates or intermediate-term 
fixed rates that are reset infrequently. In June 2009, S&P downgraded the credit rating of Ambac from "Au to 
''BBB''. As a result, S&P downgraded the rating on certain bonds in June 2009. The S&P rating of these bonds is 
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now based on the rating of the Company rather than the rating of Arnbac since the Company's rating is higher. The 
following table presents the bonds downgraded: 

Bond Rating 
Moody's S&P 

Tax Exempt Bond Isslles Principal 2009 2008 2009 2008 
($ in millions) 

Carroll County 2002 Series C . . . . . . . . . . . . . . . . . . . . . . . . . . $96 A2 A2 BBB+ A 
Carroll County 2007 Series A. . . . . . . . . . . . . . . . . . . . . . . . . . $18 A2 A2 BBB+ A 
Trimble Connty 2007 Series A . . . . . . . . . . . . . . . . . . . . . . . . . $ 9 A2 A2 BBB+ A 

During 2008, KU converted several series of its pol1ution control bonds from the auction rate mode to a weekly 
interest rate mode, as pCllTIitted under the loan documents. In connection with these conversions, the Company 
purchased some of the bonds from the remarketing agent. The bonds that were repurchased from the remarketing 
agent in 2008 were either defeased Of remarketed during 2008. 

As of December 31, 2009, KU had 110 remaining repurchased bonds. During 2008, KU refinanced and 
remarketed $63 million and refinanced $17 million of pollution control bonds that had been previously repurchased 
by the Company. 

All of KU's first mortgage bonds were released and terminated in February 2007. Under the provisions for 
certain ofKU's variable-rate pollution control bonds, the bonds are subject to tender for purchase at the option of the 
holder and to mandatory tender for purchase upon the occurrence of certain events, causing the bonds to be 
classified as current portion of long-term debt in the balance sheets. The average annualized interest rate for these 
bonds during 2009, 2008 and 2007 was 0.61%, 1.75% and 3.72%, respectively. 

There were no redemptions or maturities ofIong-term debt for 2009. Redemptions and maturities of long-term 
debt for 2008 and 2007 are summarized below: 

Principal Secured! 
Year Description Amount Rate Unsecured Maturity 

($ in millions) 

2008 Pollution control bonds ...................... $13 Variable Secured 2035 

2008 Pollution control bonds ...................... $13 Variable Secured 2035 

2008 Pollution control bonds ...................... $17 Variable Secured 2036 
2008 Pollution control bonds ...................... $17 Variable Secured 2036 

2007 Pollution control bonds ...................... $54 Variable Secured 2024 

2007 First mortgage bonds ........................ $54 7.92% Secured 2007 
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Issuances of long-term debt for 2009, 2008 and 2007 are summarized below: 

Principal Secured! 
Description Amount Rate Unsecured Maturity 

($ iUll1i11ioIlS) 

Due to Fidelia $ 50 4.445% Unsecured 2019 

Due to Fidelia . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 50 4.81% Unsecured 2019 

Due to Fidelia ........................... $ 50 5.28% Unsecured 2017 

Due to Fidelia ........................... $ 75 7.035% Unsecured 2018 

Pollution control bonds ................... , . $ 78 Variable Unsecured 2032 

Due to Fidelia ........................... $ 50 6.16% Unsecured 2018 

Due to Fidelia . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 50 5.645% Unsecured 2018 

Due to Fidelia ........................... $ 75 5.85% Unsecured 2023 

Pol1ution control bonds ... , ................. $ 54 Variable Unsecured 2034 

Pollution control bonds ..................... $ 18 Variable Unsecured 2026 

Pollution control bonds ..................... $ 9 Variable Unsecured 2037 

Due to Fidelia ........................... $ 53 5.69% Unsecured 2022 

Due to Fidelia ........................... $ 75 5.86% Unsecured 2037 

Due to Fidelia ........................... $ 50 5.98% Unsecured 2017 

Due to Fidelia ........................... $100 5.96% Unsecured 2028 

Due to Fidelia ........................... $ 70 5.71% Unsecured 2019 

Due to Fidelia ........................... $100 5.45% Unsecured 2014 

In February 2007, KU completed a series of financial transactions impacting its periodic reporting require
ments. The $54 million Pollution Control Series 10 bond was refinanced and replaced with a new unsecured tax
exempt bond of the same amount maturing in 2034. The $53 million Series P bond was defeased and replaced with 
an intercompany loan totaling $53 mi11ion from Fidelia. In conjunction with the defeasance, the Company 
terminated the related interest rate swap. Fidelia also agreed to eliminate the second liell on its two secured 
loans. Pursuant to the terms of the remaining tax-exempt bonds, the first mortgage bonds were cancelled and the 
underlying lien on substantially all of KU's assets was released following the completion of these steps. KU no 
longer has any secured debt and is no longer subject to periodic reporting under the Securities Exchange Act of 
1934. 

In October 2008, the Company issued Carroll County 2008 Series A tax exempt bonds in the amount of 
$78 million. The new bonds mature on February 1, 2032, and bear interest at a variable rate. The new bonds 
refinance four existing bonds (Carroll County 2005 Series A and B - $13 million each and the Carroll County 
2006 Series A and C - $17 million each), and include $18 million of new funding. The proceeds were held in 
escrow pending incurrence of qualifying expenditures, but have now been used. 

In December 2008, KU converted the interest rate mode of the Carroll County 2006 Series B to a weekly mode 
from an auction mode. The bonds along with the Can'oll County 2004 Series A, the Mercer County 2000 Series A, 
and the Carroll County 2008 Series A, were issued with the enhancement of a letter of credit. The bonds have been 
reclassified as current portion of long~tenn debt because investors can put the bonds back to the Company on a 
weekly basis. 

As of December 31, 2009, $1,331 million of unsecured notes payable was outstanding to the Company's 
affiliate, Fidelia, with interest rates ranging from 4.24% to 7.04% and maturities ranging from 2010 to 2037. 
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Long-term debt maturities for KU are shown in the following table: 

2010 

2011 

2012 

2013 

2014 

Thereafter ......................................................... . 

Total ............................................................. . 

(In millions) 

$ 33 

50 

175 

100 

1,324(a) 

$1,682 
= 

(a) Includes long-term debt of $228 million classified as current liabilities because these bonds are subject to 
tender for purchase at the option of the holder and to mandatory tender for purchase upon the occurrence of 
certain events. Maturity dates for these bonds range from 2023 to 2034. 

Note 8 - Notes Payable and Other Short·Term Obligations 

KU participates in an intercompany money pool agreement wherein E.ON U.S. andlor LG&E make funds 
available to KU at market·based rates (based on highly rated commercial paper issues) up to $400 million. Details of 
the balances are as foHows: 

Total Money Amount Balance Anrage 
Pool Available Outstanding Mailable Interest Rate 

December 31, 2009 ................... . 

December 31, 2008 '" ................ . 

$400 

$400 

($ in millions) 

$45 

$16 

$355 

$384 

0.20% 

1.49% 

E.ON U.S. maintains revolving credit facilities totaling $313 million at December 31, 2009 and 2008, to 
ensure funding availability for the money pool. At December 31, 2009 and 2008, one facility, totaling $150 million, 
is with E.ONNorth America, Inc., while the remaining line, totaling $163 million, is with FIdelia; both are affiliated 
companies. The balances are as follows: 

Total Amount Balance Awrage 
Anl.ilable Outstanding Ayailable Interest Rate 

December 31, 2009 . . . . . . . . . . . . . . . . . . . . . . . . . . . $313 

December 31, 2008 . . . . . . . . . . . . . . . . . . . . . . . . . . . $313 

($ inl11iHions) 

$276 

$299 

$37 

$14 

1.25% 

2.05% 

As of December 31, 2009, the Company maintained a bilateral line of credit, with an unaffiliated financial 
institution, totaling $35 million which matures in June 2012. At December 31, 2009, there was no balance 
outstanding under this facility. 

The covenants under this revolving line of credit include the following: 

• The debt/total capitalization ratio must be less than 70% 

• E.ON must own at least. 66.667% of voting stock of KU directly or indirectly 

• The corporate credit rating of the Company must be at or above BBB~ and Baa3 as deteI111ined by S&P and 
Moody's 

• A limitation on disposing of assets aggregating more than 15% of total assets as of December 31, 2006 

KU was in compliance with these covenants at December 31, 2009. 

In October 2008, KU closed on a $78 miJIion bilateral line of credit which had a 364 day maturity. This facility 
was terminated in December 2008 and replaced by four new letter of credit facilities to allow issuance of letters of 
credit totaling $198 miJIion to support tax·exempt bonds totaling $195 miJIion of the $228 milJion of bonds that can 
be put back to the Company. Should the holders elect to put the bonds back and they cannot be remarketed, the letter 
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of credit would fund the investor's payment. The expiration date for the letters of credit has been extended to 
December 2010. The reimbursement agreements are identical and contain the following covenants: 

E.ON must own 75% of voting stock of KU directly 01' indirectly 

A limitation on disposing of assets aggregating more than 20% of total assets as of most recent quarter-end. 

At December 31, 2009, KU had no remaining capacity for letters of credit under these facilities and was in 
compliance with these covenants. 

Note 9 - Commitments and Contingencies 

Operating Leases. KU leases office space, office equipment, plant equipment, real estate, railcars, tele
communications and vehicles and accounts for these leases as operating leases. In addition, KU reimburses LG&E 
for a portion of the lease expense paid by LG&E for KU's usage of office space leased by LG&E. Total lease 
expense was $10 million, $9 million and $6 million for 2009,2008 and 2007, respectively. The future minimum 
annual lease payments for operating leases for years subsequent to December 31, 2009, are shown in the following 
table: 

2010 

2011 

2012 

2013 

2014 

(In millions) 

$ 7 
6 
5 

4 

4 

Thereafter ... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3 

Total. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $29 

Owensboro Contract Litigation. In May 2004, the City of Owensboro, Kentucky and OMU commenced a 
suit which was removed to the U.S. Di,strict Court for the Western District of Kentucky, against KU concerning a 
long-term power supply contract (the "OMU Agreement") with KU. The dispute involved interpretational 
differences regarding issues under the OMU Agreement, including various payments or charges between KU 
and OMU and rights concerning excess power, termination and emissions allowances. In July 2005, the court issued 
a summary judgment ruling upholding OMU's contractual right to terminate the OMU agreement in May 2010. 

In September and October 2008, the COUlt granted rulings on a number of summalY judgment petitions in the 
Company's favor. The summary judgment rulings resulted in the dismissal of all of OMU's remaining claims 
against the Company. The trial on KU's counterclaim occurred during October and November 2008. During 
February 2009, the court issued orders on the matters covered at trial, including (i) awarding the Company an 
aggregate $9 million relating to the cost of NO x allowances charged by OMU to KU and the price of back-up power 
purchased by OMU from KU, plus pre- and post-judgment interest, and (ii) denying the Company's claim for 
damages based upon sub~par operations and availability of the OMU units. In April 2009, the court issued a ruling 
on various post~trial motions denying certain challenges to calculation elements of the $9 million award or of 
interest amounts associated therewith. In May 2009, KU and OMU executed a settlement agreement resolving the 
matter on a basis consistent with the court's prior rulings and the Company has received the agreed settlement 
amounts. 

Sale alld Leaseback Transaction. The Company is a participant in a sale and leaseback transaction involving 
its 62% interest in two jointly owned CTs at KU's E.\V. Brown generating station (Units 6 and 7). Commencing in 
December 1999, KU and LG&Eentered into a tax-efficient, 18-ycar lease of the CTs. KU and LG&Ehave provided 
funds to fully defense the lease, and have executed an irrevocable notice to exercise an early purchase option 
contained in the lease after 15.5 years. The financial statement treatment of this transaction is no different than if 
KU had retained its ownership. The leasing transaction was entered into following receipt of required state and 
federal regulatory approvals. 
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In case of default under the lease, the Company is obligated to pay to the lessor its share of certain fees or 
amounts. Primary events of default include loss or destruction of the CTs, failure to insure or maintain the CTs and 
unwinding of the transaction due to governmental actions. No events of default currently exist with respect to the 
lease. Upon any termination of the lease, whether by default or expiration of its term, title to the CTs reverts jointly 
to KU and LG&E. 

At December 31, 2009, the maximum aggregate amount of default fees or amounts was $8 million, of which 
KU would be responsible for 62% (approximately $5 million). The Company has made arrangements with E.ON 
U.S., via guarantee and regulatory commitment, for E.ON U.S. to pay its full portion of any default fees or amounts. 

Lel/eroferedit. KUhas provided letters of credit totaling $198 million supporting bonds of$195 million and 
a letter of credit totaling less than $1 million to support certain obligations related to workers' compensation. 

Power Purchases. The Company has power purchase arrangements with OMU and OVEC. Under the OMU 
agreement, which will be terminated by OMU in May 2010, KU purchases all of the output of an approximately 
400-Mw coal-fired generating station not required by OMU. The amount of power purchases available to the 
Company during 2010, which is expected to be approximately 5% of KU's total Kwh native load energy 
requirements, is dependent upon a number of factors including the OMU units' availability, maintenance schedules, 
fuel costs and OMU requirements. Payments are based on the total costs of the station allocated per terms of the 
OMU agreement. Included in the total costs is KU's proportionate share of debt service requirements on 
$207 million of OMU bonds outstanding at December 31, 2009. The debt service is allocated to KU based on 
its annual allocated share of capacity, which averaged approximately 44% in 2009. KU does not guarantee the OMU 
bonds, or any requirements therein, in the event of default by OMU. 

KU has a contract for power purchases with OVEC, terminating in 2026, for various Mw capacities. KU has an 
investment of2.5% ownership in OVEC's common stock, which is accounted for on the cost method of accounting. 
The Company's share of OVEC's output is 2.5%, approximately 55 Mw of generation capacity. Future obligations 
for power purchases are shown in the following table: 

2010 

2011 

2012 

2013 

2014 

(In millions) 

$ 16 

10 

10 

11 

12 

Thereafter ........................... . . . . . . . . . .. .. .. . .. .. .. . .. . . .. . . 177 

Total. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $236 

Coal alld Gas Purchase Obligations. KU has contracts to purchase coal and natural gas transportation. 
Future obligations arc shown in the following table: 

2010 
2011 

2012 

2013 

2014 

Thereafter ......................................................... . 

Total ............................................................. . 

(In millions) 

$ 391 

307 

145 

88 

92 

--=(a) 

$1,023 
= 

(a) Obligations after 2014 arc indexed to future market prices and are not included above since prices wiI] be set in 
the future using the contracted methodology. 
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COllstruction Program. KU had $62 million of commitments in connection with its construction program at 
December 31, 2009. 

In June 2006, KU and LG&E entered into a construction contract regarding the Te2 project. The contract is 
generally in the form of a lump-sum, turnkey agreement for the design, engineering, procurement, construction, 
commissioning, testing and delivery of the project, according to designated specifications, terms and conditions. 
The contract price and its components are subject to a number of potential adjustments which may serve to increase 
or decrease the ultimate construction price paid or payable to the contractor. The contract also contains standard 
representations, covenants, indemnities, termination and other provisions for arrangements of this type, including 
termination for convenience or for cause rights. In March 2009, the parties completed an agreement resolving 
certain construction cost increases due to higher labor and per diem costs above an established baseline, and certain 
safety and compliance costs resulting from a change in law. The Company's share of additional costs from inception 
of the contract through the expected project completion in 2010 is estimated to be approximately $30 million. 
During the past and to date in 2010, KU and LG&E have received a number of contractual notices from the TC2 
constmction contractor asserting force majeure/excusable event claims for adjustments to either or both of contract 
price or construction schedule with respect to certain events which, if granted, may affect such contractual terms in 
addition to a possible extension of the commercial operations date, liquidated damages or other relevant provisions. 
The parties are continuing to discuss such matters in good faith and to resolve them in a commercially reasonable 
manner. The Company cannot currently estimate the ultimate outcome of these matters, including the extent, if any, 
that it results in increased costs charged for construction ofTC2 and/or relief relating to the construction completion 
or operations dates. 

Te2 Air Permit. The Sierra Club and other environmental groups filed a petition challenging the air permit 
issued for the Te2 baseload generating unit which was issued by the Kentucky Division for Air Quality ("KDAQ") 
in November 2005. In September 2007, the Secretaty of the Kentucky Environmental and Public Protection Cabinet 
issued a final Order upholding the permit. The environmental groups petitioned the EPA to object to the state permit 
and subsequent permit revisions. In determinations made in September 2008 and June 2009, the EPA rejected most 
of the environmental groups' claims, but identified three permit deficiencies which the KDAQ addressed by 
revising the permit. In August 2009, the EPA issued an order denying the remaining claims with the exception of 
two additional deficiencies which the KDAQ was directed to address. The EPA determined that the proposed permit 
subsequently issued by the KDAQ satisfied the conditious of the EPA Order, although the agency recommended 
certain enhancements to the administrative record. In January 2010, the KDAQ issued a final permit revision 
incorporating the proposed changes to address the two EPA objections. In March 2010, the Sierra Club submitted a 
petition to the EPA to object to the permit revision, which petition is now pending before the EPA. The Company 
believes that the final permit as revised should not have a material adverse effect on its financial condition or results 
of operations. However, until the right to challenge the final permit expires, the Company cannot predict the final 
outcome of this matter. 

Thermostat Replacement. During January 2010, KU and LG&E announced a voluntary plan to replace 
certain thermostats which had been provided to customers as part of the Companies' demand reduction programs, 
due to concerns that the thermostats may present a safety hazard. Under the plan, the Companies anticipate 
replacing up to approximately 14,000 thermostats. Estimated costs associated with the replacement program may 
be $2 million. However, the Companies cannot fully predict the ultimate outcome of the replacement program or 
other effects or developments which may be associated with the thermostat replacement matter at this time. 

Reserve Sharing Developments. The membership of KU and LG&E in the Midwest Contingency Reserve 
Sharing Group tenninated on December 31, 2009. In December 2009, the Companies entered into arrangements 
with Tennessee Valley Authority and East Kentucky Power Cooperative to form a new reserve sharing group, the 
TEE Contingency Reserve Sharing Group. Contingency reserves, including spinning reserves and supplemental 
reserves, relate to power or capacity requirements that the Companies must have available for certain reliability 
purposes. In general, the operational and financial impact of reserve sharing arrangements varies based upon factors 
such as the terms of tile agreement, the relative generating and operations conduct of the palties and relevant market 
prices. While the Companies do not anticipate the revised reserve sharing developments will have a material 
adverse effect on their prospective operations or financial condition, such outcome canllot be guaranteed. 
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Mine Safety Compliance Costs. In March 2006, the Mine Safety and Health Administration enacted 
Emergency Temporary Standards regulations and has issued additional regulations as the result of the passage 
of the Mine Improvement and New Emergency Response Act of 2006, which was signed into law in June 2006. At 
the state level, Kentucky and other states that supply coal to KU. have passed new mine safety legislation. These 
pieces of legislation require all underground coal mines to implement new safety measures and install new safety 
equipment. Under the terms of the majority of the longHterm coal contracts the Company has in place, provisions are 
made to allow for price adjustments for compliance costs resulting from new or amended laws or regulations. KU's 
coal suppliers regularly submit price adjustments related to these compliance costs. The Company employs an 
external consultant to review all relevant mine safety compliance cost claims for validity and reasonablcness. 
Dcpending upon thc tcrms of the contracts and commercial practice, the Company may delay payment of the 
adjustments or pay certain adjustments subject to refund. At appropriate times in the review, paymcnt or refund 
processes, KU may make adjustments to the values or amounts or values of inventory, accounts receivable or 
accounts payable relating to coal matters. In general, the Company expects to recover these coal~related cost 
adjustments through the FAC. 

Environmental Mailers. The Company's operations are subject to a number of environmental laws and 
regulations in each of the jurisdictions in which it operates, governing, among other things, air emissions, 
wastewater discharges, the use, handling and disposal of hazardous substances and wastes, soil and groundwater 
contamination and employee hea1th and safety. 

Clean Air Act Requirements. T~c Clean Air Act establishes a comprehensive set of programs aimed at 
protecting and improving air quality in the Unitcd States by, among other things, controlling stationary sources of 
air emissions such as power plants. \Vhile the general regulatory framework for these programs is established at the 
federal level, most of the programs are implemented and administered by the states under the oversight of the EPA. 
The key Clean Air Act programs relevant to KU's business operations are described below. 

Ambient Air Quality. The Clean Air Act requires the EPA to pedodicaIly review the available scientific data 
for six criteria pollutants and establish concentration levels in the ambient air sufficient to protect the public health 
and welfare with an extra margin for safety. These concentration levels are known as National Ambient Air Quality 
Standards (''NAAQS''). Each state must identify "nonattaillment areas" within its boundaries that fail to comply 
with the NAAQS and develop a SIP to bring such nonattainmcnt areas into compliance. If a state fails to develop an 
adequate plan, the EPA must develop and implement a plan. As the EPA increases the stringency of the NAAQS 
through its periodic reviews, the attainment status of various areas may change, thereby triggering additional 
emission reduction obligations under revised SIPs aimed to achieve attainment. 

In 1997, the EPA established new NAAQS for ozone and fine particulates that required additional reductions in 
S02 and NOx emissions from power plants. In 1998, the EPA issued its final "NOx SIP Call" rule requiring 
reductions in NOx emissions of approximately 85% from 1990 levels in order to mitigate ozone transport from the 
midwestern U.S. to the northeastern U.S. To implement the new federal requirements, Kentucky amended its SIP in 
2002 to require electric generating units to reduce their NOx emissions to 0.15 pounds weight per MMBtu on a 
company-wide basis. In 2005, the EPA issued the CAIR which required additional S02 emission reductions of70% 
and NOx emission reductions of 65% from 2003 levels. The CAIR provided for a two-phase cap and trade program, 
with initial reductions of NO x and S02 emissions due by 2009 and 2010, respectively, and final reductions due by 
2015. In 2006, Kentucky proposed to amend its SIP to adopt state requirements similar to those under the federal 
CAIR. Depending on the level of action determined necessary to bring local 110nattainment areas into compliance 
with the new ozone and fine particulate standards, KU's power plants are potentiaIly subject to additional reductions 
in S02 and NOx emissions. In January 2010, EPA issued a proposed rule to reconsider the NAAQS for Ozone, 
previously revised in 2008. The proposal would institute more stringent standards. At present, the Company is 
unable to determine what, if any, additional requirements may be imposed to achieve compliance with the new 
ozone standard. 

In July 2008, a federal appeals court issued a ruling finding deficiencies in the CAIR and vacating it. In 
December 2008, the Court amended its previous Order, directing the EPA to promulgate a new regulation, but 
leaving the CAIR in place in the interim. Depending upon the course of such matters, the CAIR could be superseded 
by new or revised NOx or S02reguiations with different or more stringent requirements and SIPs which incorporate 
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CArR requirements could be subject to revision. KU is also reviewing aspects of its compliance plan relating to the 
CAIR, including scheduled or contracted pollution control construction programs. Finally, as discussed below, the 
remand of the CAIRresults in some uncertainty with respect to certain other EPA or state programs and proceedings 
and the Companies' compliance plans relating thereto, due to the interconnection of the CAIR with such associated 
programs. At present, KU is not able to predict the outcomes of the legal and regulatory proceedings related to the 
CAIR and whether such outcomes could have a material effect on the Company's financial or operational 
conditions. 

Hazardous Air Pollutants. As provided in the Clean Air Act, as amended, the EPA investigated hazardous air 
pollutant emissions from electric utilities and submitted a report to Congress identifying mercury emissions from 
coal-fired power plants as warranting further study. In 2005, the EPA issued the Clean Air Mercury Rule CHCAMR") 
establishing mercury standards for new power plants and requiring al1 states to issue new SIPs including mercury 
requirements for existing power plants. The EPA issued a model rule which provides for a two-phase cap and trade 
program with initial reductions due by 2010 and final reductions due by 2018. The CAMR provided for reductions 
of 70% from 2003 levels. The EPA closely integrated the CAMR and CAIR programs to ensure that the 2010 
mercury reduction targets would be achieved as a "co-benefit" of the controls installed for purposes of compliance 
with the CAIR. 

In February 2008, a federal appellate court issued a decision vacating the CAMR. The EPA has announced that 
it intends to promulgate a new rule to replace the CAMR. Depending on the final outcome of the rulemaking, the 
CAMR could be replaced by new mercury reduction rules with different or more stringent requirements. Kentucky 
has also repealed its corresponding state mercury regulations. At present, KU is not able to predict the outcomes of 
the legal and regulatory proceedings related to the CAMR and whether such outcomes could have a material effect 
on the Company's financial or operational conditions. 

Acid Rain Pmgram. The Clean Air Act, as amended, imposed a two-phased cap and trade program to reduce 
SOl emissions from power plants that were thought to contribute to "acid rain" conditions in the northeastern 
U.S. The Clean Air Act, as amended, also contains requirements for power plants to reduce NOx emissions through 
the use of available combustion controls. 

Regional Haze. The Clean Air Act also includes visibility goals for certain federally designated areas, 
including national parks, and requires states to submit SIPs that will demonstrate reasonable progress toward 
preventing future impairment and remedying any existing impairment of visibility in those areas. In 2005, the EPA 
issued its Clean Air Visibility Rule C"CAVR") detailing how the Clean Air Act's Best Available Retrofit Technology 
("BART") requirements will be applied to facilities, including power plants, built between 1962 and 1974 that emit 
certain levels of visibility impairing pollutants. Under the final rule, as the CAIR provided for more visibility 
improvement than BART, states are allowed to substitute CAIR requirements in their regional haze SIPs in lieu of 
controls that would otherwise be required by BART. The final rule has been challenged in the courts. Additionally, 
because the regional haze SIPs incorporate certain CAIR requirements, the remand of CAIR could potentially 
impact regional haze SIPs. See "Ambient Air Quality" above for a discussion of CAIR-related uncertainties. 

Illstaliatioll of Pollution Controls. Many of the programs under the Clean Air Act utilize cap and trade 
mechanisms that require a company to hold sufficient emissions allowances to cover its authorized emissions on a 
company-wide basis and do not require instal1atioll of pollution controls 011 every generating unit. Under cap and 
trade programs, companies are free to focus their pollution control efforts on plants where such controls are 
particularly efficient and utilize the resulting emission allowances for smaller plants where such controls are not 
cost effective. KU met its Phase I S02 requirements primarily through installation ofFGD equipment on Ghent Unit 
1. KU's strategy for its Phase II SOl requirements, which commenced in 2000, includes the installation of additional 
FGD equipment, as well as using accumulated emission allowances and fuel switching to defer certain additional 
capital expenditures. In order to achieve the NOx emission reductions and associated obligations, KU installed 
additional NOx controls, including SCR technology, during the 2000 through 2009 time period at a cost of 
$221 million. In 2001, the Kentucky Commission granted approval to recover the costs incurred by KU for these 
projects through the environmental surcharge mechanism. Such monthly recovery is subject to periodic review by 
the Kentucky Commission. 
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In order to achieve mandated emissions reductions, KU expects to incur additional capital expenditures 
totaling approximately $320 million during the 2010 through 2012 time period for pollution controls including FGD 
and SCR equipment, and additional operating and maintenance costs in operating such controls. In 2005, the 
Kentucky Commission granted approval to recover the costs incurred by the Company for these projects through the 
ECR mechanism. Such monthly recovery is subject to periodic review by the Kentucky Commission. KU believes 
its costs in reducing S02. NOx and mercury emissions to be comparable to those of similarly situated utilities with 
like generation assets. KU's compliance plans are subject to many factors including developments in the emission 
allowance and fuels markets, future legislative and regulatory enactments, legal proceedings and advances in clean 
air technology. KU will continue to monitor these developments to ensure that its environmental obligations are met 
in the most efficient and cost-effective manner. Sec "Ambient Air Quality" above for a discussion of CAIR-related 
uncertainties. 

GHG Developments. In 2005, the Kyoto Protocol for reducing ORO emissions took effect, obligating 
37 industrialized countries to undertake substantial reductions in GHO emissions. The U.S. has not ratified the 
Kyoto Protocol and there are currently no mandatory GRG emission reduction requirements at the federal level. As 
discussed below, legislation mandating ORG reductions has been introduced in the Congress, but no federal 
legislation has been enacted to date. In the absence of a program at the federal level, various states have adopted 
their own GHG emission reduction programs. Such programs have been adopted in various states including 
11 northeastern U.S. states and the District of Columbia under the Regional GRG Initiative program and California. 
Substantial efforts to pass federal GHG legislation are on-going. The current administration has announced its 
support for the adoption of mandatory ORO reduction requirements at the federal level. The United States and other 
countries met in Copenhagen, Denmark in December 2009, in an effort to negotiate a GRG reduction treaty to 
succeed the Kyoto Protocol, which is set to expire in 2013. At Copenhagen, the U.S. made a nonbinding 
commitment to, among other things, seek to reduce GRO emissions to 17% below 2005 levels by 2020 and 
provide financial support to developing countries. The United States and other nations are scheduled to meet in 
Cancul1, Mexico in late 2010 to continue negotiations toward a binding agreement. 

GHG Legislation. KU is monitoring on-going efforts to enact GHG reduction requirements and require
ments governing carbon sequestration at the state and federal level and is assessing potential impacts of such 
programs and strategies to mitigate those impacts. In June 2009, the U.S. House of Representatives passed the 
American Clean Energy and Secmity Act of 2009, CH.R. 2454), which is a comprehensive energy bill containing the 
first-ever nation-wide GHG cap and trade program. If enacted into law, the bill would provide for reductions in 
GHG emissions of3% below 2005 levels by 2012. 17% by 2020, and 83% by 2050. In order to cushion potential rate 
impacts for utility customers, approximately 43% of emissions allowances would initially be allocated at no cost to 
the electric utility sector, with this allocation gradually declining to 7% in 2029 and zero thereafter. The bill would 
also establish a renewable electricity standard requiring utilities to meet 20% of their electricity demand through 
renewable energy and energy efficiency by 2020. The bill contains additional provisions regarding carbon capture 
and sequestration, clean transportation, smart grid advancement, nuclear and advanced teChnologies and energy 
efficiency. 

In September 2009. the Clean Energy Jobs and American Power Act (S. 1733). which is largely patterned on 
the House legislation, was introduced in the U.S. Senate. The Senate bill raises the emissions reduction target for 
2020 to 20% below 2005 levels and does not include a renewable electricity standard. While the initial bill lacked 
detailed provisions for the allocation of emissions allowances, a subsequent revision has incorporated allowance 
allocation provisions similar to the House bill. The Company is closely monitoring the progress of the legislation, 
although the prospect for passage of comprehensive GRG legislation in 2010 is uncertain. 

ORO Regulatious. In April 2007, the U.S. Supreme Court mlcd that the EPA has the authority to regulate 
GHG under the Clean Air Act. In April 2009, the EPA issued a proposed endangerment finding concluding that 
GHGs endanger public health and welfare, which is an initial rulemaking step under the Clean Air Act. A final 
endangerment finding was issued in December 2009. In September 2009, the EPA issued a final GRO reporting rule 
requiring reporting by facilities with annual GHG emissions equivalent to at least 25,000 tons of carbon dioxide. A 
number of the Company's facilities will be required to submit annual reports commencing with calendar year 2010. 
Also in September 2009, the EPA proposed to require new or modified sources with GHG emissions equivalent to at 
least 10,000 to 25,000 tons of carbon dioxide to obtain permits under the Prevention of Significant Deterioration 
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Program. Such new or modified facilities would be required to install Best Available Control Technology. \Vhile the 
Company is unaware of any currently available OHO control technology that might be required for installation on 
new or modified power plants, it is ctllTcntly assessing the potential impact of the proposed rule. A final rule is 
expected in 2010. 

The Company is unable to predict whether mandatory OHO reduction requirements will ultimately be enacted 
through legislation or regulations. As a company with significant coal-fired generating assets, KU could be 
substantially impacted by programs requiring mandatory reductions in GHG emissions, although the precise impact 
on its operations, including the reduction targets and deadlines that would be applicable, cannot be determined prior 
to the enactment of such programs. While the Company believes that many costs of complying with mandatory 
GHG reduction requirements or purchasing emission allowances to meet applicable requirements would likely be 
recoverable, in whole or in part under the ECR, where such costs are related to the Company's coal-fired generating 
assets, or other potential cost-recovery mechanisms, this cannot be assured. 

GHG Litigation. A number of lawsuits have been filed asserting common law claims including nuisance, 
trespass and negligence against various companies with GHG emitting facilities. In October 2009, a three judge 
panel of the United States Court of Appeals for the 5th Circuit in the case of Comer v. Murphy Oil reversed a lower 
court, holding that private plaintiffs have standing to assert certain common lawc1aims against more than 30 utility, 
oil, coal and chemical companies. However, in March 2010, the court vacated the opinion of the three-judge panel 
and granted a motion for rehearing. The Comer complaint alleges that GHG emissions from the defendants' 
facilities contributed to global walming which increased the intensity of Hurricane Katrina. RON, the parent ofKU 
and LG&E was included as a defendant in the complaint, but has not been subject to the proceedings due to the 
failure of the plaintiffs to pursue service under the applicable international procedures. KU and LG&E are currently 
unable to predict further developments in the Comer case. KU and LG&E continue to monitor relevant GHG 
litigation to identify judicial developments that may be potentially relevant to their operations. 

Brown New Source Review Litigation In April 2006, the EPA issued an NOV alleging that KU had violated 
certain provisions of the Clean Air Act's new source review rules relating to work performed in 1997, on a boiler and 
turbine at KU's E.W. Brown generating station. In December 2006, the EPA issued a second NOV alleging the 
Company had exceeded heat input values in violation of the air permit for the unit. In March 2007, the Department 
of Justice filed a complaint in federal court in Kentucky al1eging the same violations specified in the prior NOVs. 
The complaint sought civil penalties, including potential per-day fines, remedial measures and injunctive relief. In 
December 2008, the Company reached a tentative settlement with the government resolving all outstanding claims. 
The proposed consent decree, which was approved by the court in March 2009, provides for payment of a $1 million 
civil penalty; funding of $3 million in environmental mitigation projects; surrender of 53,000 excess S02 
allowances; surrender of excess NOx aIlowances estimated at 650 allowances annually for eight years; installation 
of an FGD by December 31, 2010; installation of an SCR by December 31, 2012; and compliance with specified 
emission limits and operational restrictions. 

Sectio1l114 Requests. In August 2007, the EPA issued administrative information requests under Sectiolll14 
of the Clean Air Act requesting new source review-related data regarding certain projects undertaken at LG&E's 
Mill Creek 4 and TCI generating units and KU's Ghent 2 generating unit. KU and LG&E have compHed with the 
infonnation requests and arc not able to predict further proceedings in this matter at this time. 

Ghent Opacity NOV. In September 2007, the EPA issued an NOV alleging that KU had violated certain 
provisions of the Clean Air Act's operating rules relating to opacity during June and July of 2007 at Units 1 and 3 of 
KU's Ghent generating station. The parties have met on this matter and KU has received no further communications 
from the EPA. The Company is not able to estimate the outcome or potential effects of these matters, including 
whether substantial fines, penalties or remedial measures may result. 

Ghent NeH' Source Review NOV. In March 2009, the EPA issued an NOVaIleging that KU violated certain 
provisions of the Clean Air Act's rules governing new source review and prevention of significant deterioration by 
installing FGD and SCR controls at its Ghent generating station without assessing potential increased sulfuric acid 
mist emissions. KU contends that the work in question, as pollution control projects, was exempt from the 
requirements cited by the EPA. In December 2009, the EPA issued a Section 114 information request seeking 
additional information on this matter. The Company is currently unable to determine the final outcome of this 
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matter or the impact of an unfavorable determination upon the Company's financial position or results of 
operations. 

Ash POllds, Coal-Combustion Byprotiucfs alld Water Discharges. The EPA has undertaken various initiatives 
in response to the December 2008 impoundment failure at the Tennessee Valley Authority's Kingston power plant, 
which resulted in a major release of coal combustion byproducts into the environment. The EPA issued information 
requests to utilities throughout the country. including KU, to obtain information on their ash ponds and other 
impoundments. In addition, the EPA inspected a large number of impoundments located at power plants to 
determine their stmctural integrity. The inspections included several of the Company's impoundments, which the 
EPA found to be in satisfactory condition. The Company is awaiting final inspection reports for additional 
impoundments. The EPA and other agencies are currently considering the need to revise applicable standards 
governing the structural integrity of ash ponds and other impoundments. In addition, the EPA has announced that it 
is re-evaluating current regulatory requirements applicable to coal combustion byproducts and anticipates pro
posing new rules by early 2010. The EPA is considering a wide range of regulatory options including subjecting ash 
ponds and landfills handling coal combustion byproducts to regulation under the hazardous waste program. Finally, 
the EPA has announced plans to develop revised effluenllimitations guidelines and standards governing discharges 
from power plants. The Company is monitoring these ongoing regulatory developments, but will be unable to 
determine the impact until such time as new rules are finalized. 

General Environmental Proceedings. From time to time, KU appears before the EPA, various state or local 
regulatory agencies and state and federal courts regarding matters involving compliance with applicable envi
ronmental laws and regulations. Such matters include a completed settlement with state regulators regarding 
particulate limits in the air permit for KU's Tyrone generating station, remediation activities for, 01' other risks 
relating to elevated Polychlorinated Biphenyl ("PCB") levels at existing properties, and liability under the 
Comprehensive Environmental Response, Compensation and Liability Act for cleanup at various off-site waste 
sites. Based on analysis to date, the resolution of these matters is not expected to have a material impact on the 
Company's operations. 

Note 10 - Jointly Owned Electric Utility Plant 

KU and LG&E are nearing completion orTC2, ajointly owned unit at the Trimble County site. KU and LG&E 
own undivided 60.75% and 14.25% interests, respectively, in TC2. Of the remaining 25% ofTC2, IMEA owns a 
12.12% undivided interest and IMPA owns a 12.88% undivided interest. Each company is responsible for its 
proportionate share of capital cost during construction, and fuel, operation and maintenance cost when TC2 begins 
operation, which is scheduled to occur in 2010. In December 2009 and June 2008, LG&E sold assets to KU related 
to the construction of TC2 with a net book value of $48 million and $10 million, respectively. 

The following data represent shares of the jointly owned property (capacity based on nameplate rating): 

Te2 
LG&E KU Ii\IPA Il\IEA Total 

Ownership interest .................................... 14.25% 60.75% 12.88% 12.12% 100% 

M\v capacity ......................................... 119 509 108 102 838 
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(Inlllillions) 

KU's 60.75% ownership: 

Plant held for future use. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $121 

Construction work in progress. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 679 
Accumulated depreciation . ...................................... , . . . . . . . 63 

Net book value. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $737 

LG&B's 14.25% ownership: 

Plant held for future use. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 5 

Construction work in progress ........................................... . 
ACcUIllulated depreciation ........................... ................... . 

Net book value ...................................................... . 

169 

2 

$172 

KU and LG&E jointly own the following CTs and related equipment (capacity based on net summer 
capability): 

KU LG&E Total 
($) ($) ($) 

($) Net ($) Net ($) Net 
l\Iw ($) Depre- Dook Mw ($) Depre· Book Mw ($) Depre- Book 

O\mcl'ship Percentage Capacity Cost dation Value Capacity Cost ciation Value Cal)aclty Cost dation Value 
--- -- --- -- ---($ in millions) -- --- - -- --

KU 47%, LG&E 53%(a) ..... 129 54 (13) 41 146 59 (15) 44 275 113 (28) 85 

KU 62%, LG&B 38%(b) ..... 190 79 (15) 64 118 46 (7) 39 308 125 (22) 103 

KU 71%, LG&E 29%(c) ..... 228 82 (21) 61 92 33 (8) 25 320 115 (29) 86 

KU 63%, LG&B 37%(d) ..... 404 140 (25) 115 236 82 (16) 66 640 222 (41) 181 

KU 71%, LG&E 29%(e) ..... nla 9 (2) 7 nJa 3 (I) 2 nJa 12 (3) 9 

(a) Comprised of Paddy's Run 13 and B.W. Brown 5. In addition to the above jointly owncd utility plant, there is an 
inlet air cooling system attributable to unit 5 and units 8-11 at the E.\V. Brown facility. This inlet air cooling 
system is l1otjointly owned, however, it is used to increase production on the units to which it relates, resulting 
in an additional 88 Mw of capacity for KU. 

(b) Comprised of units 6 and 7 at the B.W. Brown facility. 

(c) Comprised of units 5 and 6 at the Trimble County facility. 

(d) Comprised ofCT Substation 7-10 and units 7, 8, 9 and 10 at the Trimble County facility. 

(e) Comprised of CT Substation 5 and 6 and CT Pipeline at the Trimble County facility. 

Both KU's and LG&E's participating share of direct expenses of the jointly owned plants is included in the 
corresponding operating expenses all each company's respective income statement (e.g., fuel, maintenance of plant, 
other operating expense). 

Note 11 - Related Party 'I\'ansactions 

KU, subsidiaries of E.ON U.S. and subsidiaries of E.ON engage in related pa11y transactions. These 
transactions are generally performed at cost and are in accordance with the FERC regulations under PUHCA 
2005 and the applicable Kentucky Commission and Virginia Commission regulations. The significant related party 
transactions are disclosed below. 

Electric Purchases 

KU and LG&E purchase energy from each other in order to effectively manage the load of their retail and 
wholesale customers. These sales and purchases are included in the statements ofincome as operating revenues and 
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purchased power operating expense. KU intercompany electric revenues and purchased power expense for the years 
ended December 31, were as follows: 

2009 2008 2007 
(In millions) 

Electric operating revenues from LG&E . . . . . . . . . . . . . . . . . . . . . . . . . . .. $ 21 $ 80 $46 

Power purchased from LG&E . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 101 109 93 

Interest Charges 

See Note 8, Notes Payable and Other Short-Term Obligations, for details of intercompany borrowing 
arrangements. Intercompany agreements do not require interest payments for receivables related to services 
provided when settled within 30 days. 

KU's intercompany interest income and expense for the years ended December 31, were as follows: 

2009 2008 2007 
(In millions) 

Interest on money pool loans. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. $- $ 2 $ 6 

Interest on Fidelia loans. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 69 56 35 

Other Intercompany Billings 

E.ON U.S. Services provides KU with a variety of centra1ized administrative, management and support 
services. These charges include payroll taxes paid by E.ON U.S. Services on behalf of KU, labor and burdens of 
E.ON U.S. Services employees performing services for KU, coal purchases and other vouchers paid by RON 
U.S. Services on behalf of KU. The cost of these services is directly charged to KU, or for general costs which 
cannot be directly attributed, charged based on predetermined allocation factors, including the fonowing ratios: 
number of customers, total assets, revenues, number of employees and other statistical information. These costs are 
charged on an actual cost basis. 

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

Intercompany billings to and from KU for the years ended December 31, were as follows: 

2009 2008 2007 
(In millions) 

E.ON U.S. Services billings to KU .............................. . $169 $227 $488 

LG&E billings to KU ........................................ . 44 5 12 

KU billings to E.ON U.S. Services .............................. . 14 3 26 

KU billings to LG&E ........................................ . 78 75 6 

In December 2009 and June 2008, LG&E sold assets to KU related to the constmction of TC2, including 
$3 million of unamortized investment tax credits, with net book values of$48 million and $10 million, respectively. 

In March and June 2009, the Company received capital contributions of $50 million and $25 million, 
respectively, from its common shareholder, E.ON U.S. 

In 2008 and 2007, KU received capital contributions from its common shareholder, E.ON U.S., totaling 
$145 million and $75 million, respectively. 
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Subsequent events have been evaluated through March 19,2010, the date of issuance of these statements and 
these statements contain aU necessary adjustments and disclosures resulting from that evaluation. 

On March 4, 2010, the Virginia Commission approved the stipulation related to the rate increase filing with 
rates to become effective in April 2010. 

On January 29, 2010, KU filed an application with the Kentucky Commission requesting an increase in base 
electric rates of approximately 12%, or $135 million annually, including an 11.5% return on equity. KU has 
requested the increase, based on the twelve month test year ended October 31, 2009, to become effective on and 
after March 1,2010. The requested rates have been suspended until August 1, 2010, at which time they may be put 
into effect, subject to refund, if the Kentucky Commission has not issued an order in the proceeding. 

On January 13, 2010, the Company made a $13 million contribution to its pension plan. 
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Prlce\\ aterhouseCoopers LLP 
500 W. Main Street 
Suite 1800 
Louisville, KY 40202 
Telephone (S02) 589.-6100 
Facsimile (502) 585·7875 
pwc.com 

Report of Independent Auditors 

To the Shareholder of Kentucky Utilities Company: 

In our opinion, the accompanying balance sheets and the related statements of capitalization. income, retained 
earnings, and cash flows prescnt fairly, in all material respects, the financial position of Kentucky Utilities Company 
at December 31, 2009 and 2008, and the results of its operations and its cash flows for each of the three years in the 
period ended December 31,2009 in conformity with accounting principles generally accepted in the United States 
of America. Also in our opinion, the Company maintained, in all material respects, effective internal control over 
financial reporting as of December 31, 2009, based on criteria established in Internal COllfrol-lntegrated 
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). The 
Company's management is responsible for these financial statements, for maintaining effective internal control 
over financial reporting and for its assertion of the effectiveness of internal control over financial reporting, 
included in "Controls and Procedures" appearing on page 23 of the 2009 Kentucky Utilities Company financial 
statements and additional information. Our responsibility is to express opinions on these financial statements and on 
the Company's internal control over financial reporting based on our integrated audits. \Ve conducted our audits of 
the financial statements in accordance with auditing standards generally accepted in the United States of America 
and our audit of internal control over financial reporting in accordance with attestation standards established by the 
American Institute of Certified Public Accountants. Those standards require that we plan and perform the audits to 
obtain reasonable assurance about whether the financial statements are free of material misstatement and whether 
effective internal control over financial reporting was maintained in all material respects. Our audits of the financial 
statements included examining, on a test basis, evidence supporting the amounts and disclosures in the financial 
statements, assessing the accounting principles llsed and significant estimates made by management, and evaluating 
the overall financial statement presentation. Our audit of internal control over financial reporting included obtaining 
an understanding of internal control over financial reporting, assessing the risk that a material weakness exists, and 
testing and evaluating the design and operating effectiveness of internal control based on the assessed risk. Our 
audits also included performing such other procedures as we considered necessary in the circumstances. We believe 
that our audits provide a reasonable basis for our opinions. 

A company's internal control over financial reporting is a process affected by those charged with governance, 
management, and other personnel, designed to provide reasonable assurance regarding the preparation of reliable 
financial statements in accordance with accounting principles generally accepted in the United States of America. A 
company's internal control over financial reporting includes those policies and procedures that (i) pertain to the 
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of 
the assets of the company; (ii) provide reasonable assurance that transactions are recorded as necessary to permit 
preparation of financial statements in accordance with generally accepted accounting principles, and that receipts 
and expenditures of the company are being made only in accordance with authorizations of management and those 
charged with governance; and (iii) provide reasonable assurance regarding prevention, or timely detection and 
correction of unauthorized acquisition, use, or disposition of the company's assets that could have a material effect 
on the financial statements. 
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Because of its inherent limitations, internal control over financial reporting may not prevent, or detect and 
correct misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk 
that controls may become inadequate because of changes in conditions, or that the degree of compliance with the 
policies or procedures may deteriorate. 

Louisville, Kentucky 
March 19, 2010 
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INDEX OF ABBREVIATIONS 

AG. . . . . . . . . . . . . . .. Attorney General of Kentucky 
ARO. . . . . . . . . . . . . .. Asset Retirement Obligation 
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CAIR . . . . . . . . . . . . .. Clean Air Intel~tate Rule 
CAMR . . . . . . . . . . . .. Clean Air Mercury Rule 
CATR. . . . . . . . . . . . .. Clean Air Transport Rule 
CCN. . . . . . . . . . . . . .. Certificate of Public Convenience and Necessity 
Clean Air Act. . . . . . .. The Clean Air Act, as amended in 1990 
CMRG ........ , . . .. Carbon Management Research Group 
Companies. . . . . . . . .. KU and LG&E 
Company ........... KU 
DSM .............. Demand Side Management 
ECR .... , . . . . . . . . .. Environmental Cost Recovery 
EEl . . . . . . . . . . . . . .. Edison Electric Institute 
EKPC. . . . . . . . . . . . .. East Kentucky Power Cooperative, Inc. 
E.ON . . . . . . . . . . . . .. E.ON AG 
E.ON U.S. ... . . . . . .. E.ON U.S. LLC 
EPA .......... , . . .. U.S. Environmental Protection Agency 
EPAct 2005 ......... Energy Policy Act of 2005 
FAC . . . . . . . . . . . . . .. Fuel Adjustment Clause 
FASB . . . . . . . . . . . . .. Financial Accounting Standards Board 
FERC. . . . . . . . . . . . .. Federal Energy Regulatory Commission 
FGD. . . . . . . . . . . . . .. Flue Gas Desulfurization 
Fidelia. . . . . . . . . . . .. Fidelia Corporation (an E.ON affiliate) 
GHG .. . . . . . . . . . . .. Greenhouse Gas 
IRS ............... Internal Revenue Service 
KCCS. . . . . . . . . . . . .. Kentucky Consortium for Carbon Storage 
KDAQ . . . . . . . . . . . .. Kentucky Division for Air Quality 
Kentucky Commission.. Kentucky Public Service Commission 
KU. . . . . . . . . . . . . . .. Kentucky Utilities Company 
LG&E . . . . . . . . . . . .. Louisville Gas and Electric Company 
MISO . . . . . . . . . . . . .. Midwest Independent Transmission System Operator, Inc. 
MMBtu ............ Million British thermal units 
Moody's. . . . . . . . . . .. Moody's Investors Service, Inc. 
Mw . . . . . . . . . . . . . .. Megawatts 
Mwh .............. Megawatt hours 
NAAQS . . . . . . . . . . .. National Ambient Air Quality Standards 
NOV .............. Notice of Violation 
NOx . . . . . . . . . . . . . .. Nitrogen Oxide 
OMU . . . . . . . . . . . . .. Owensboro Municipal Utilities 
OVEC ...... . . . . . .. Ohio Valley Electric Corporation 
PPL . . . . . . . . . . . . . .. PPL Corporation 
S&P . . . . . . . . . . . . . .. Standard & Poor's Ratings Services 
SCR . . . . . . . . . . . . . .. Selective Catalytic Reduction 
SERC . . . . . . . . . . . . .. SERC Reliability Corporation 
Servco . . . . . . . . . . . .. LG&E and KU Services Company (fonnerly E.ON U.S. Services Inc.) 
SIP. . . . . . . . . . . . . . .. State Implementation Plan 
SO, . . . . . . . . . . . . . .. Sulfur Dioxide 
TC2 . . . . . . . . . . . . . .. Trimble County Unit 2 
Virginia Commission. .. Virginia State Corporation Commission 
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Kentucky Utilities Company 

Condensed Statements of Income 

Three Months 
Ended Nine Months Ended 

September 30, September 30, 
2010 2009 ~ 2009 

(Unaudited) 
(Millions of $) 

Operating revenues (Note 10). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. $416 $341 $1,146 $1,009 

Operating expenses: 
Fuel for electric generation ..... ... , . . . . . . . . . . . . . . . . . . . . . . . . 146 
Power purehased (Note 10). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 41 

Other operation and maintenance expenses. . . . . . . . . . . . . . . . . . . . . 86 

Depreciation, accretion and amortization. . . . . . . . . . . . . . . . . . . . . . . 38 

Total operating expenses. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 311 

Operating incOlllc . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 105 
Interest expense (Note 8) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2 
Interest expense to affiliated companies (Notes 8 and 10) . . . . . . . . . . . . 18 

Other income (expense) -net. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 

Income before income taxes. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 86 
Income tax expense (Note 7) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 32 

Net income. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. $ 54 

114 391 

47 135 
22 251 

33 106 

216 883 

125 

2 

18 

105 
39 

$ 66 

263 

5 
55 

2 

205 

76 

$ 129 

The accompanying notes are an integral part of these condensed financial statements. 

F-53 

329 

154 
230 

99 

812 
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Kentucky Utilities Company 

Condensed Statements of Comprehensive Income 

Three Months Ended 
September 30, 

2010 2009 

Nine Months Ended 
September 30, 

2010 2009 
(Unaudited) 

(Millions of $) 

Net income ..................................... . 

Comprehensive income (loss) attributable to unconsolidated 
venture-net of tax benefit of$l, $0, $1 and $0, 
respectively ................................... . 

Comprehensive income " .......................... . 

$54 $66 $129 $99 

Condensed Statements of Retained Earnings 

Balance at beginning of period ....................... . 

Net incolllc ..................................... . 

Cash dividends declared (Note 10) .................... . 

Balance at end of period ........................... . 

Three Monnls Ended 
September 30, 

2010 2009 

Nine Months Ended 
September 30, 

2010 2009 
(Unaudited) 

(Millions of $) 

$1,403 $1,228 $1,328 $1,195 

54 66 129 99 

1,457 1,294 1,457 1,294 

~) ~) 

$1,407 $1,294 $1,407 $1,294 

The accompanying notes are an integral part of these condensed financial statements. 
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Current assets: 

Kentucky Utilities Company 

Condensed Balance Sheets 

ASSETS 

Cash and cash equivalents ...................................... . 

Accounts receivable - net: 

Customer- Jess reserves of $2 in 2010 and $1 in 2009 .............. . 

Affiliated cOlllpanies ......................................... . 
Other - less reserves of $2 in 2010 and 2009 ...................... . 

Materials and supplies: 

Fuel (predominantly coal) ..................................... . 

Other materials and supplies ................................... . 

Regulatory assets (Note 2) ...................................... . 

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

Total current assets ........................................ . 

Investment in unconsolidated venture ............................. , .. . 

Property, plant and equipment: 

Regulated utility plant - electric ................................. . 

Accumulated depreciation .............................. , ........ . 

Net regulated utility plant ................................... . 

Constmction work in progress ................................... . 

Property, plant and equipment - net ........................... . 

Deferred debits and other assets: 

Regulatory assets (Note 2): 

Pension benefits ............................................ . 

Other regulatory assets ....................................... . 

Cash surrender value of key man life insurance ....................... . 

Other assets ........................................ , ........ . 

Total deferred debits and other assets ........................... . 

Total assets .............................................. . 

September 30J December 31, 
2010 2009 

(Unaudited) 
(l\Iilliol1s of $) 

$ 2 $ 2 

172 155 

9 

28 18 

98 98 

42 39 

14 32 

11 13 

367 366 

12 12 

5,426 4,892 

(1,902) (1,838) 

3,524 3,054 

946 1,257 

4,470 ~ 

105 105 

110 117 

39 38 

7 7 

261 267 

$ 5,1l0 $ 4,956 
= = 

The accompanying notes are an integral part of these condensed financial statements. 
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Current liabilities: 

Kentucky Utilities Company 

Condensed Balance Sheets (continued) 

LIABILITIES AND EQUITY 

Current portion of long-term debt (Notes 5 and 8) ..................... . 

Current portion of long-term debt to affiliated company (Note 5) .......... . 

Notes payable to affiliated companies (Notes 8 and 10) ................. . 

Accounts payable ............................................. . 

Accounts payable to affiliated companies (Note 10) ................... . 

Customer deposits ............................................ . 

Regulatory liabilities (Note 2) .................................... . 

Other current liabilities ......................................... . 

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

Long-term debt: 

Long-term debt (Notes 5 and 8) .................................. . 

Long-term debt to affiliated company (Notes 5, 8 and 10) ............... . 

Total long-term debt ....................................... . 

Deferred credits and other liabilities: 

Deferred incolne taxes ......................................... . 

Accumulated provision for pensions and related benefits (Note 6) , , ... , . , .. 

Investment tax credits (Note 7) ... , , .. , ..... , , ..... , ......... , .... . 

Asset retirement obligations (Note 3) .............................. . 

Regulatory liabilities (Note 2): 

Accumulated cost of removal of utility plant ....................... . 

Other regulatory liabilities .................................... . 

Other liabilities .............................................. . 

Total deferred credits and other liabilities 

Common equity: 

Common stock, without par value -

Authorized 80,000,000 shares, outstanding 37,817,878 shares ........... . 

Additional paid-in capital ....................................... . 

Accumulated other comprehensive loss ............................. . 

Retained earnings: 

Retained earnings ........................................... . 

Undistributed eamings from unconsolidated venture .................. . 

Total COlnmon equity ...................................... . 

Total liabilities and equity ................................... . 

September 30, December 31, 
2010 2009 

(Unaudited) 
(Millions of $) 

$ 228 
33 
61 

105 
71 
23 
12 
39 

572 

123 
1,298 

1,421 

378 
16O 
104 
59 

343 
24 
20 

1,088 

308 
316 

(2) 

1,397 
10 

2,029 

$5,110 
= 

$ 228 
33 
45 

107 
88 
22 
4 

42 

569 

123 
1,298 

1,421 

336 
160 
104 
34 

331 
29 

~ 
1,014 

308 
316 

1,318 
10 

1,952 

$4,956 = 

The accompanying notes are an integral part of these condensed financial statements. 
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Kentucky utilities Company 

Condensed Statements of Cash Flows 

Cash flows from operating activities: 

For the Nine Months 
Ended 

September 30, 
2010 2009 

(Unaudited) 
(Millions of $) 

Net income. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 129 $ 99 

Adjustments to reconcile net income to net cash provided by operating activities: 

Depreciation, accretion and amortization ...................... , . . . . . . . . 106 

Deferred inconle taxes ~ net ....................................... . 
Investment tax credits (Note 7) ..................................... . 

Provision for pension and postretirement benefits ........... , ............ . 

Undistributed earnings of unconsolidated venture ........... , ............ . 

Other ........................................................ . 

Changes in current assets and liabilities: 

Accounts receivable .............................................. . 

Materials and supplies ............................................ . 

Regulatory assets and liabilities ..................................... . 

Accounts payable ............................................... . 

Accounts payable to affiliated companies .............................. . 

Other current assets and liabilities ................................... . 

Pension and postretirement funding (Note 6) ............................. . 

Other regulatory assets and liabilities ................................... . 

Other-net ..................................................... . 

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

Cash flows from investing activities: 

Construction expenditures ........................................... . 

Purchases of assets from affiliate ...................................... . 

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

Net cash used in investing activities ... , ............................ . 

Cash flows from financing activities: 

Borrowings from affiliated company (Note 8), , , ..................... , . , .. . 

Repayments on borrowings from affiliated company (Note 8) .......... , ...... . 

Payment of dividends (Note 10) ....................................... . 

Capital contribution (Note 10) ........................................ . 

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

Change in cash and cash equivalents. , , , ....................... , , . , .. 

Cash and cash equivalents at beginning of period .................. , ......... . 

Cash and cash equivalents at end of period ........................... , .... . 

42 

11 

(4) 

(6) 
(3) 

26 
(20) 

31 

(17) 

(3) 

7 

300 

(218) 

(48) 

104 
(88) 

(50) 

2 

$ 2 
= 

The accompanying notes are an integral part of these condensed financial statements. 
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99 

48 

17 
13 

10 

3 

30 

(21) 

(I) 

(4) 
(8) 

(10) 

(17) 

(64) 

~ 
190 

(378) 

9 

(369) 

106 

75 

181 

2 

2 

$ 4 = 
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Kentucky Utilities Company 

Notes to Condensed Financial Statements 
(Unaudited) 

KU's common stock is wholly-owned by E.ON U.S., an indirect wholly-owned subsidiary of E.ON. In the 
opinion of management, the unaudited condensed financial statements include all adjustments, consisting only of 
normal recurring adjustments, necessary for fair statements of income, comprehensive income, and retained 
earnings, balance sheets, and statements of cash flows for the periods indicated. Certain information and footnote 
disclosures normally included in financial statements prepared in accordance with generally accepted accounting 
principles have been condensed or omitted. These unaudited condensed financial statements and notes should be 
read in conjunction with the Company's Financial Statements and Additional Information ("Annual Report") for the 
year ended December 31, 2009, including the audited financial statements and notes therein. 

The December 31, 2009, condensed balance sheet included herein is derived from the December 31, 2009, 
audited balance sheet. Amounts reported in the condensed statements of income are not necessarily indicative of 
amounts expected for the respective annual periods due to the effects of seasonal temperature variations on energy 
consumption, regulatory rulings, the timing of maintenance on electric generating units, changes in mark-to-market 
valuations, changing commodity prices and other factors. 

Certain reclassification entries have been made to the previous year's financial statements to conform to the 
2010 presentation with no impact on total assets, liabilities and capitalization or previously reported net income and 
net cash flows. 

PPL Acquisition 

On April 28, 2010, E.ON U.S. announced that a Purchase and Sale Agreement (the "Agreement") had been 
entered into among E.ON US Investments, PPL and E.ON. 

The Agreement provides for the sale of E.ON U.S. to PPL. Pursuant to the Agreement, at closing, PPL will 
acquire all of the outstanding limited liability company interests ofE.ON U.S. for cash consideration of$2.6 billion. 
In addition, pursuant to the Agreement, PPL agreed to assume $764 million of pollution control bonds and medium 
term notes and to repay indebtedness owed by E.ON U.S. and its subsidiaries to E.ON US Investments and its 
affiliates. Such affiliate indebtedness is currently estimated to be $4.2 billion. The aggregate consideration payable 
by PPL on closing is currently estimated to be $7.6 billion (including the assumed indebtedness), subjcct to 
contractually agreed adjustments. 

The transaction is subject to customary closing conditions, including the expiration or termination of the 
applicable waiting period under the Hart-Scott-Rodino Act, receipt of required regulatory approvals (including state 
regulators in Kentucky, Virginia and Tennessee, and the FERC) and the absence ofinjul1ctions or restraints imposed 
by governmental entities. As of October 26, 2010, all of the required regulatory approvals were received, and the 
transaction is expected to close on November I, 2010. 

Change of control and financing-related applications were filed on May 28, 2010, with the Kentucky 
Commission and on June 15, 2010, with the Virginia Commission and the Tennessee Regulatory Authority. An 
application with the FERC was filed on June 28,2010. During the second quarter of20lO, a number of parties were 
granted intervenor status in the Kentucky Commission proceedings, and data request filings and responses 
occurred. Early termination of the Halt-Scatt-Rodino waiting period was received on August 2, 2010. 

A hearing in the Kentucky Commission proceedings was held on September 8, 2010, at which time a 
unanimous settlement agreement was presented. In the settlement, KU and LG&E commit that no base rate 
increases would take effect before January 1,2013. The KU and LG&E rate increases that took effect on August 1, 
2010, were not impacted by the settlement. Under the terms of the settlement, the Companies retain the right to seek 
approval for the deferral of "extraordinary and uncontrollable costs." Interim rate adjustments will continue to be 
permissible during that period for existing fuel, environmental and demand-side management cost trackers. The 
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agreement also substitutes an acquisition savings shared deferral mechanism for the requirement that the COlll

panics file a synergies plan with the Kentucky Commission. This mechanism, which will be in place until the earlier 
of five years or the first day of the year in which a base rate increase becomes effective, permits the Companies to 
earn up to a 10.75 percent return on equity. Any earnings above a 10.75 percent return on equity will be shared with 
customers OIl a 50%/50% basis. On September 30, 2010, the Kentucky Commission issued an Order approving the 
transfer of ownership of KU and LG&E via the acquisition of RON U,S. by PPL. incorporating the terms of the 
submitted settlement. On October 19, 2010 and October 21,2010, respectively, Orders approving the acquisition of 
E.ON U.S. by PPL were received from the Virginia Commission and the Tennessee Regulatory Authority. The 
Commissions' Orders contained a number of other commitments with regard to operations, workforce, community 
involvement and other matters. 

In mid-September 2010, KU and LG&E and other applicants in the FERC change of control proceeding 
reached an agreement with the protesters, whereby such protests have been withdrawn. The agreement, which has 
subsequently been filed for consideration with the PERC, includes various conditional commitments, such as a 
continuation of certain existing undertakings with protesters in prior cases, an agreement not to terminate cCltaill 
KU municipal customer contracts prior to January 2017, an exclusion of any transaction-related costs from 
wholesale energy and tariff customer rates to the extent that the Company has agreed to not seek the same 
transaction-related cost from retail customers and agreements to coordinate with protesters in certain open or 
ongoing matters. A FERC Order approving the transaction was received on October 26, 2010. 

On September 30, 2010, October 19, 2010 and October 21, 2010, respectively, KU received Kentucky 
Commission, Virginia Commission and Tennessee Regulatory Authority approvals to complete certain refinancing 
transactions in connection with the anticipated PPL acquisition and other business factors. Based on credit and 
financial market conditions, KU anticipates issuing up to $1.5 billion in first mortgage bonds, the proceeds of which 
will substantially be used to refund existing long-tenll intercompany debt. On October 29, 2010, as required by 
existing covenants, in connection with the anticipated issuance of any such secured debt, KU completed 
collateralization of certain outstanding pollution control bond debt series which were formerly unsecured, Pursuant 
to such collateralization, approximately $351 miIHon in existing pollution control debt became collateralized debt, 
supported by a first mortgage lien. KU also anticipates replacing its $35 million bilateral line of credit with an 
unaffiliated institution by entering into a multi-year revolving credit facility with several financial institutions in an 
aggregate amount not to exceed $400 million. KU may complete these transactions, in whole or in part, during late 
2010 and early 2011. See Note 8, Short-Term and Long-Term Debt, for further information regarding the 
refinancing, remarketillg or conversion of existing pollution control debt. 

Recent Accounting Pronouncements 

Fai,. Value Measurements 

In January 2010, the FASB issued guidance related to fair value measurement disclosures requiring separate 
disclosure of amounts of significant transfers in and out of level 1 and level 2 fair value measurements and separate 
information about purchases, sales, issuances, and settlements within level 3 measurements. This guidance is 
effective for the interim and annual reporting periods beginning after December IS, 2009, except for the disclosures 
about the roll-forward of activity in level 3 fair value measurements. Those disclosures are effective for fiscal years 
beginning after December 15,2010, and for interim periods within those fiscal years. This guidance has no impact 
on the Company's results of operations, financial position, liquidity or disclosures. 

Note 2 - Rates and Regulatory Matters 

KU's Kentucky base rates are calculated based on a return on capitalization (common equity, long-term debt 
and notes payable) including certain regulatory adjustments to exclude non-regulated investments and environ
mental compliance plans recovered separately through the ECR mechanism. Cun"ently, none of the regulatOlY 
assets or regulatory liabilities are excluded from the return on capitalization utilized in the calculation of Kentucky 
base rates; therefore, a return is earned on all Kentucky regulatory assets. 
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KU's Virginia base rates are calculated based on a return on rate base (net utility plant less deferred taxes and 
miscellaneous deductions). An regulatory assets and liabilities arc excluded from the return on rate base utilized ill 
the calculation of Virginia base rates. 

For a description of each line item of regulatory assets and liabilities and for descriptions of certain matters 
which may not have undergone material changes relating to the period covered by this quarterly report, reference is 
made to Note 2, Rates and Regulatory Matters, of KU's Annual Report for the year ended December 31, 2009. 

2010 Kentucky Rate Case 

In January 2010, KU filed an application with the Kentucky Commission requesting an increase in electric 
base rates ofapproxirnately 12%, or $135 million annually, including an 11.5% return on equity. KU requested the 
increase, based on the twelve month test year ended October 31,2009, to become effective on and after March 1, 
2010. The requested rates were suspended until August 1, 2010. A number of intervenors entered the rate case, 
including the AG, certain representatives of industrial and low-income groups and other third parties, and submitted 
filings challenging the Company's requested rate increases, in whole or in part. A hearing was held on June 8, 2010. 
KU and all of the intervenors, except the AG, agreed to a stipulation providing for an increase in electric base rates 
of $98 million annually and filed a request with the Kentucky Commission to approve such settlement. An Order in 
the proceeding was issued in July 2010, approving all the provisions in the stipulation. The new rates became 
effective Oil August I, 2010. 

Virginia Rate Case 

In June 2009, KU filed an application with the Virginia Commission requesting an increase in electric base 
rates for its Virginia jurisdictional cllstomers in an amount of $12 million annually or approximately 21 %. The 
proposed increase reflected a proposed rate of return on rate base of 8.586% based on a return on equity of 12%. 
During December 2009, KU and the Virginia Commission Staff agreed to a Stipulation and Recommendation 
authorizing base rate revenue increases of $11 million annually and a return on rate base of 7.846% based on a 
10.5% return on common equity. A public hearing was held during January 2010. As permitted, pursuant to a 
Virginia Commission Order, KU elected to implement the proposed rates effective November 1,2009, on an interim 
basis. In March 2010, the Virginia Commission issued an Order approving the stipulation, with the increased rates 
to be put into effect as of April 1, 2010. As part of the stipulation, KU refunded approximately $1 million in interim 
rate amounts in excess of the ultimate approved rates. During August 2010, a report was filed detailing the costs of 
the refunds, the accounts charged and details validating that all refunds have been applied. 

FERC Wholesale Rate Case 

In September 2008, KU filed an application with the FERC for increases in electric base rates applicable to 
wholesale power sales contracts or interchange agreements involving, collectively, twelve Kentucky municipalities. 
The application requested a shift from an all-in stated unit charge rate to an unbundled formula rate, including an 
annual adjustment mechanism. In May 2009, the FERC issued an Order approving a settlement among the parties in 
the case, incorporating increases of approximately 3% from prior rates and a return on equity of 11 %. In May 2010, 
KU submitted to the FERC the proposed CUtTent annual adjustment to the formula rate. This updated rate became 
effective on July 1,2010, subject to certain review procedures by the wholesale requirements customers and the 
FERC, including potential refunds in the case of disallowed costs or charges. 

By mutual agreement, the parties' settlement of the 2008 applicatio1l1eft outstanding the issue of whether KU 
must allocate to the municipal customers a portion of renewable resources it may be required to procure on behalf of 
its retail ratepayers. In August 2009, the FERC accepted the issue for briefing and the parties completed briefing 
submissions during 2009. An Order was issued by the FERC in July 2010, indicating that KU is not required to 
allocate a portion of any renewable resources to the twelve municipalities, thus resolving the remaining issue. 

F·60 



Attachment to Response to KU AG-l Question No. 217 
Page 115 of235 

Al'bough 

Regulatory Assets and Liabilities 

The following regulatory assets and liabilities were included in KU's balance sheets as of: 

Current regulatory assets: 

Storm restoration(a) .......................... , ..... , ... . 

FAC(b) .............................................• 

BCR(b) ............................................. . 

MISO exil(a) ......................................... . 
Other(c) ............................................ . 

Total current regulatory assets ......................... . 

Non~current regulatory assets: 

Pension bellefits(d) .................................... . 

Other non-current regulatory assets: 

Storm restoration(a) ............ , ..................... . 

ARO(e) ........................................... . 

Unamortized loss on bonds(a), .......................... . 

MISO exil(a) ....................................... . 

Other(c) ........................................... . 

Subtotal other non-current regulatory assets ........ , ...... . 

Totaillon-current regulatory assets ..................... . 

Current regulatory liabilities: 

BCR •...................•.................•......... 

DSM ............................................... . 

Other(t) ............................................. . 

Total current regulatory liabilities ...................... . 

Non-current regulatory liabilities: 

Accumulated cost of removal of utility plant 

Other non-current regulatory liabilities: 

Deferred income taxes - net ........................... . 

Postretirement benefits ................................ . 

MISO exit. ........................................ . 

Other(t) ........................................... . 

Subtotal other nOll-current regulatory liabilities ............ . 

Total non-current regulatory liabilities ................... . 

(a) These regulatory assets are recovered through base rates. 

September 30, December 31, 
2010 2009 

$ 6 

4 

3 

$ 14 

$105 

52 
34 

12 
4 

8 

110 

$215 

$ 6 
4 

2 

$ 12 

$343 

8 

9 

6 

24 

$367 = 

(1n millions) 

$-

28 

2 

$105 

59 
30 
12 
9 
7 

117 

$222 

$-
3 

$331 

9 
9 
4 
7 

29 

$360 

(b) The FAC and ECR regulatory assets have separate recovery mechanisms with recovery within twelve months. 

(e) Other regulatory assets: 

• Other current and non-current regulatory assets, including the CMRG and KCCS contributions. an EKPC 
FERC transmission settlement agreement and rate case expenses, are recovered through base rates . 

• The current portion of the unamortized loss on bonds is recovered through base rates. 
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KU generally recovers the FERC jurisdictional portion of the EKPC FERC transmission settlement 
agreement included in current and non-current regulatory assets in the application of the annual Opcn 
Access Transmission Tariff forn1Ula rate updates. 

Recovery of the FERC jurisdictional pension expense in nOll-current regulatory assets will be requested in a 
future FERC rate case. 

Cd) KU general1y recovers this asset through pension expense included in the calculation of base rates. 

(e) When an asset with an ARO is retired, the related ARO regulatory asset will be offset against the associated 
ARO regulatory liability, ARO asset and ARO liability. 

(f) Other current and non-current regulatory liabilities includes the Virginia levelized fuel factor regulatory 
liability, ARO liabilities and a change in accounting method for FERC jurisdictional spare parts. ARO liabilities 
are established from the removal costs accrued through depreciation under regulatory accounting for assets 
associated with AROs. 

Storm Restoration 

In January 2009, a significant ice storm passed through KU's service territory causing approximately 199,000 
customer outages and was followed closely by a severe wind storm in February 2009, which caused approximately 
44,000 customer outages. KU incurred $57 million in incremental operation and maintenance expenses and 
$33 million in capital expenditures related to the restoration following the two storms. The Company filed an 
application with the Kentucky Commission in April 2009, requesting approval to establish a regulatory asset and 
defer for future recovery approximately $62 miIlion in incremental operation and maintenance expenses related to 
the storm restoration. In September 2009, the Kentucky Commission issued an Order allowing the Company to 
establish a regulatory asset of up to $62 million based on its actual costs for stOlID damages and service restoration 
due to the January and February 2009 storms. In September 2009, the Company established a regulatory asset of 
$57 million for actual costs incurred. The Company received approval in its 2010 base rate case to recover this asset 
over a ten year period beginning August 1, 2010. 

In September 2008, high winds from the remnants of Hurricane Ike passed through the service territory 
causing significant outages and system damage. In October 2008, KU filed an application with the Kentucky 
Commission requesting approval to establish a regulatory asset and defer for future recovery approximately 
$3 million of expenses related to the storm restoration. In December 2008, the Kentucky Commission issued an 
Order allowing the Company to establish a regulatory asset of up to $3 million based on its actual costs for storm 
damages and service restoration due to Hurricane Ike. In December 2008, the Company established a regulatory 
asset of $2 million for actual costs incurred. The Company received approval in its 2010 base rate case to recover 
this asset over a ten year period beginning August 1, 2010. 

E4C 

In August 2010, the Kentucky Commission initiated a six-month review of KU's FAC mechanism for the 
expense period ended April 2010. An order is expected by the end of the year. 

In February 2010, KU filed an application with the Virginia Commission seeking approval of a decrease in its 
fuel cost factor beginning with service rendered in April 2010. An Order was issued in April 2010, resulting in an 
agreed upon decrease of 23% from the fuel factor in effect for April 2009 through March 2010. 

In January 2010, the Kentucky Commission initiated a six-month review of KU's FAC mechanism for the 
expense period ended August 2009. In May 2010, an Order was issued approving the charges and credits billed 
through the FAC during the review period. 

ECR 

In July 2010, the Kentucky Commission initiated a six-month review of KU's environmental surcharge for the 
biI1ing period ending April 2010. An order is expected in the fOUl1h quarter of 2010. 
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In J auuary 201 0, the Kentucky Commission initiated a six-month review of KU's environmental surcharge for 
the billing period ending October 2009. In May 2010, an Order was issued approving the amounts billed through the 
ECR during the six-month period and the rate of return on capital and allowing recovery of the under-recovery 
position in subsequent monthly filings. 

In June 2009, the Company filed an application for a new ECR plan with the Kentucky Commission seeking 
approval to recover investments in environmental upgrades and operations and maintenance costs at the Company's 
generating facilities. During 2009, KU reached a unanimous settlement with all parties to the case, and the 
Kentucky Commission issued an Order approving KU's application. Recovery on customer bills tIu·ough the 
monthly ECR surcharge for these projects began with the Febl1lary 2010 billing cycle. At December 31, 2009, the 
Company had a regulatory asset of$28 million, which changed to a regulatory liability in the frrst quarter of2010, as 
a result of these roll-in adjustments to base rates. At September 30, 2010, the regulatory liability balance was 
$6 million. 

MISO 

In August 2010, the FERC issued three Orders accepting most facets of several MISO Revenue Sufficiency 
Guarantee ("RSG") compliance filings. The PERC ordered the MISO to issue refunds for RSG charges that were 
imposed by the MISO on the assumption that there were rate mismatches for the period beginning November 5, 
2007 through the present. There is no financial statement impact to the Company from this Order, as the MISO had 
anticipated that the FERC would require these refunds and had preemptively included them in the resettlements 
paid in 2009. The FERC denied MISO's proposal to exempt certain resources from RSG charges, effective 
prospectively. The FERC accepted portions and rejected portions of the MISO's proposed RSG rate Redesign 
Proposal, which will be effective when the software is ready for implementation subject to further compliance 
filings. The impact of the Redesign Proposal on the Company cannot be estimated at this time. 

Other Regulatory Matters 

Te2 Depreciation 

In August 2009, the Companies jointly filed an application with the Kentucky Commission to approve new 
common depreciation rates for applicable jointly-owned TC2-related generating, pollution control and other plant 
equipment and assets. During December 2009, the Kentucky Commission extended the data discovery process 
through January 2010, and authorized the Companies on an interim basis to begin using the depreciation rates for 
TC2 as proposed in the application. In March 2010, the Kentucky Commission issued a final Order approving the 
use of the proposed depreciation rates on a permanent basis. 

Te2 Transmissioll Alatters 

KU's and LG&E's CCN for a transmission line associated with the TC2 construction has been challenged by 
certain property owners in Hardin County, Kentucky. In August 2006, the Companies obtained a successful 
dismissal of the challenge at the Franklin County Circuit Court, which was reversed by the Kentucky Court of 
Appeals in December 2007. In April 2009, the Kentucky Supreme COUl1 granted KU's and LG&E's motion for 
discretionary review of the Court of Appeals' decision. In August 2010, the Kentucky Supreme Court issued an 
Order reversing the decision of the Kentucky Court of Appeals and reinstating the Franklin County Circuit Court's 
dismissal of the property owners' challenge to KU's and LG&E's CCN. 

During 2008, KU obtained various successful rulings at the Hardin County Circuit Court confirming its 
condemnation rights. In Augusl2008, several landowners appealed such rulings to the Kentucky Court of Appeals. 
In May 2010, the Kentucky Court of Appeals issued an Order affirming the Hardin Circuit Court's finding that KU 
had the right to condemn casements on the properties. In May 2010, the landowners filed a petition for 
reconsideration with the COUl1 of Appeals. In July 2010, the Court of Appeals denied that petition. In August, 
2010, the landowners filed for discretionary review of that denial by the Kentucky Supreme Court. 

Tn a separate proceeding, certain Hardin County landowners filed an action in federal district court in 
Louisville, Kentucky against the U.S. Army challenging the same transmission line claiming that certain 
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Fort Knox-related sections of the line failed to comply with certain National Historic Preservation Act procedural 
requirements. In October 2009, the federal court granted the defendants' motion for summary judgment and 
dismissed the plaintiffs' claims. During November 2009, the petitioners filed submissions for review of the decision 
with the 6th Circuit Court of Appeals. In May 2010, the appellate court issued an order approving the plaintiffs' 
voluntary withdrawal of their appeals. 

Consistent with the regulatory authorizations and relevant legal proceedings, the Companies have completed 
construction activities on temporary or permanent'transmission line segments. During the second quarter of2010, 
the Companies placed into operation an appropriate combination of permanent and temporary sections of the 
transmission line. \Vhile the Companies are not currently able to predict the ultimate outcome and possible financial 
effects of the remaining legal proceedings, the Companies do not believe the matter involves relevant or continuing 
risks to operations. 

Malldatory Reliability Stalldards 

As a result of the EPAct 2005, certain formerly voluntary reliability standards became mandatory in June 2007, 
and authority was delegated to various Regional Reliability Organizations ("RROs") by the North American 
Electric Reliability Corporation ("NERC"), which was authorized by the FERC to enforce compliance with such 
standards, including promulgating new standards. Failure to comply with mandatory reliability standards can 
subject a registered entity to sanctions, including potential fines of up to $1 million per day, as well as non-monetary 
penalties, depending on the circumstances of the violation. The Companies are membe,rs of SERC, which acts as 
KU's and LG&E's RRO. During December 2009, SERC and the Companies agreed to settlements involving 
penalties totaling less than $1 million for each utility related to their self-reports during June and October 2008, 
concerning possible violations of standards. During December 2009 and April, July and August 2010, the 
Companies submitted ten self-reports relating to various standards, which self-reports remain in the early stages 
of RRO review, and therefore, the Companies are unable to estimate the outcome of these matters. Mandatory 
reliability standard settlements commonly also include non-penalty elements, including compliance steps and 
mitigation plans. Settlements with SERC proceed to NERC and FERC review before becoming final. While the 
Companies believe they are in compliance with the mandatory reliability standards, events of potential non
compliance may be identified from time-to-time. The Companies cannot predict such potential violations or the 
outcome of the self~reports described above. 

Note 3 - Asset Retirement Obligation 

A summary of KU's net ARO assets, ARO liabilities and regulatory assets established under the asset 
retirement and environmental obligations guidance of the FASB ASC follows: 

ARG Net ARO Regulatory 
Assets Liabilities Assets 

(In millions) 

As of December 31, 2009 ............................. . $ 4 $(34) $30 

ARO accretion ..................................... . (2) 2 

ARO revaluation .................................... . 21 (23) 2 

As of September 30, 2010 ............................. . $25 
= 

$(59) $34 

As of September 30, 2010, the Company perfonned a revaluation of its AROs as a result of recently proposed 
environmental legislation and improved ability to forecast asset retirement costs due to recent construction and 
retirement activity. 

Pursuant to regulatory treatment prescribed under the regulated operations guidance of the FASB ASC, an 
offsetting regulatory credit was recorded in depreciation and amortization in the income statement of$2 million for 
the nine months ended September 30. 2010 for the ARO accretion and depreciation expense. KU's AROs are 
primarily related to the final retirement of assets associated with generating units. 

KU transmission and distribution lines largely operate under perpetual property easement agreements which 
do not generally require restoration on removal of the property. Therefore, under the asset retirement and 
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environmental obligations guidance of the FASB ASC, no material asset retirement obligations are recorded for 
transmission and distribution assets. 

Note 4 - Derivative Financial Instruments 

KU is subject to interest rate and commodity price risk related to on-going business operations. It currently 
manages these risks using derivative instruments, including swaps and forward contracts. The Company's policies 
allow the interest rate risk to be managed through the use offixed rate debt, floating rate debt and interest rate swaps. 
At September 30, 2010, a 100 basis point change in the benchmark rate on KU's variable rate debt, 110t effectively 
hedged by an interest rate swap, would impact pre-tax interest expense by $4 million annually. Although the 
Company's policies allow for the use of interest rate swaps, as of September 30, 2010 and December 31, 2009, KU 
had no interest rate swaps outstanding. 

The Company does not net collateral against derivative instmments. 

Energy Trading and Risk Management Activities 

KU conducts energy trading and risk management activities to maximize the value of power sales from 
physical assets it owns. Energy trading activities arc principally forward financial transactions to manage price risk 
and are accounted for as non-hedging derivatives on a mark-to-market basis in accordance with the derivatives and 
hedging topic of the FASB ASC. 

Energy trading and risk management contracts are valued using prices based on active trades from Inter
continental Exchange Inc. In the absence of a traded price, midpoints of the best bids and offers are the primary 
determinants of valuation. "\Vhen sufficient trading activity is unavailable, other inputs include prices quoted by 
brokers or observable inputs other than quoted prices, such as one-sided bids or offers as of the balance sheet date. 
Quotes are verified quarterly using an independent pricing source of actual transactions. Quotes for combined off
peak and weekend timeframes are allocated between the two timeframes based on their historical proportional 
ratios to the integrated cost. No other adjustments are made to the forward prices. No changes to valuation 
techniques for energy trading and risk management activities occurred during 2010 or 2009. Changes in market 
pricing, interest rate and volatility assumptions were made during both years. 

KU's financial assets and liabilities as of September 30, 2010 and December 31, 2009, arising from energy 
trading and risk management contracts not designated as hedging instruments accounted for at fair value total less 
than $1 million and are recorded in prepayments and other CUl'1'ent assets and other ClIITent liabilities, respectively. 

The Company maintains credit policies intended to minimize credit risk in wholesale marketing and trading 
activities by assessing the creditworthiness of potential counterparties prior to entering into transactions with them 
and continuing to evaluate their creditworthiness once transactions have been initiated. To further mitigate credit 
risk, KU seeks to enter into netting agreements or require cash deposits, letters of credit and parental company 
guarantees as security from counterparties. The Company uses S&P, Moody's and definitive qualitative and 
quantitative data to assess the financial strength of counterparties on an on-going basis. If no external rating exists, 
KU assigns an internally generated rating for which it sets appropriate risk parameters. As risk management 
contracts are valued based on changes in market prices of the related commodities, credit exposures are revalued 
and monitored on a daily basis. At September 30, 2010, 100% of the trading and risk management commitments 
were with counterparties ruted BBB-/Baa3 equivalent or better. The Company has reserves against counterparty 
credit risk based on the counterparty's credit rating and applying historical default rates within varying credit ratings 
over time provided by S&P or Moody's, At September 30, 2010 and December 31, 2009, cOllnterparty credit 
reserves related to energy trading and risk management contracts were less than $1 million. 

The net volume of electricity based financial derivatives outstanding at September 30, 2010 and December 31, 
2009, was zero and 43,400 Mwhs, respectively. No cash collateral related to the energy trading and risk 
management contracts was required at September 30, 2010. Cash collateral related to the energy trading and 
risk management contracts was less than $1 million at December 31, 2009. Cash collateral related to the energy 
trading and risk management contracts is categorized as other accounts receivable in the accompanying balance 
sheets. 
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KU manages the price risk of its estimated future excess economic generation capacity using market-traded 
forward contracts. Hedge accounting treatment has not been elected for these transactions, and therefore realized 
and unrealized gains and losses are included in the statements of income. 

The following tables-present the effect of derivatives not designated as hedging instruments on income: 

Three Months 
Ended 

September 30, 
Loss Recognized in Income Location 2010(a) 2009 

(In millions) 

Unrealized loss. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. Electric revenues $ $(3) 

Nine Months 
Ended 

September 30, 
Loss Recognized in Income Location 2010(a) 2009 

(In millions) 

Unrealized loss. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. Electric revenues $-- $(1) 

(a) Unrealized loss was less than $1 million 

Net realized gains were less than $1 million in the three and nine months ended September 30, 2010 and 2009, 
respectively. 

Credit Risk Related Contingent Features 

Certain of the Company's derivative instruments contain provisions that require the Company to provide 
immediate and on-going collateralization on derivative instruments in net liability positions based on the 
Company's credit ratings from each of the major credit rating agencies. At September 30, 2010, there are no 
energy trading and risk management contracts with credit risk related contingent features that are in a liability 
position and no collateral posted in the nonnal course of business. At September 30, 2010, a one notch downgrade of 
the Company's credit rating would have no effect on the energy trading and risk management contracts or collatera1 
required. 

Note 5 - Fail' Value Measurements 

KU adopted the fair value guidance in the FASB ASC in two phases. Effective January I, 2008, the Company 
adopted it for all financial instruments and non-financial instruments accounted for at fair value on a recurring basis, 
and January 1,2009, the Company adopted it for al1 non-financial instl1lments accounted for at fair value on a non
recurring basis. The FASB ASC guidance clarifies that fair value is an exit price, representing the amount that would 
be received to sell an asset or paid to transfer a liability in an orderly transaction between market palticipants. As 
such, fair value is a market-based measurement that should be determined based on assumptions that market 
participants would use in pricing an asset or a liability. As a basis for considering such assumptions, the FASB ASC 
guidance establishes a three-tier value hierarchy, which prioritizes the inputs used in the valuation methodologies in 
measuring fair value. 

The carrying values and estimated fair values of KU's non-trading instruments: 

September 30} 2010 December 31, 2009 

Long-term bonds (including current portion of 

Carrying 
Value 

$228 million) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. $ 351 

Long-term debt to affiliated company (including current 
portion of $33 million) . . . . . . . . . . . . . . . . . . . . . . . . . 1,331 
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Carrying 
Value --- ----

([n millions) 

$ 352 $ 351 

1,527 1,331 

Fair 
Value 

$ 351 
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The long-term bond valuations reflect prices quoted by investment banks, which are active in the market for 
these debt instmmcnts. The fair value of the long-term debt due to affiliated company is determined using an 
internal valuation model that discounts the future cash flows of each loan at current market rates as determined 
based on quotes from investment banks that are actively involved in capital markets for utilities and factor in KU's 
credit ratings and default risk. The fair values of cash and cash equivalents. accounts receivable, cash surrender 
value of key man life insurance, accounts payable and notes payable are substantially the same as their carrying 
values. 

KU has classified the applicable financial assets and liabilities that are accounted for at fair value into the three 
levels oftlle fair value hierarchy, as defined by the fair value measurements and disclosures topic of the FASB ASC, 
as foJlows: 

Levell - Observable inputs that reflect quoted prices (unadjusted) for identical assets or liabilities in active 
markets 

Level 2 - Include other inputs that are directly or indirectly observable in the marketplace 

Level 3 - Unobservable inputs which are supported by little or no market activity 

The fair value hierarchy also requires an entity to maximize the use of observable inputs and minimize the use 
of unobservable inputs when measuring fair value. 

The Company classifies its derivative cash collateral balances within level I based on the funds being held in a 
demand deposit account. The Company classifies its derivative energy trading and risk management contracts 
within level 2 because it values them using prices actively quoted for proposed or executed transactions, quoted by 
brokers or observable inputs other than quoted prices. 

KU's financial assets and liabilities as of September 30, 2010 and December 31, 2009, arising from energy 
trading and risk management contracts accounted for at fair value on a recurring basis total less than $1 million. No 
cash collateral related to the energy trading and risk management contracts was required at September 30, 2010. 
Cash collateral related to the energy trading and risk management contracts was less than $1 million at 
December 31, 2009_ 

There were no level 3 measurements for the periods ending September 30, 2010 and December 31, 2009. 

Note 6 - Pension and Other Postretirement Benefit Plans 

Net Periodic Benefit Costs 

The following tables provide the components of net periodic benefit cost for pension and other postretirement 
benefit plans. The tables include the costs associated with both KU employees and Servco employees who are 
providing services to KU. The Serveo costs arc allocated to KU based on employees' labor charges and are 
approximately 53% and 51% of Servco costs for September 30, 2010 and 2009, respectively_ 

Pension Benefits 
Three Months Ended September 30, 

2010 2009 
Sen·co Altocalion SerHO Allocation 

KU to KU Total KU KU to KU Total KU 

(In millions) 

Service cost ....................... $ 2 $ 1 $3 $ 2 $ 1 $ 3 

Interest cost ....................... 4 2 6 4 2 6 

Expected retUnl on plan assets .......... (5) (2) (7) (3) (1) (4) 

Amortization of prior service cost ....... 1 

Amortization of actuarial loss .......... 2 1 3 2 1 3 

Net periodic benefit cost .............. $ 3 $3 $6 $ 5 $ 3 $ 8 = = = 
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Interest cost . . . . . . . . . . . . . . . . . . . . . . . .. $2 

Net periodic benefit cost. . . . . . . . . . . . . . .. $2 

(a) amounts are less than $1 million 

KU 

Service cost ........... , ......... . $ 5 

Interest cost ........... , ......... . 14 

Expected return OIl plan assets ....... . (13) 

Amortization of prior service cost ..... . 

Amortization of actuarial loss ........ . 5 

Net periodic benefit cost ............ . $11 
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Olher Postretirement Denefits 
Three Months Ended September 30, 

2010 2009 

(lllllliliions) 
Sen"co Allocallon Sen·co Allocalioll 

to RU(a) TotalKU KU to KU(a) Total KU 

$- $2 $1 $- g 
$ $2 $1 $ $1 

l~ell'iion Benefits 
Nine Months Ended September 30, 

2010 200' 
(In millions) 

SePiCo Allocation Sem:o Allocation 
loKU Total KU KU toRU Total KU 

$4 $ 9 $ 4 $4 $ 8 

6 20 13 5 18 

(5) (18) (10) (4) (14) 

1 I 2 

2 7 6 2 8 

$8 $ 19 $ 14 $ 8 $ 22 

Other Postretirement Benefits 
Nine Months Ended September 30, 

2010 2009 
(In millions) 

Sen"co Allocation Sen"co Allocation 
KU 10 KU Total KU KU 10KU Total KU 

Service cost. . . . . . . . . . . . . . . . . . . . . . .. $ 1 $ I $2 $ I $ I $ 2 

Interest cost. . . . . . . . . . . . . . . . . . . . . . . . 4 4 3 3 

Expected return on plan assets. . . . . . . . . . (1) (I) 

Amortization of transitional obligation. . . . 1 1 I I 

Net periodic benefit cost . . . . . . . . . . . . .. $ 5 $ 1 $6 $ 5 $ I $ 6 

Contributions 

In January 2010, KU and Servco made discretionary pension plan contributions of $13 million and $9 million, 
respectively. The amount of future contributions to the pension plan will depend on the actual return on plan assets 
and other factors, but the Company's intent is to fund the pension plan in a manner consistent with the requirements 
of the Pension Protection Act of 2006. 

Through September 2010, KU made contributions to other postretirement benefit plans totaling $4 million. An 
additional contribution totaling $1 million was made in October. The Company anticipates further funding to match 
the annual postretirement expense and funding the 401(h) plan up to the maximum amount allowed by law. 

Health Care Reform 

In March 2010, Health Care Reform (the Patient Protection and Affordable Care Act of201O) was signed into 
law. Many provisions of Health Care Reform do not take effect for an extended period of time, and many aspects of 
the law which are currently unclear or undefined will likely be clarified in future regulations. 
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During each of the three and nine months ended September 30, 2010, KU recorded an income tax expense of 
less than $1 million, to recognize the impact of the elimination of the tax deduction related to the Medicare Retiree 
Drug Subsidy that becomes effective in 2013. 

Specific provisions within Health Care Reform that may impact KU include: 

Beginning in 2011, requirements extend dependent coverage up to age 26, remove the $2 million lifetime 
maximum and eliminate cost sharing for certain preventative care procedures. 

Beginning in 2018, a potential excise tax is expected on high-cost plans providing health coverage that 
exceeds certain thresholds. 

KU continues to evaluate all implications of Health Care Reform on its benefit programs but at this time cannot 
predict the significance of those implications. 

Note 7 - Income Taxes 

A United States consolidated income tax retum is filed by E.ON U.S.'s direct parent, RON US Investments 
Corp., for each tax period. Each subsidiary of the consolidated tax group, including KU, calculates its separate 
income tax for each period. The resulting separate-return tax cost or benefit is paid to or received from the parent 
company or its designee. The Company also files income tax returns in various state jurisdictions. While 2007 and 
later years are open under the federal statute of limitations, Revenue Agent Reports for 2006-2008 have been 
received from the IRS, effectively closing these years to additional audit adjustments. Tax years beginning with 
2007 wefC examined under an IRS pilot program named "Compliance Assurance Process" ("CAP"). This program 
accelerates the IRS' review to begin during the year applicable to the return and ends 90 days after the return is filed. 
For 2008, the IRS allowed additional deductions in connection with the Company's application for a change in 
repair deductions and disallowed some of the bonus depreciation claimed on the original return. The net temporary 
tax impact for the Company was $12 million and was recorded in the second quarter of20l0. Tax years 2009 and 
2010 are also being examined under CAP. The 2009 federal return was filed in the third quarter, and the IRS issued a 
Partial Acceptance Letter with the 2009 return. The IRS is continuing to review bonus depreciation, storms and 
other repairs. No material impact is expected from the IRS review. For the tax year 2010, no material items have 
been raised by the IRS at this time. 

Additions and reductions ofullcertain tax positions during 2010 and 2009 were less than $1 million. Possible 
amounts of uncertain tax positions for KU that may decrease within the next 12 months totnlless than $1 million and 
are based on the expiration of the audit periods as defined in the statutes. If recognized, the less than $ I million of 
unrecognized tax benefits would reduce the effective income tax rate. 

The amount KU recognized as interest expense and interest accrued related to unrecognized tax benefits was 
less than $1 million as of September 30, 2010 and December 31, 2009. The interest expense and interest accrued is 
based on IRS and Kentucky Department of Revenue large corporate interest rates for underpayment of taxes. At the 
date of adoption. the Company accrued less than $1 million in interest expense on uncertain tax positions. KU 
records the interest as interest expense and penalties as operating expenses in the income statement and accrued 
expenses in the balance sheet, on a pre-tax basis. No penalties were accrued by the Company through September 30, 
2010. 

In June 2006, the Companies filed a joint application with the U.S. Department of Energy (,'DOE") requesting 
certification to be eligible for investment tax credits applicable to the construction ofTC2. In November 2006, the 
DOE and the IRS announced that KU was selected to receive $101 million in tax credits. A final IRS certification 
required to obtain the investment tax credits was received in August 2007. In September 2007, KU received an 
Order from the Kentucky Commission approving the accounting of the investment tax credits, which includes a full 
depreciation basis adjustment for the amount of the credits. Based on eligible construction expenditures incurred, 
KU recorded investment tax credits of $6 and $17 million during the three and nine months ended September 30, 
2009, decreasing current federal income taxes. As of December 31, 2009 KU had recorded its maximum credit of 
$101 million. The income tax expense impact from amortizing these credits over the life of the related property will 
begin when the facility is placed in service, which is expected to occur by year end. 
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In March 2008, certain environmental and preservation groups filed suit in federal court in North Carolina 
against the DOE and IRS claiming the investment tax credit program was in violation of certain environmental laws 
and demanded relief, including suspension or termination of the program. The plaintiffs voluntarily dismissed their 
complaint in August 2010. 

A reconciliation of differences between the income tax expense at the statutory U.S. federal income tax rate 
and the Company's actual income tax expense follows: 

Three Months Nine i\'Ionths 
Ended Ended 

September 30, September 30, 
2010 2009 2010 2009 

~nlilions) 

Statutory federal income tax expense ............................ . $ 30 $ 37 $ 72 $ 52 

State income taxes - net of federal benefit ....................... . 3 4 8 4 

Dividends received deduction related to EEl investment .............. . (3) 

Other differences - net ...................................... . _(1) ~ ----.l±l ----.l±l 
Income tax expense ....................................... . $ 32 $ 39 $ 76 $ 49 = 

Effective income tax rate ..................................... . 37.2% 37.1% 37.1% 33.1% 

The amounts shown in the table above are rounded to the nearest $1 million; however, the effective income tax 
rates are based on actual underlying amounts. Other differences -net includes the qualified production activities 
deduction and excess deferred taxes on depreciation. 

The effective tax rate for the nine months ended September 2010 was higher than the rate for the nine months 
ended 2009 due to state income taxes - net of federal benefit being lower due to a coal credit recorded in 2009 and 
a lower dividends received deduction primarily due to the lack of EEl dividends in 2010. 

Note 8 - Short· Term and Long-Term Debt 

KU's long-term debt includes $228 million of pollution control bonds that are classified as current portion of 
long-term debt because these bonds are subject to tender for purchase at the option of the holder and to mandatory 
tender for purchase upon the occurrence of certain events. These bonds include: 

(In millions) 

Mercer Co. 2000 Series A, due May 1,2023, variable% ........................ $ 13 

Carroll Co. 2002 Series A, due Febl1lary 1, 2032, variable% 21 

Carroll Co. 2002 Series B, due February I, 2032, variable% .... . . . . . . . . . . . . . . . . . 2 

Carroll Co. 2008 Series A, due February 1,2032, variable% . . . . . . . . . . . . . . . . . . . . . 78 

Mcrccr Co. 2002 Series A, due Fcbruary I, 2032, variable% . . . . . . . . . . . . . . . . . . . . . 8 

Muhlenberg Co. 2002 Series A, due Febl1lary 1, 2032, variable% ................ . 2 

Carroll Co. 2004 Series A, due October 1, 2034, variable% . . . . . . . . . . . . . . . . . . . . . . 50 

Carroll Co. 2006 Series B, due October 1,2034, variable% . . . . . . . . . . . . . . . . . . . . . . 54 

The average annualized interest rates for these bonds follow: 

$228 
= 

September 30, 
2010 2009 

Three months ended. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. 0.37% 0.51 % 

Nine months cndcd . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. 0.36% 0.65% 

Pollution control bonds are obligations of KU issued in connection with tax-exempt pollution control bonds 
issued by counties in Kentucky. A loan agreement obligates the Company to make debt service payments to the 
counties that equate to the debt service due from the counties on the reIated pollution control bonds. The loan 

F-70 



Attachment to Response to KU AG-1 Question No. 217 
Page 125 of235 

Arbough 

agreement is an unsecured obligation of the Company. Debt issuance expense is capitalized in either regulatory 
assets or current or long-term other assets and amortized over the lives of the related bond issues, consistent with 
regulatory practices. 

In October 2010, KU's pollution control bonds were converted from unsecured debt to debt which is 
collateralized by first mortgage bonds. Also in October 2010, one national rating agency revised downward the 
short-term credit rating of the pollution control bonds and the Company's issuer rating as a result of the pending 
acquisition by PPL. 

Several of the KU pollution control bonds are insured by manoline bond insurers whose ratings have been 
reduced due to exposures relating to insurance of sub~prime mortgages. At September 30, 2010, KU had an 
aggregate $351 million of outstanding pollution control indebtedness, of which $96 million is in the form of insured 
auction rate securities wherein interest rates are reset every 35 days via an auction process. Beginning in late 2007, 
the interest rates on these insured bonds began to increase due to investor concerns about the creditworthiness of the 
bond insurers. Since 2008, the Company experienced "failed auctions" when there were insufficient bids for the 
bonds. \Vhen a failed auction occurs, the interest rate is set pursuant to a fonnula stipulated in the indenture. 

The average annualized interest rates on the auction rate bonds follow: 

September 30, 
2010 2009 

Three months ended. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. 0.61% 0.34% 

Nine months ended .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. 0.50% 0.51 % 

The instruments goveming these auction rate bonds permit KU to convert the bonds to other interest rate 
modes, such as various short~term variable rates, long-term fixed rates or intermediate-term fixed rates that are reset 
infrequently. In June 2009, one national rating agency downgraded the credit rating of an insurer of the Company's 
bonds. As a result, the national rating agency downgraded the rating on the Carroll County 2002 Series C bond. The 
national agency's rating of this bond is now based on the rating of the Company rather than the rating of the insurer 
since the Company's rating is higher. 

The Company participates in an intercompany money pool agreement wherein E.ON U.S. and/or LG&E make 
funds available to KU at market-based rates (based on highly rated commercial paper issues) up to $400 miIIion. 
Details of the balances are as follows: 

Total Money Amount Balance A,'erage 
Pool Ayailable Outstanding A"allable Interest Rate 

(In millions) 

September 30, 2010 .................... $400 $61 $339 0.28% 

December 31, 2009 .................... $400 $45 $355 0.20% 

E.ON U.S. maintained revolving credit facilities totaling $313 million at September 30, 2010 and Decem
ber 31, 2009, to ensure funding availability for the money pool. At September 30, 2010, one facility, totaling 
$150 million, was with E.ON North America, Inc. while the remaining line, totaling $163 million, was with Fidelia; 
both are affiliated companies. The balances are as follows: 

Total Amount Balance Anrage 
Amllable Outstanding Available Interest Rate 

(In millions) 

September 30, 2010 ....................... $313 $181 $132 1.44% 

December 31, 2009 ........................ $313 $276 $ 37 1.25% 

As of September 30, 2010, the Company maintained a $35 million bilateralIine of credit, maturing in June 
2012, with an unaffiliated financial institution. At September 30, 2010, there was no balance outstanding under this 
facility. The Company also maintains letter of credit facilities that sllppOl1 $195 million of the $228 million of bonds 
that can be put back to the Company. Should the holders elect to put the bonds back and they cannot be remarketed, 
the letter of credit would fund the investor's payment. 
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There were no redemptions or issuances oflol1g~term debt year-ta-date through September 30, 2010. KU was 
in compliance with all debt covenants at September 30, 2010 and December 31, 2009. See Note It General, for 
certain debt refinancing and associated transactions which arc anticipated by KU in connection with the PPL 
acquisition and Note 10, Related Party Transactions, for long-term debt payable to affiliates. 

Note 9 - Commitments and Contingencies 

Except as may be discussed in this quarterly report (including Note 2, Rates and Regulatory Matters), material 
changes have not occurred in the current status of various commitments or contingent liabilities from that discussed 
in the Company's Anuual Report for the yearcnded December 31, 2009 (including, but not limited to Note 2, Rates 
and Regulatory Matters; Note 9, Commitments and Contingencies; and Note 12, Subsequent Events, contained 
therein). See the Company's Annual Report regarding such commitments or contingencies. 

Letters of Credit 

KU has provided letters of credit as of September 30. 2010 and December 31, 2009, for on-balance sheet 
obligations totaling $198 million to support bonds of $195 million and a letter of credit for off-balance sheet 
obligations tota1ing less than $1 million to support certain obligations related to workers' compensation. 

Owensboro Contract Litigation and Contract Termination 

In May 2004, the City of Owensboro, Kentucky and OMU commenced a suit against KU concerning a iongR 

term power supply contract (the "OMU Agreement") with KU. In May 2009, KU and OMU executed a settlement 
agreement resolving the matter on a basis consistent with prior court rulings, and the Company has received the 
agreed settlement amounts. Pursuant to the settlement's operation, the OMU agreement terminated in May 2010. In 
connection with such termination, KU has recorded a net receivable totaling $4 million reflecting its estimate of 
remaining adjustments concerning prior accruals. The parties are engaged in discussions to resolve those remaining 
adjustments. 

Construction Program 

KU had approximately $167 mi11ion of commitments in connection with its construction program at 
September 30, 2010. 

In June 2006, the Companies entered into a construction contract regarding the TC2 project. The contract is 
generally in the form of a lumpRsum, turnkey agreement for the design. engineering, procurement, construction, 
commissioning, testing and delivery of the project, according to designated specifications, terms and conditions. 
The contract price and its components are subject to a number of potential adjustments which may serve to increase 
or decrease the ultimate constl1lction price paid or payable to the contractor. During 2009 and 2010, the Companies 
received several contractual notices from the TC2 construction contractor asserting historical force majeure and 
excusable event claims for a number of adjustments to the contract price, constl1lction schedule, commercial 
operations date, liquidated damages or other relevant provisions. In September 2010, the Companies and 
construction contractor agreed to a settlement to resolve certain force majeure and excusable event claims 
occurring through July 2010, under the TC2 construction contract, which settlement provided for a limited, 
negotiated extension of the contractual commercial operations date and/or relief from liquidated damages 
calculations. During commissioning activities in the second and third quarters, separate delays have occurred 
related to burner malfunctions and an excitation transformer failure. Certain temporary or permanent repairs for 
both matters have been completed, are underway or are planned for appropriate future outage periods. Commis
sioning steps resumed in October 2010, and a revised commercial operations date is currently expected by yearend. 
The parties are analyzing the treatment of these additional delays under the liquidated damages provisions of the 
construction agreement. The Companies cannot currently estimate the ultimate outcome of these matters, including 
the extent, if any, that such outcome may result in materially increased costs for the construction of TC2, further 
changes in the TC2 constl1lction completion or commercial operation dates or potential effects on levels of power 
purchases or wholesale sales due to such changed dates. 

F-72 



TC2 Air Permit 

Attachment to Response to KU AG-l Question No. 217 
Page 127 of 235 

Arbough 

The Sierra Club and other environmental groups filed a petition challenging the air permit issued for the Te2 
baseload generating unit which was issued by the KDAQ in November 2005. In September 2007, the Secretary of 
the Kentucky Environmental and Public Protection Cabinet issued a final Order upholding the permit. The 
environmental groups petitioned the EPA to object to the state permit a,nd subsequent permit revisions. In 
determinations made in September 2008 and June 2009, the EPA rejected most of the environmental groups' 
claims, but identified three permit deficiencies which the KDAQ addressed by revising the permit. In August 2009, 
the EPA issued an Order denying the remaining claims with the exception of two additional deficiencies which the 
KDAQ was directed to address. The EPA determined that the proposed permit subsequently issued by the KDAQ 
satisfied the conditions of the EPA Order although the agency recommended certain enhancements to the 
administrative record. In January 2010, the KDAQ issued a final permit revision incorporating the proposed 
changes to address the EPA objections. In March 2010, the environmental groups submitted a petition to the EPA to 
object to the permit revision, which is now pending before the EPA. The Company believes that the final permit as 
revised should not have a material adverse effect on its financial condition or results of operations. However, until 
the EPA issues a final ruling on the pending petition and all applicable appeals have been exhausted, the Company 
cannot predict the final outcome of this matter. 

Thermostat Replacement 

During January 2010, the Companies announced a voluntary plan to replace certain thermostats, which had 
been provided to customers as part of the Companies' demand reduction programs, due to concerns that the 
thermostats may present a safety hazard. Under the plan, the Companies have replaced approximately 90% of the 
estimated 14,000 thermostats that need to be replaced. Total estimated costs associated with the replacement 
program are $2 million. However, the Companies cannot fully predict the ultimate outcome of the replacement 
program or oth.er effects or developments which may be associated with the thermostat replacement matter at this 
time. 

aVEC 

KU holds a 2.5% investment interest in OVEC with 10 other electric utilities. KU is not the primary 
beneficiary; therefore the investment is not consolidated into the Company's financial statements, but is recorded on 
the cost basis. OVEC is located in Piketon, Ohio, and owns and operates two coal~fired power plants, Kyger Creek 
Station in Ohio, and Clifty Creek Station in Indiana. KU is contractual1y entitled to 2.5% of OVEC's output, 
approximately 55 Mw of generation capacity. Pursuant to the OVEC power purchase contract, the Company may be 
conditional1y responsible for a 2.5% pro~rata share of certain obligations of OVEC under defined circumstances. 
These contingent liabilities may include unpaid OVEC indebtedness as well as shortfall amounts in certain excess 
decommissioning costs and postwretirement benefits other than pension. KU's potential proportionate share of 
aVEC's September 30, 2010 outstanding debt was $35 million. 

Environmental Matters 

The Company's operations are subject to a number of environmental laws and regulations in each of the 
jurisdictions in which it operates governing, among other things, air emissions, wastewater discharges', the use, 
handling and disposal of hazardous substances and wastes, soil and groundwater contamination and employee 
health and safety. As indicated below and summarized at the conclusion of this section, evolving environmental 
regulations will likely increase the level of capital and operating and maintenance expenditures incurred by the 
Company during the next several years. Based on prior regulatory precedent, the Company believes that many costs 
of complying with such pending or future requirements would likely be recoverable under the ECR or other 
potential costwrecovery mechanisms, but the Company can provide no assurance as to the ultimate outcome of such 
proceedings before the regulatory authorities. 

Ambient Air Quality. The Clean Air Act requires the EPA to periodically review the available scientific data 
for six criteria pollutants and establish concentration levels in the ambient air sufficient to protect the public health 
and welfare with an extra margin for safety. These concentration levels are known as NAAQS. Each state must 
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identify "nonattainment areas" within its boundaries that fail to comply with the NAAQS and develop a SIP to bring 
such nonattainment arcas into compliance. If a state fails to develop an adequate plan, the EPA must develop and 
implement a plan. As the EPA increases the stringency of the NAAQS through its periodic reviews, the attainment 
status ofvarlous areas may change, thereby triggering additional emission reduction obligations unde!" revised SIPs 
aimed to achieve attainment. 

In 1997, the EPA established new NAAQS for ozone and fine pmticulates that required additional reductions in SO, 
and NOx emissions from power plants. In 1998, the EPA issued its final "NOx SIP Call" lUle requiring reductions in NOx 
emissions of approximately 85% from 1990 levels in order to mitigate ozone transport from the midwestem U.S. to the 
n0l1heastem U.S. To implement the new federal requirements, Kentucky amended its SIP in 2002 to require electric 
generating units to reduce their NOx emissions to 0.15 pounds weight per MMBtu on a company-wide basis. In 2005, the 
EPA issued the CAlR which required additional S02 emission reductions of70% and NOx emission reductions of 65% 
from 20031evels. The CAIR provided for a two-phase cap and trade program, with initial reductions of NO x and S02 
emissions due by 2009 and 2010, respectively. and final reductions due by 2015. In 2006, Kentucky proposed to amend 
its SIP to adopt state requirements similar to those under the federal CAIR. 

In July 2008, a federal appeals court issued a ruling finding deficieucies in the CAIR and vacating it. In 
December 2008, the Court amended its previous Order, directing the EPA to promulgate a new regulation but 
leaving the CAIR in place in the interim. The remand of the CAIR results in some uncertainty with respect to certain 
other EPA or state programs and proceedings and the Companies' compliance plans relating thereto due to the 
interconnection of the CAIR with such associated programs. 

In January 2010, the EPA proposed a revised NAAQS for ozone which would increase the stringcncy of the 
standard. In addition, the EPA published final revised NAAQS standards for nitrogen dioxide ("NO,") and SO, in 
FeblUat)' 2010 and June 2010, respectively, which are more stringent than previous standards. Depending on the level of 
action determined necessary to bdng local nonattainment areas into compliance with the revised NAAQS standards, 
KU's power plants arc potentially subject to requirements for additional rcdu~tions in S02 and NOx emissions. 

In July 2010, the EPA issued the proposed CATR, which serves to replace the CAIR. The CATR provides for a 
two-phase SO, reduction program with Phase I reductions due by 2012, and Phase II reductions due by 2014. The 
CATR providcs for NOx reductions in 2012, but the EPA advised that it is studying whether additional NOx 
reductions should be required for 2014. The CATR is more stringent than the CAIR as it accelerates certain 
compliance dates and provides for only intrastate and limited interstate trading of emission allowances. In addition 
to its preferred approach, the EPA is seeking comment on an alternative approach which would provide for 
individual emission limits at each power plant. The EPA has announced that it will propose additional "transport" 
rules to address compliance with revised NAAQS standards for ozone and particulate matter which will be issued by 
the EPA in the future, as discussed below. 

Hazardous Air Pollutants. As provided in the Clean Air Act, the EPA investigated hazardous air pollutant 
emissions from electric utilities and submitted a report to Congress identifying mercury emissions from coal-fired 
power plants as warranting further study. In 2005, the EPA issued the CAMR establishing mercury standards for 
new power plants and requiring all states to issue new SIPs including mercury requirements for existing power 
plants. The EPA issued a model rule which provides for a two-phase cap and trade program with initial reductions 
due by 2010, and final reductions due by 2018. The CAMR provided for reductions of70% from 2003 levcls. The 
EPA closely integrated the CAMR and CAIR programs to ensure that the 2010 mercury reduction targets would be 
achieved as a "co-benefit" of the controls instaIled for purposes of compliance with the CAIR. 

In Februal)' 2008, a federal appellate court issued a decision vacating the CAMR. The EPA has entered into a 
consent decree requiring it to promulgate a utility Maximum Achievable Control Technology rule to replace the 
CAMR with a proposed mle due by March 2011, and a final rule due by November 2011. Depending on the final 
outcome of the rulemaking, the CAMR could be replaced by new rules with different or more stringent 
requirements for reduction of mercury and other hazardous air pollutants. Kentucky has also repealed its 
corresponding state mercury regulations. 

Acid Rain Program. The Clean Air Act imposed a two-phased cap and trade program to reduce S02 
emissions from power p1ants that were thought to contribute to "acid rain" conditions in the northeastern U.S. The 
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Clean Air Act also contains requirements for power plants to reduce NOx emissions through the use of available 
combustion controls. 

Regional Haze. The Clean Air Act also includes visibility goals for certain federally designated areas, 
including national parks, and requires states to submit SIPs that will demonstrate reasonable progress toward 
preventing future impairment and remedying any existing impairment of visibility in those areas. In 2005, the EPA 
issued its Clean Air Visibility Rule detailing how the Clean Air Act's BART requirements will be applied to 
facilities, including power plants, built between 1962 and 1974 that emit certain levels of visibility impairing 
pollutants. Under the final 111le, as the CAIR provided for more visibility improvement than BART, states are 
allowed to substitute CAIR requirements in their regional haze SIPs in lieu of controls that would otherwise be 
required by BART. The final rule has been challenged in the courts. Additionally, because the regional haze SIPs 
incorporate certain CAIR requirements, the remand of the CAIR could potentially impact regional haze SIPs. See 
"Ambient Air Quality" above for a discussion of CAIR-related uncertainties. 

Installation of Pollution COil troIs. Many of the programs under the Clean Air Act utilize cap and trade 
mechanisms that require a company to hold sufticient emissions allowances to cover its authorized emissions on a 
company-wide basis and do not require installation of pollution controls on every generating unit. Under cap and trade 
programs, companies are free to focus their pollution control efforts on plants where such controls are palticularly 
efficient and utilize the resulting emission allowances for smaller plants where such controls are not cost effective. KU 
met its Phase I S02 requirements primarily through installation ofFGD equipment on Ghent Unit 1. KU's strategy for its 
Phase II S02 requirements, which commenced in 2000, includes the installation of additional FGD equipment, as well as, 
using accumulated emission allowances and fuel switching to defer celtain additional capital expenditures. In order to 
achieve the NOx emission reductions mandated by the NOx SIP Call, KU installed additional NOx controls, including 
SCR technology, during the 2000 through 2009 time period at a cost of $221 million. In20()]. the Kentucky Conunission 
granted approval to recover the costs incurred by KU for these projects through the ECR mechanism. Such monthly 
recovelY is subject to periodic review by the Kentucky Commission. 

In order to achieve currently mandated emissions reductions, KU expects to incur additional capital expen
ditures totaling approximately $285 million during the 2010 through 2012 time period for pollution controls 
including FGD and SCR equipment and additional operating and maintenance costs in operating such controls. In 
2005, the Kentucky Commission granted approval to recover the costs incurred by the Company for these projects 
through the ECR mechanism. Such monthly recovery is subject to periodic review by the Kentucky Commission. 
KU believes its costs in reducing S02, NOx and mercury emissions to be comparable to those of similarly situated 
utilities with like generation assets. KU's compliance plans are subject to many factors including developments in 
the emission allowance and fuels markets, future legislative and regulatory enactments, legal proceedings and 
advances in clean air technology. KU will continue to monitor these developments to ensure that its environmental 
obligations are met in the most efficient and cost-effective manner. See "Ambient Air Quality" above for a 
discllssion of CAIR-related uncertainties. 

OHO Developments. In 2005, the Kyoto Protocol for reducing GHG emissions took effect, obligating 37 
industrialized countries to undertake substantial reductions in GHG emissions. The U.S. has not ratified the Kyoto 
Protocol and there are cun'ently 110 mandatory GHG emission reduction requirements at the federal level. As 
discussed below, legislation mandating GHG reductions has been introduced in the Congress, but no federal 
legislation has been enacted to date. In the absence of a program at the federal level, various states have adopted 
their own GRG emission reduction programs, including 11 northeastern U.S. states and the District of Columbia 
under the Regional GHG Initiative program and California. Substantial efforts to pass federal GHG legislation are 
on-going. The current administration has announced its support for the adoption of mandatory GHG reduction 
requirements at the federal level. The United States and other countries met in Copenhagen, Denmark in December 
2009, in an effort to negotiate a ORG reduction treaty to succeed the Kyoto Protocol, which is set to expire in 2013. 
In Copenhagen, the U.S. made a nonbinding commitment to, among other things, seek to reduce GHG emissions to 
17% below 2005 levels by 2020 and provide financial support to developing countries. The United States and other 
nations are scheduled to meet in Cancun, Mexico in late 2010 to continue negotiations toward a binding agreement. 

GHG Legislation. KU is monitoring on-going efforts to enact GHG reduction requirements and require
ments governing carbon sequestration at the state and federal level and is assessing potential impacts of such 
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programs and strategies to mitigate those impacts. In June 2009, the U.S. House of Representatives passed the 
American Clean Energy and Security Act of 2009, which is a comprehensive energy bill containing the first-ever 
nation-wide GHG cap and trade program. The bill would provide for reductions in GHG emissions of 3% below 
2005 levels by 2012, 17% by 2020 and 83% by 2050. In order to cushion potential rate impacts for utility customers, 
approximately 43% of emissions allowances would initially be a1located at no cost to the electric utility sector, with 
this allocation gradually declining to 7% in 2029 and zero thereafter. The bill would also establish a renewable 
electricity standard requiring utilities to meet 20% of their electricity demand through renewable energy and energy 
efficiency by 2020. The bill contains additional provisions regarding carbon capture and sequestration, clean 
transportation, smart grid advancement, nuclear and advanced technologies and energy efficiency. 

In September 2009, the Clean Energy Jobs and American Power Act, which is largely patterned on the House 
legislation, was introduced in the U.S. Senate. The Senate bill raises the emissions reduction target for 2020 to 20% 
below 2005 levels and does not include a renewable electricity standard. While the initial bill lacked detailed 
provisions for the allocation of emissions allowances, a subsequent revision incorporated allowance allocation 
provisions similar to the House bill. In 2010, Senators Keny and Lieberman and others have undertaken additional 
work to draft GHG legislation but have introduced no bill in the Senate to date. In July 201 0, Senate Majority Leader 
Reid announced that he did not anticipate that GHG legislation would be brought to the Senate floor in the CUlTent 
session. The Company is closely monitoring the progress of pending energy legislation, but the prospect for passage 
of comprehensive GHG legislation in 2010 is uncertain. 

GHG Regulations. In April 2007, the US. Supreme COUlt mled that the EPA has the authority to regulate GHG 
under the Clean Air Act. In April 2009, the EPA issued a proposed endangelment finding concluding that GHGs 
endanger public health and welfare, which is an initialmlemaking step under the Clean Air Act. A final endangerment 
finding was issued in December 2009. In September 2009, the EPA issued a final GHG repOlting rule requiring reporting 
by facilities with annual GHG emissions equivalent to at least 25,000 tons of carbon dioxide. A number of the 
Company's facilities will be required to submit annual repol1s commencing with calendar year 2010. In May 2010, the 
EPA issued a final GHG "tailoring" rule requiting new or modified sources with OHO emissions equivalent to at least 
75,000 tons of carbon dioxide to obtain pemlits under the Prevention of Significant Deterioration Program, Such new or 
modified facilities would be required to install Best Available Control Technology. While the Company is unaware of 
any currently available OHG control technology that might be required for installation on new or modified power plants, 
it is currently assessing the potential impact of the lUle. The final rule wiII apply to new and modified power plants 
beginning in January 2011. The Company is unable to predict whether mandatOlY GHG reduction requirements will 
ultimately be enacted through legislation or regulations. 

GHG Litigation. A number of lawsuits have been filed asserting common law claims including nuisance, 
trespass and negligence against various 'companies with GHG emitting facilitics. In October 2009, a three judge 
panel of the United States Court of Appeals for the 5th Circuit in the case of Comer v. Murphy Oil reversed a lower 
court, holding that private plaintiffs have standing to assert certain common law claims against more than 30 utility, 
oil, coal and chemical companies. In March 2010, the court vacated the opinion of the three-judge panel and granted 
a motion for rehearing but subsequently denied the appeal due to the lack of a quorum. The appellate ruling leaves in 
effect the lower court ruling dismissing the plaintiffs' claims. The petitioners filed a petition for a writ ofmandamus 
with the Supreme Court in August 2010. The Comer complaint alleges that GHG emissions from the defendants' 
facilities contributed to global warming which increased the intensity of Hurricane Katrina. KON, the indirect 
parent of the Companies, was included as a defendant in the complaint but has not becn subject to the proceedings 
due to the failure of the plaintiffs to pursue service under the applicable intcrnational procedures. The Companies 
are currently unable to predict further developments in the Comer case and continue to monitor relevant GHG 
litigation to identify judicial developments that may be potentially relevant to their operations. 

Ghellt Opacity NOV. [n September 2007, the EPA issued an NOV alleging that KU had violated certain 
provisions of the Clean Air Act's operating rules relating to opacity during June and July of2007 at Units I and 3 of 
KU's Ghent generating station. The parties have met on this matter and KU has received no further communications 
from the EPA. The Company is not able to estimate the outcome or potential effects of these matters, including 
whether, substantial fines, penalties or remedial measures may result. 
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Ghent New Source Review NOV. In March 2009. the EPA issued an NOV alleging that KU violated certain 
provisions of the Clean Air Act's mles governing new source review and prevention of significant deterioration by 
insta1ling FGD and SCR controls at its Ghent generating station without assessing potential increased sulfuric acid 
mist emissions. KU contends that the work in question, as pollution control projects, was exempt from the 
requirements cited by the EPA. In December 2009, the EPA issued a Section 114 information request seeking 
additional information on this matter. In March 2010, the Company received an EPA settlement proposal providing 
for imposition of additional permit limits and emission controls and anticipates continued settlement negotiations 
with the EPA. Depending on the provisions of a final settlement or the results of litigation, if any, resolution of this 
matter could involve significant increased operating and capital expenditures. The Company is currently unable to 
determine the final outcome of this matter or the impact of an unfavorable determination on the Company's 
financial position or results of operations. 

Ash Ponds and Coal~Comblistion ByplVducts. The EPA has undertaken various initiatives in response to the 
December 2008 impoundment failure at the Tennessee Valley Authority's Kingston power plant, which resulted in a 
major release of coal combustion byproducts into the environment. The EPA issued information requests to utilities 
throughout the country, including KU, to obtain information on their ash ponds and other impoundments. In 
addition, the EPA inspected a large number of impoundments located at power plants to determine their structural 
integrity. The inspections included several of KU's impoundments, which the EPA found to be in satisfactory 
condition. In June 2010, the EPA published proposed regulations for coal combustion byproducts handled in 
landfills and ash ponds. The EPA has proposed two alternatives: (I) regnlation of coal combustion byproducts in 
landfills and ash ponds as a hazardous waste or (2) regulation of coal combustion byproducts as a solid waste with 
minimum national standards. Under both alternatives, the EPA has proposed safety requirements to address the 
structural integrity of ash ponds. In addition, the EPA will consider potential refinements of the provisions for 
beneficial reuse of coal combustion byproducts. 

Water Discharges and PCB Regulations. The EPA has also announced plans to develop revised effluent 
limitation guidelines governing discharges from power plants and standards for cooling water intake structures. The 
EPA has further announced plans to develop revised standards governing the use of polychlorinated biphenyls 
(,'PCB") in electrical equipment. The Company is monitoring these ongoing regulatory developments but will be 
unable to determine the impact until such time as new rules are finalized. 

Impact of Pending and Future Environmental Developments. As a company with significant coal-fired 
generating assets, KU wil1likely be substantially impacted by pending or future environmcntal rules or lcgislation 
requiring mandatory reductions in GHG emissions or other air emissions, imposing more stringent standards on 
discharges to waterways, or establishing additional requirements for handling or disposal of coal combustion 
byproducts. These evolving environmental regulations wi1llikely require an increased level of capital expenditures 
and increased incremental operating and maintenance costs by the Company over the next several years. Due to the 
uncertain nature of the final regulations that will ultimately be adopted by the EPA, including the reduction targets 
and the deadlines that will be applicable. the Company cannot finalize estimates of the potential compliance costs, 
but should the final rules incorporate additional emission reduction requirements, require more stringent emissions 
controls or implement more stringent -byproducts storage and disposal practices, such costs will likely be 
significant. With respect to NAAQS, CATR, CAMR replacement and coal combustion byproducts developments, 
based on a preliminary analysis of proposed regulations, the Company may be required to consider actions such as 
upgrading existing emissions controls, installing additional emissions controls, upgrading byproducts disposal and 
storage and possible early replacement of coal-fired units. Capital expenditures for KU associated with stich actions 
are preliminarily estimated to be in the $1.7 billion range over the next 10 years, although final costs may 
substantially vary. \Vith respect to potential developments in water discharge, revised PCB standards or GHG 
initiatives, costs in such areas cannot be estimated due to the preliminary status or uncertain outcome of such 
developments, but would be in addition to the above amount and could be substantial. Ultimately, the precise impact 
on the Company's operations of these various environmental developments cannot be determined prior to the 
finalization of such requirements. Based on prior regulatory precedent, the Company believes that many costs of 
complying with such pending or future requirements would likely be recoverable under the ECR or other potential 
cost-recovery mechanisms, but the Company can provide no assurance as to the ultimate outcome of such 
proceedings before the regulatory authorities. 
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TC2 Water Permit. In May 20 I 0, the Kentucky \Vaterways Alliance and other environmental groups filed a 
petition with the Kentucky Energy and Environment Cabinet challenging the Kentucky Pollutant Discharge 
Elimination System permit issued in April 2010, which covers water discharges from the Trimble County 
generating station. In Octoher 2010, the hearing officer issued a report and recommended order providing for 
dismissal of the claims raised by the petitioners. Until such time as the Secretary issues a final order of the agency 
and all appeals afe exhausted, the Company is unable to predict the outcome or precise impact of this matter. 

General Environmental Proceedings. From time to time, KU appears before the EPA, various state or local 
regulatory agencies and state and federal COutts regarding matters involving compliance with applicable ellvi
ronmentallaws and regulations. Such matters include a prior Section 114 information request from the EPA relating 
to new-source issues at KU's Ghent unit 2; completed settlement with state regulators regarding compliance with 
particulate limits in the air permit for KU's Tyrone generating station; remediation activities for or other risks 
relating to elevated PCB levels at existing properties; liability under the Comprehensive Environmental Response, 
Compensation and Liability Act for cleanup at various off-site waste sites; and claims regarding the GHG emissions 
from the Company's generating stations. Based on analysis to date, the resolution of these matters is not expected to 
have a material impact on the Company's operations. 

Note 10 - Related Party Transactions 

KU, subsidiaries of E.ON U.S. and subsidiaries of E.ON engage in related patty transactions. Transactions 
between KU and E.ON U.S. subsidiaries m'e eliminated on consolidation ofE.ON U.S. Transactions between KU 
and E.ON subsidiaries are eliminated on consolidation ofE.ON. These transactions are generally perfOlmed at cost 
and are in accordance with FERC regulations under the Public Utility Holding Company Act of 2005 and the 
applicable Kentucky Commission and Virginia Commission regulations. The significant related party transactions 
are disclosed below. 

Intercompany \Vholesale Sales and Purchases 

KU and LG&E jointly dispatch their generation units with the lowest cost generation used to serve their retail 
native load. \Vhen LG&E has excess generation capacity after serving its own retail native load and its generation 
cost is lower than that of KU, KU purchases electricity from LG&E. When KU has excess generation capacity after 
serving its own retail native load and its generation cost is lower than that of LG&E, LG&E purchases electricity 
from KU. These transactions are recorded as intercompany wholesale sales and purchases arc recorded by each 
company at a price equal to the seller's fuel cost. Savings realized from purchasing electricity intercompany instead 
of generating from their own higher costs units or purchasing from the market are shared equally between the two 
Companies. The volume of energy each company has to sell to the other is dependent on its native load needs and its 
available generation. 

These sales and purchases are included in the statements of income as operating revenues, power purchased 
expenses and other operation and maintenance expenses. KU's intercompany electric revenues and power 
purchased expense were as follows: 

Electric operating revenues from LG&E ......... . 

Power purchased and related operations and 
maintenance expenses from LG&E ........... . 

Interest Charges 

Thrce Months Ended 
September 30, 

2010 2009 

Nine Months Ended 
Septcmber 30, 

2010 2009 
(In millions) 

$ 3 $ 2 $13 $18 

22 22 71 82 

See Note 8, Short~Term and Long-Term Debt, for details of intercompany borrowing anangements. Inter
company agreements do not require interest payments for receivables related to services provided when settled 
within 30 days. 
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KU's interest expense to affiliated companies was as follows: 

Interest on Fidelia loans .................... . 

Three Months Ended 
September 30, 

2010 2009 

Nine Months Ended 
September 30, 

2010 2009 
(In millions) 

$18 $18 $55 $51 

Interest expense paid to E.ON U.S. on the mOIley pool arrangement was less than $1 million for the three and 
nine months ended September 30, 2010 and 2009. 

Dividends 

In September 2010, the Company paid dividends of $50 million to its common shareholder, E.ON U.S. 

Capital Contributions 

In March and June 2009, the Company received capital contributions of $50 million and $25 million, 
respectively, from its common shareholder, E.ON'U.S. 

Other Intercompany Billings 

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

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

Intercompany billings to and from KU were as follows: 

Servco billings to KU ....................... 

KU billings to LG&E ....................... 

LG&E billings to KU ....................... 

KU billings to Servco ....................... 
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2010 2009 
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Intercompany Balances 

The Company had the following balances with its affiliates: 

September 30, December 31, 
2010 2009 

(In millions) 

Accounts receivable from E.ON U.S. . ....................... . $ $ 9 

Accounts payable to LG&E ................................ . 17 53 
Accounts payable to ServeD ................................ . 18 20 

Accounts payable to E.ON U.S. . ........................... . 18 
Accounts payable to Fidelia ................................ . 18 15 
Notes payable to E.ON U.S ................................ . 61 45 
Long-term debt to Fidelia (including current portion of $33 million) .. . 1,331 1,331 

Note 11- Subsequent Events 

Subsequent events have been evaluated through October 29, 2010, the date of issuance of these statements, and 
these statements contain al1 necessary adjustments and disclosures resulting from that evaluation. 

On October 29, 2010, KU's pollution control bonds were converted from unsecured debt to debt which is 
collateralized by first mortgage bonds. See Note I, General, and Note 8, Short-Term and Long-Term Debt. 

On October 26, 2010, the FERC issued an Order approving the acquisition ofE.ON U.S. by PPL. See Note I, 
General. 

On October 19, 2010 and October 21, 2010, respectively, the Virginia Commission and Tennessee Regulatory 
Authority issued Orders approving the acquisition ofE.ON U.S. by PPL. On the same dates, KU received Virginia 
Commission and Tennessee Regulatory Authority approvals to complete certain refinancing transactions in 
connection with the anticipated PPL acquisition and other business factors. See Note 1, General, and Note 8, 
Short-Term and Long-Term Debt. 
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Supplement, dated October 29,2010 to Reoffering Circular dated December II, 2008, as 
supplemented as of December 16, 2008 (the "Reoffering Circular") 

$54,000,000 
County of Carroll, Kentucky 

Envirollmental Facilities Revenue 
Refunding Bonds, 2006 Series B 

(Kentucky Utilities Company Project) 

$77,947,405 
COllllty of Carroll, Kentucl{y 

Environmental Facilities Revenue 
Bonds, 

2008 Sedcs A 
(Kentucky Utilities Company Project) 

Effective as of October 29, 20 I 0, each series of the above-referenced bonds (collectively, 
the "Bonds") will be further secured by the delivery to Deutsche Bank Trust Company Americas, 
as trustee for each series of Bonds (the "Trustee"), ofa separate tranche of first mortgage bonds 
of Kentucky Utilities Company (the "Company"). The principal amount, maturity date and 
interest rate (or method of determining interest rates) of each such tranche of first mortgage 
bonds will be identical to the principal amount, maturity date and interest rate (or method of 
determining interest rates) of the applicable series of Bonds. The first mortgage bonds will only 
be payable, and interest thereon will only accrue, as described herein. See "Security," 
"Summary of the Loan Agreement - Issuance and Delivery of First Mortgage Bonds" and 
"Summary of the First Mortgage Bonds" for more information regarding the first mortgage 
bonds. The first mortgage bonds will not provide a direct source of liquidity to pay the purchase 
price of Bonds tendered for purchase in accordance with the applicable Indenture (as hereinafter 
defined). 

Please be advised that, as reflected in the Company's most recent financial statements 
that are filed on the Electronic Municipal Market Access (EMMA) system and are incorporated 
by reference herein, PPL Corporation has entered into an agreement with E.ON AG pursuant to 
which PPL Corporation would purchase all ofthe ownership interests ofE.ON U.S. LLC, the 
Company's parent. Consummation of the transaction is subject to customary closing conditions, 
including receipt of all required regulatory approvals. Subject to receipt of such approvals, the 
transaction is expected to close by the end of2010. If the transaction is completed, the Company 
will become an indirect wholly-owned subsidiary of PPL Corporation. 

Except as otherwise specified herein, information in the Reoffering Circular referred to 
above has not been amended or modified and the information contained herein is qualified by 
reference to, and should be read in conjunction with, the Reoffering Circular, including 
information incorporated therein by reference. Terms not otherwise defined herein shall have the 
meanings ascribed to them in such Reoffering Circular. 
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The section of the ReojJering Circular captioned "Separate Series" is hereby amended to read in 
its entirety as follows: 

Separate Series 

The 2006 Series B Bonds and the 2008 Series A Bonds are separate series and optional or 
mandatory redemption of any series may be made in the manner described below without the 
redemption of the other series. Similarly, a default under one of the series of Bonds or one ofthe 
Loan Agreements will not necessarily constitute a default under the other series of Bonds or 
Loan Agreements. Each series of Bonds can bear interest at an Interest Rate Mode different 
fi'om the Interest Rate Mode borne by the other series of Bonds. Unless specifically otherwise 
noted, any discussion herein and under the captions "Summary of the Bonds," "The Letter of 
Credit," "Security" "Summary ofthe Loan Agreement," "Summary of the First MOltgage 
Bonds," "Summary of the Indenture," "Enforceability of Remedies" and "Tax Treatment" 
applies equally, but separately, to the 2006 Series B Bonds and the 2008 Series A Bonds. 

As used herein under such captions with respect to the 2006 Series B Bonds, the term 
"Project" shall mean the 2006 Series B Project, the term "Bonds" shall mean the 2006 Series B 
Bonds, the term "First MOltgage Bonds" shall mean the Carroll County Tranche 5 of the First 
Mortgage Bonds delivered to the 2006 Series B Trustee, the term "Loan Agreement" shall mean 
the 2006 Series B Loan Agreement pursuant to which the Issuer loaned the proceeds fi'om the 
sale ofthe 2006 Series B Bonds to the Company, the term "Indenture" shall mean the 2006 
Series B Indenture, the term "Remarketing Agent" shall mean Banc of America Securities LLC, 
the terms "Trustee" and "Tender Agent" shall mean the 2006 Series B Trustee and the term 
"Letter of Credit" shall mean the Letter of Credit delivered to the 2006 Series B Trustee. 

As used herein under such captions with respect to the 2008 Series A Bonds, the term 
"Project" shall mean the 2008 Series A Project, the term "Bonds" shall mean the 2008 Series A 
Bonds, the term "First Mortgage Bonds" shall mean the Carroll County Tranche 7 ofthe First 
Mortgage Bonds delivered.to the 2008 Series A Trustee the term "Loan Agreement" shall mean 
the 2008 Series A Loan Agreement pursuant to which the Issuer loaned the proceeds fi'om the 
sale ofthe 2008 Series A Bonds to the Company, the term "Indenture" shall mean the 2008 
Series A Indenture, the term "Remarketing Agent" shall mean Banc of America Securities LLC, 
the terms "Trustee" and "Tender Agent" shall mean the 2008 Series A Trustee and the term 
"Letter of Credit" shall mean the Letter of Credit delivered to the 2008 Series A Trustee. 
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The section of the ReojJering Circular captioned "Security; Limitation on Liens" is hereby 
amended to read in its entirety as follows: 

Security 

Payment of the principal of and interest and any premium on the Bonds will be secured 
by an assignment by the Issuer to the Trustee of the Issuer's interest in and to the Loan 
Agreement and all payments to be made pursuant thereto (other than celtain indemnification and 
expense payments). Pursuant to the Loan Agreement, the Company will agree to pay, among 
other things, amounts sufficient to pay the aggregate principal amount of and premium, if any, on 
the Bonds, together with interest thereon as and when the same become due. The Company 
further will agree to make payments ofthe purchase price of the Bonds tendered for purchase to 
the extent that funds are not otherwise available therefor under the provisions of the Indenture. 

The payment of the principal of and interest and any premium on the Bonds will be 
further secured by a separate tranche ofthe Company's First Mortgage Bonds, Collateral Series 
20 I 0 (the "First Mortgage Bonds") to be issued under an Indenture, dated as of October I, 2010, 
as supplemented (the "First Mortgage Indenture"), between the Company and The Bank of New 
York Mellon, as trustee (the "First Mortgage Trustee"). The principal amount of the First 
MOltgage Bonds will equal the principal amount ofthe Bonds. If the Bonds become 
immediately due and payable as a result of a default in payment ofthe principal of, premium, if 
any, or interest on the Bonds, or a default in payment ofthe purchase price of such Bonds, due to 
an event of default under the Loan Agreement and upon receipt by the First Mortgage Trustee of 
a written demand from the Trustee for redemption of the First Mortgage Bonds, or if all first 
mortgage bonds outstanding under the First Mortgage Indenture shall have been immediately due 
and payable, such First Mortgage Bonds will bear interest at the same interest rate or rates borne 
by the Bonds and the principal of such First MOltgage Bonds, together with interest accrued 
thereon from the last date or dates to which interest on the Bonds has been paid in full, will be 
payable in accordance with the Supplemental Indenture. See "Summary of the First Mortgage 
Bonds." 

The First Mortgage Bonds are not intended to provide a direct source of liquidity to pay 
the purchase price of Bonds tendered for purchase in accordance with the Indenture. The First 
Mortgage Bonds are secured by a lien on celtain property owned by the Company. In certain 
circumstances, the Company is permitted to reduce the aggregate principal amount of its First 
Mortgage Bonds held by the Trustee, but in no event to an amount lower than the aggregate 
outstanding principal amount of the Bonds. 

* * * * 
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The section of the ReojJering Circular captioned "Summ{llJ' of the Loan Agreement - Limitation 
on Liens" is hereby deleted The sections of the ReojJering Circular captioned "Sulllm{llJ' of the 
Loan Agreement - Issuance and DelivelY of First Mortgage Bonds "; "- Insurance "; "
Events of Default " and" - Remedies" are hereby added or amendecl, as applicable, to read in 
their entirety as follows: 

Summary of the Loan Agreement 

* * * * 
Issuance and Delivery of First Mortgage Bonds 

For the purpose ofproviding security for the Bonds, the Company will execute and 
deliver to the Trustee the First Mortgage Bonds. The principal amount of the First Mortgage 
Bonds executed and delivered to the Trustee will be equal to the aggregate principal amount of 
the Bonds. If the Bonds become immediately due and payable as a result of a default in payment 
of the principal of, premium, if any, or interest on the Bonds, or a default in payment of the 
purchase price of such Bonds, due to an event of default under the Loan Agreement and upon 
receipt by the First Mortgage Trustee of a written demand fi'om the Trustee for redemption ofthe 
First Mortgage Bonds, or if all first mortgage bonds outstanding under the First Mortgage 
Indenture shall have been immediately due and payable, such First Mortgage Bonds will bear 
interest at the same interest rate or rates borne by the Bonds and the principal of such First 
Mortgage Bonds, together with interest accrued thereon from the last date to which interest on 
the Bonds shall have been paid in full, will then be payable. See, however, "Summary of the 
Indenture - Waiver of Events of Default." 

Upon payment ofthe principal of, premium, ifany, and interest on any of the Bonds, and 
the surrender to and cancellation thereof by the Trustee, or upon provision for the payment 
thereof having been made in accordance with the Indenture, First Mortgage Bonds with 
corresponding principal amounts equal to the aggregate principal amount of the Bonds so 
surrendered and canceled or for the payment of which provision has been made, will be 
surrendered by the Trustee to the First Mortgage Trustee and will be canceled by the First 
M0l1gage Trustee. The First M0l1gage Bonds will be registered in the name of the Trustee and 
will be non transferable, except to effect transfers to any successor trustee under the Indenture. 

Insurance 

The Company has agreed to insure the Project in accordance with the provisions of the 
First M0l1gage Indenture. 

Events of Default 

Each of the following events constitutes an "event of default" under the Loan Agreement: 

(1) failure by the Company to pay the amounts required for payment of the 
principal of, including purchase price for tendered Bonds and redemption and 
acceleration prices, and interest accrued, on the Bonds, at the times specified therein 
taking into account any periods of grace provided in the Indenture and the Bonds for the 
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applicable payment of interest on the Bonds (see "Summary of the Indenture - Defaults 
and Remedies"); 

(2) failure by the Company to observe and perform any covenant, condition or 
agreement, other than as referred to in paragraph (1) above, for a period of thirty days 
after written notice by the Issuer or Trustee, provided, however, that if such failure is 
capable of being corrected, but cannot be corrected in such 30-day period, it will not 
constitute an event of default under the Loan Agreement if corrective action with respect 
thereto is instituted within such period and is being diligently pursued; 

(3) cellain events of bankruptcy, dissolution, liquidation, reorganization or 
insolvency of the Company; 

(4) the occurrence of an event of default under the Indenture; or 

(5) all first mortgage bonds outstanding under the First Mortgage Indenture, if 
not already due, shall have become immediately due and payable, whether by declaration 
or otherwise, and such acceleration shall not have been rescinded or annulled by the First 
Mortgage Trustee. 

Under the Loan Agreement, certain of the Company's obligations (other than the 
Company's obligations, among others, 0) not to permit any action which would result in interest 
paid on the Bonds being included in gross income for federal and Kentucky income taxes; (ii) to 
maintain its corporate existence and good standing, and to neither dispose of all or substantially 
all of its assets or consolidate with or merge into another corporation unless certain provisions of 
the Loan Agreement are satisfied; and (iii) to make loan payments and cellain other payments 
under the provisions of the Loan Agreement) may be suspended ifby reason of force majeure (as 
defined in the Loan Agreement) the Company is unable to carry out such obligations. 

Remedies 

Upon the happening of an event of default under the Loan Agreement, the Trustee, on 
behalf of the Issuer, may, among other things, take whatever action at law or in equity may 
appear necessary or desirable to collect the amounts then due and thereafter to become due, or to 
enforce performance and observance of any obligation, agreement or covenant ofthe Company, 
under the Loan Agreement, including any remedies available in respect ofthe First Mortgage 
Bonds. 

In the event of a default in payment of the principal of, premium, if any, or interest on the 
Bonds and the acceleration of the maturity date ofthe Bonds (to the extent not already due and 
payable) as a consequence of such event of default, the Trustee may demand redemption of the 
First Mortgage Bonds. See "Summary of the First MOllgage Bonds" and "Summary ofthe 
Indentme - Defaults and Remedies." Any amounts collected upon the happening of any such 
event of default will be applied in accordance with the Indenture or, if the Bonds have been fully 
paid (or provision for payment thereof has been made in accordance with the Indenture) and all 
other liabilities ofthe Company accrued under the Indenture and the Loan Agreement have been 
paid or satisfied, made available to the Company. 
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A new section is hereby added to the ReofJering Circular to read in its entirety asfollows: 

Summary of the First Mortgage Bonds 

The following, in addition to the provisions contained elsewhere in this ReofJering 
Circulm~ is a brief description of certain provisions of the First Mortgage Bonds and the First 
Mortgage Indenture. This description is only a slllllmmy and does not plllport to be complete 
and definitive. Reference is made to the First Mortgage Indenture and to the form of the First 
Mortgage Bondsfor the detailed provisiolls thereof 

General 

The First Mortgage Bonds, in a principal amount equal to the principal amount ofthe 
Bonds, were issued as a new tranche from a new series of first mortgage bonds under the First 
Mortgage Indenture (see "Summary of the Loan Agreement - Issuance and Delivery of First 
Mortgage Bonds"). The statements herein made (being for the most part summaries of certain 
provisions of the First Mortgage Indenture) are subject to the detailed provisions of the First 
Mortgage Indenture, which is incorporated herein by this reference. Words or phrases italicized 
are defined in the First Mortgage Indenture. 

The First Mortgage Bonds will mature on the same date and bear interest at the same rate 
or rates as the Bonds; however, the principal of and interest on the First MOltgage Bonds will not 
be payable other than upon the occurrence of an event of default under the Loan Agreement. If 
the Bonds become immediately due and payable as a result of a default in payment ofthe 
principal of, premium, if any, or interest on the Bonds, or a default in payment ofthe purchase 
price of such Bonds, due to an event of default under the Loan Agreement, and if all first 
mortgage bonds outstanding under the First Mortgage Indenture shall not have become 
immediately due and payable following an event of default under the First Mortgage Indenture, 
the Company will be obligated to redeem the First MOltgage Bonds upon receipt by the First 
Mortgage Trustee of a Redemption Demand from the Trustee for redemption, at a redemption 
price equal to the principal amount thereof plus accrued interest at the rates borne by the Bonds 
fi'om the last date to which interest on the Bonds has been paid. 

The First Mortgage Bonds at all times will be in fully registered form registered in the 
name of the Trustee, will be non-negotiable, and will be non-transferable except to any successor 
trustee under the Indenture. Upon payment and cancellation of Bonds by the Trustee or the 
Paying Agent (other than any Bond or portion thereof that was canceled by the Trustee or the 
Paying Agent and for which one or more Bonds were delivered and authenticated pursuant to the 
Indenture), whether at maturity, by redemption or otherwise, or upon provision for the payment 
of the Bonds having been made in accordance with the Indenture, an equal principal amount of 
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First M011gage Bonds will be deemed fully paid and the obligations ofthe Company thereunder 
will cease. 

Security; Lien of the First Mortgage Indenture 

General. Except as described below under this heading and under "- Issuance of 
Additional First Mortgage Bonds," and subject to the exceptions described under "
Satisfaction and Discharge," all first mortgage bonds issued under the First Mortgage Indenture, 
including the Bonds, will be secured, equally and ratably, by the lien of the First Mortgage 
Indenture, which constitutes, subject to permitted liens as described below, a first mortgage lien 
on substantially all of the Company's real and tangible personal prope11y located in Kentucky 
and used or to be used in connection with the generation, transmission and distribution of 
electricity (other than property duly released fi·om the lien of the First Mortgage Indenture in 
accordance with the provisions thereof and other than excepted property, as described below). 
Property that is subject to the lien of the First Mortgage Indenture is referred to herein as 
"Mortgaged Property." 

The Company may obtain the release of property fi·om the lien of the First Mortgage 
Indenture fi·om time to time, upon the bases provided for such release in the First Mortgage 
Indenture. See "- Release of Property." 

The Company may enter into supplemental indentures with the First Mortgage Trustee, 
without the consent of the holders of the first mortgage bonds, in order to subject additional 
property (including property that would otherwise be excepted from such lien) to the lien of the 
First Mortgage Indenture. This prope11y would constitute property additions and would be 
available as a basis for the issuance of additional first mortgage bonds. See "- Issuance of 
Additional First Mortgage Bonds." 

The First Mortgage Indenture provides that after-acquired prope11y (other than excepted 
property) will be subject to the lien of the First Mortgage Indenture. However, in the case of 
consolidation or merger (whether or not the Company is the surviving company) or transfer of 
the Mortgaged Property as or substantially as an entirety, the First MOltgage Indenture will not 
be required to be a lien upon any of the prope11ies either owned or subsequently acquired by the 
successor company except properties acquired from the Company in or as a result of such 
transfer, as well as improvements, extensions and additions (as defined in the First Mortgage 
Indenture) to such properties and renewals, replacements and substitutions of or for any part or 
pat1s thereof. See "-- Consolidation, Merger and Conveyance of Assets as an Entirety." 

Excepted Property. The lien of the First Mortgage Indenture does not cover, among other 
things, the following types of property: property located outside of Kentucky and not specifically 
subjected or required to be subjected to the lien ofthe First M011gage Indenture; property not 
used by the Company in its electric generation, transmission and distribution business; cash and 
securities not paid, deposited or held under the First M0l1gage Indenture; contracts, leases and 
other agreements of all kinds, contract rights, bills, notes and other instruments, revenues, 
accounts receivable, claims, demands and judgments; governmental and other licenses, permits, 
fi·anchises, consents and allowances; intellectual property rights and other general intangibles; 
vehicles, movable equipment, aircraft and vessels; all goods, stock in trade, wares, merchandise 
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and inventory held for the purpose of sale or lease in the ordinary course of business; materials, 
supplies, inventory and other personal property consumable in the operation of the Company's 
business; fuel; tools and equipment; fmniture and furnishings; computers and data processing, 
telecommunications and other facilities used primarily for administrative or clerical pmposes or 
otherwise not used in connection with the operation or maintenance of electric generation, 
transmission and distribution facilities; coal, ore, gas, oil and other minerals and timber rights; 
electric energy and capacity, gas, steam, water and other products generated, produced, 
manufactured, purchased or otherwise acquired; real property and facilities used primarily for the 
production or gathering of natural gas; property which has been released from the lien of the 
First Mortgage Indenture; and leasehold interests. Property of the Company not covered by the 
lien of the First Mortgage Indenture is referred to herein as excepted property. Properties held 
by any of the Company's subsidiaries, as well as propelties leased from others, would not be 
subject to the lien of the First Mortgage Indentme. 

Permitted Liens. The lien ofthe First Mortgage Indentme is subject to permitted liens 
described in the First Mortgage Indenture. Such permitted liens include liens existing at the 
execution date of the First Mortgage Indenture, purchase money liens and other liens placed or 
otherwise existing on property acquired by the Company after the execution date ofthe First 
Mortgage Indenture at the time the Company acquires it, tax liens and other governmental 
charges which are not delinquent 01' which are being contested in good faith, mechanics', 
construction and materialmen's liens, certain judgment liens, easements, reservations and rights 
of others (including governmental entities) in, and defects of title to, the Company's property, 
certain leases and leasehold interests, liens to secure public obligations, rights of others to take 
minerals, timber, electric energy 01' capacity, gas, water, steam or other products produced by the 
Company 01' by others on the Company's property, rights and interests of persons other than the 
Company arising out of agreements relating to the common ownership 01' joint use of property, 
and liens on the interests of such persons in such property and liens which have been bonded 01' 

for which other security arrangements have been made. 

The First Mortgage Indenture also provides that the First Mortgage Trustee will have a 
lien, prior to the lien on behalf of the holders of the first mortgage bonds, including the First 
MOltgage Bonds, upon the Mortgaged Propelty as security for the Company's payment of its 
reasonable compensation and expenses and for indemnity against certain liabilities. Any such 
lien would be a permitted lien under the First Mortgage Indenture. 

Issuance of Additional First Mortgage Bonds 

The maximum principal amount of first mortgage bonds that may be authenticated and 
delivered under the First Mortgage Indentme is subject to the issuance restrictions described 
below; provided, however, that the maximum principal amount of first mortgage bonds 
outstanding at anyone time shall not exceed One Quintillion Dollars 
($1,000,000,000,000,000,000), which amount may be changed by supplemental indenture. First 
mortgage bonds of any series may be issued fi'om time to time on the basis of, and in an 
aggregate principal amount not exceeding: 

• 662/3% of the cost orJair vallie to the Company (whichever is less) of property additions 
(as described below) which do not constitute Junded property (generally, property additions 

CHI-1733674v3 8 



Attachment to Response to KU AG-1 Question No. 217 
Page 143 of235 

Arbough 

which have been made the basis of the authentication and delivery of first mortgage bonds, 
the release of Mortgaged Property or the withdrawal of cash, which have been substituted 
for retired funded property or which have been used for other specified purposes) after 
cettain deductions and additions, primarily including adjustments to offset property 
retirements; 

• the aggregate principal amount of retired securities (as described below); or 

• an amount of cash deposited with the First Mortgage Trustee. 

Property additions generally include any property which is owned by the Company and 
is subject to the lien of the First Mortgage Indenture except (with cettain exceptions) goodwill, 
going concern value rights or intangible propetty, or any property the acquisition or construction 
of which is properly chargeable to one ofthe Company's operating expense accounts. 

Retired securities means, generally, first mortgage bonds which are no longer outstanding 
under the First Mortgage Indenture, which have not been retired by the application ofjimded 
cash and which have not been used as the basis for the authentication and delivery of first 
mortgage bonds, the release of property or the withdrawal of cash. 

The First Mottgage Bonds will be issued on the basis of property additions. At August 
31, 2010, approximately $2.3 billion of property additions were available to be used as the basis 
for the authentication and delivery of first mortgage bonds. 

Release of Property 

Unless an event of default has occurred and is continuing, the Company may obtain the 
release fi'om the lien of the First Mortgage Indenture of any Mottgaged Property, except for cash 
held by the First Mortgage Trustee, upon delivery to the First Mortgage Trustee of an amount in 
cash equal to the amount, if any, by which sixty-six and two-thirds percent (66-2/3%) ofthe cost 
of the property to be released (or, if less, the fair value to the Company of such property at the 
time it became jimded property) exceeds the aggregate of: 

an amount equal to 66 2/3% of the aggregate principal amount of obligations secured by 
purchase money liens upon the property to be released and delivered to the First Mortgage 
Trustee; 

an amount equal to 66 2/3% of the cost orfair value to the Company (whichever is less) of 
cettified property additions not constituting jimded property after certain deductions and 
additions, primm'ily including adjustments to offset propetty retirements (except that such 
adjustments need not be made if such property additions were acquired or made within the 
90-day period preceding the release); 

• the aggregate principal amount of first mortgage bonds the Company would be entitled to 
issue on the basis of retired securities (with such entitlement being waived by operation of 
such release); 
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• the aggregate principal amount of first mortgage bonds delivered to the First Mortgage 
Trustee (with such first mOltgage bonds to be canceled by the First Mortgage Trustee); 

• any amount of cash andlor an amount equal to 66 2/3% of the aggregate principal amount 
of obligations secured by purchase money liens upon the property released delivered to the 
trustee or other holder of a lien prior to the lien of the First MOltgage Indenture, subject to 
celtain limitations described in the First Mortgage Indenture; and 

• any taxes and expenses incidental to any sale, exchange, dedication or other disposition of 
the property to be released. 

As used in the First Mortgage Indenture, the term purchase money lien means, generally, 
a lien on the property being released which is retained by the transferor of such property or 
granted to one or more other persons in connection with the transfer or release thereof, or granted 
to or held by a trustee or agent for any such persons, and may include liens which cover property 
in addition to the propelty being released andlor which secure indebtedness in addition to 
indebtedness to the transferor of such property. 

Unless an event of default has occurred and is continuing, property which is notfill1ded 
properly may generally be released fi'Olll the lien of the First Mortgage Indenture without 
depositing any cash or property with the First Mortgage Trustee as long as ( a) the aggregate 
amount of cost orfair value to the Company (whichever is less) of all property additions which 
do not constitute fimded properly (excluding the property to be released) after certain deductions 
and additions, primarily including adjustments to offset property retirements, is not less than zero 
or (b) the cost orfair vallie (whichever is less) of property to be released does not exceed the 
aggregate amount of the cost or fair value to the Company (whichever is less) of properly 
additions acquired or made within the 90-day period preceding the release. 

The First Mortgage Indenture provides simplified procedures for the release of minor 
properties and propelty taken by eminent domain, and provides for dispositions of certain 
obsolete propelty and grants or surrender of certain rights without any release or consent by the 
First Mortgage Trustee. 

If the Company retains any interest in any property released fi'om the lien of the First 
MOltgage Indenture, the First Mortgage Indenture will not become a lien on such property or 
such interest therein or any improvements, extensions or additions to such property or renewals, 
replacements or substitutions of or for such property or any pmt or pmts thereof. 

Withdrawal of Cash 

Unless an evenl of default has occurred and is continuing, and subject to certain 
limitations, cash held by the First Mortgage Trustee may, generally, (1) be withdrawn by the 
Company (a) to the extent of sixty-six and two-thirds percent (66-2/3%) ofthe cost orfair vallie 
to the Company (whichever is less) of properly additions not constitutingfill1ded properly, after 
certain deductions and additions, primarily including adjustments to offset retirements (except 
that such adjustments need not be made if such property additions were acquired or made within 
the 90-day period preceding the withdrawal) or (b) in an amount equal to the aggregate principal 
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amount of first mortgage bonds that the Company would be entitled to issue on the basis of 
retired securities (with the entitlement to such issuance being waived by operation of such 
withdrawal) or (c) in an amount equal to the aggregate principal amount of any outstanding first 
mortgage bonds delivered to the First Mortgage Trustee; or (2) upon the Company's request, be 
applied to (a) the purchase of first mortgage bonds in a manner and at a price approved by the 
Company or (b) the payment (or provision for payment) at stated maturity of any first mortgage 
bonds or the redemption (or provision for payment) of any first mortgage bonds which are 
redeemable; provided, however, that cash deposited with the First MOItgage Trustee as the basis 
for the authentication and delivery of first mortgage bonds may, in addition, be withdrawn in an 
amount not exceeding the aggregate principal amount of cash delivered to the First Mortgage 
Trustee for such purpose. 

Events of Default 

An "event of defaulf' occurs under the First Mortgage Indenture if 

• the Company does not pay any interest on any first mortgage bonds within 30 days of the 
due date; 

the Company does not pay principal or premium, if any, on any first mortgage bonds on the 
due date; 

• the Company remains in breach of any other covenant (excluding covenants specifically 
dealt with elsewhere in this section) in respect of any first mortgage bonds for 90 days after 
the Company receives a written notice of default stating the Company is in breach and 
requiring remedy ofthe breach; the notice must be sent by either the First Mortgage Trustee 
or holders of 25% of the principal amount of outstanding first mortgage bonds; the First 
MOItgage Trustee or such holders can agree to extend the 90-day period and such an 
agreement to extend will be automatically deemed to occur if the Company initiates 
corrective action within such 90 day period and the Company is diligently pursuing such 
action to correct the default; or 

• the Company files for bankruptcy or certain other events in bankruptcy, insolvency, 
receivership or reorganization occur. 

Remedies 

Acceleration ofMatlirity. If an event of default occurs and is continuing, then either the 
First Mortgage Trustee or the holders of not less than 25% in principal amount of the outstanding 
first mortgage bonds may declare the principal amount of all ofthe first mortgage bonds to be 
due and payable immediately. 

Rescission of Acceleration. After the declaration of acceleration has been made and 
before the First Mortgage Trustee has obtained a judgment or decree for payment ofthe money 
due, such declaration and its consequences will be rescinded and annulled, if 

• the Company pays or deposits with the First Mortgage Trustee a sum sufficient to pay: 
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• the principal of and premium, if any, which have become due otherwise than by such 
declaration of acceleration and interest thereon; 

• interest on overdue interest to the extent lawful; 

all amounts due to the First Mortgage Trustee under the First Mortgage Indenture; and 

• all events of default, other than the nonpayment of the principal which has become due 
solely by such declaration of acceleration, have been cured or waived as provided in the 
First MOItgage Indenture. 

For more information as to waiver of defaults, see "- Waiver of Default and of 
Compliance" below. 

Avvointment of Receiver and Other Remedies. Subject to the First Mortgage Indenture, 
under certain circumstances and to the extent permitted by law, if an event of default occurs and 
is continuing, the First Mortgage Trustee has the power to appoint a receiver of the Mortgaged 
Property, and is entitled to all other remedies available to mortgagees and secured parties under 
the Uniform Commercial Code or any other applicable law. 

Control bv Holders: Limitations. Subject to the First Mortgage Indenture, if an event of 
dej(llIlt occurs and is continuing, the holders of a majority in principal amount ofthe outstanding 
first mOltgage bonds will have the right to 

direct the time, method and place of conducting any proceeding for any remedy available to 
the First Mortgage Trustee, or 

• exercise any trust or power conferred on the First Mortgage Trustee. 

The rights of holders to make direction are subject to the following limitations: 

• the holders' directions may not conflict with any law or the First Mortgage Indenture; and 

• the holders' directions may not involve the First Mortgage Trustee in personal liability 
where the First Mortgage Trustee believes indemnity is not adequate. 

The First Mortgage Trustee may also take any other action it deems propel' which is not 
inconsistent with the holders' direction. 

In addition, the First Mortgage Indenture provides that no holder of any first mOltgage 
bond will have any right to institute any proceeding, judicial or othenvise, with respect to the 
First MOItgage Indenture for the appointment of a receiver or for any other remedy thereunder 
unless 
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that holder has previously given the First Mortgage Trustee written notice of a continuing 
event of default; 

• the holders of 25% in aggregate principal amount of the outstanding first mortgage bonds 
have made written request to the First Mortgage Trustee to institute proceedings in respect 
of that event of default and have offered the First Mortgage Trustee reasonable indemnity 
against costs, expenses and liabilities incurred in complying with such request; and 

for 60 days after receipt of such notice, request and offer of indemnity, the First Mortgage 
Trustee has failed to institute any such proceeding and no direction inconsistent with such 
request has been given to the First Mortgage Trustee during such 60-day period by the 
holders of a majority in aggregate principal amount of outstanding first mortgage bonds. 

Futthermore, no holder of any first mortgage bonds wiII be entitled to institute any such 
action if and to the extent that such action would disturb or prejudice the rights of other holders 
of first mortgage bonds. 

However, each holder of any first mortgage bonds has an absolute and unconditional 
right to receive payment when due and to bring a suit to enforce that right. 

Notice of Default. The First MOitgage Trustee is required to give the holders of the first 
mortgage bonds notice of any default under the First MOitgage Indenture to the extent required 
by the Trust Indenture Act, unless such default has been cured or waived; except that in the case 
of an event of default of the character specified in the third bullet point under "- Events of 
Default" (regarding a breach of certain covenants continuing for 90 days after the receipt of a 
written notice of default), no such notice shall be given to such holders until at least 60 days after 
the occurrence thereof. The Trust Indenture Act currently permits the First Mortgage Trustee to 
withhold notices of default (except for celtain payment defaults) ifthe First Mortgage Trustee in 
good faith determines the withholding of such notice to be in the interests of the holders ofthe 
first mortgage bonds. 

The Company will furnish the First MOitgage Trustee with an annual statement as to its 
compliance with the conditions and covenants in the First Mortgage Indenture. 

Waiver of Default and of Compliance. The holders of a majority in aggregate principal 
amount of the outstanding first mortgage bonds may waive, on behalf of the holders of all 
outstanding first mortgage bonds, any past default under the First Mortgage Indenture, except a 
default in the payment of principal, premium or interest, or with respect to compliance with 
celtain provisions ofthe First MOltgage Indenture that cannot be amended without the consent of 
the holder of each outstanding first mOitgage bond affected. 

Compliance with certain covenants in the First Mortgage Indenture or otherwise provided 
with respect to first mortgage bonds may be waived by the holders of a majority in aggregate 
principal amount of the affected first mOitgage bonds, considered as one class. 
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Consolidation, Merger and Conveyance of Assets as an Entirety 

Subject to the provisions described below, the Company has agreed to preserve its 
corporate existence. 

The Company has agreed not to consolidate with or merge with or into any other entity or 
convey, transfer or lease the Mortgaged Property as or substantially as an entirety to any entity 
unless 

• the entity formed by such consolidation or into which the Company merges, or the entity 
which acquires or which leases the Mortgaged Property substantially as an entirety, is an 
entity organized and existing under the laws of the United States of America or any State or 
Territory thereof or the District of Columbia, and 

• expressly assumes, by supplemental indenture, the due and punctual payment of the 
principal of, and premium and interest on, all the outstanding first mortgage bonds and 
the performance of all of the Company's covenants under the First Mortgage 
Indenture, and 

• such entity confirms the lien ofthe First Mortgage Indenture on the Mortgaged Propelly, 
including property thereafter acquired by such entity which constitutes an improvement, 
extension or addition to the Mortgaged Property or a renewal, replacement or 
substitution thereof; 

• in the case of a lease, such lease is made expressly subject to termination by (i) the 
Company or by the First Mortgage Trustee and (ii) the purchaser of the propelly so leased 
at any sale thereof, at any time during the continuance of an event of default; and 

immediately after giving effect to such transaction, no event of defttult, and no event which 
after notice or lapse of time or both would become an event of defalllt, will have occurred 
and be continuing. 

In the case of the conveyance or other transfer of the Mortgaged Property as or 
substantially as an entirety to any other person, upon the satisfaction of all the conditions 
described above the Company would be released and discharged from all obligations under the 
First Mortgage Indenture and on the first mortgage bonds then outstanding unless the Company 
elects to waive such release and discharge. 

The First Mortgage Indenture does not prevent or restrict: 

any consolidation or merger after the consummation of which the Company would be the 
surviving or resulting entity; or 

• any conveyance or other transfer, or lease, of any pall of the Mortgaged Propel1y which 
does not constitute the entirety or substantially the entirety thereof. 
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If following a conveyance or other transfer, or lease, of any part of the Mortgaged Property, the 
fair value of the Mortgaged Property retained by the Company exceeds an amount equal to three
halves (3/2) of the aggregate principal amount of all outstanding first mortgage bonds, then the 
part of the Mortgaged Property so conveyed, transferred or leased shall be deemed not to 
constitute the entirety or substantially the entirety of the Mortgaged Property. This fair value will 
be detelmined within 90 days ofthe conveyance or transfer by an independent expert that the 
Company selects and that is approved by the First MOIlgage Trustee. 

Modification of First Mortgage Indenture 

Without Holder Consent. Without the consent of any holders of first mOllgage bonds, the 
Company and the First Mortgage Trustee may enter into one or more supplemental indentures 
for any of the following purposes: 

• to evidence the succession of another entity to the Company; 

• to add one or more covenants or other provisions for the benefit of the holders of all or any 
series or tranche of first mortgage bonds, or to surrender any right or power conferred upon 
the Company; 

• to correct or amplifY the description of any property at any time subject to the lien of the 
First MOIlgage Indenture; or to better assure, convey and confirm unto the First Mortgage 
Trustee any property subject or required to be subjected to the lien of the First Mortgage 
Indenture; or to subject to the lien of the First Mortgage Indenture additional property 
(including property of others), to specifY any additional Permitted Liens with respect to 
such additional property and to modifY the provisions in the First Mortgage Indenture for 
dispositions of certain types of property without release in order to specify any additional 
items with respect to such additional property; 

to add any additional events of default, which may be stated to remain in effect only so long 
as the first mortgage bonds of anyone more patlicular series remains outstanding; 

to change or eliminate any provision of the First Mortgage Indenture or to add any new 
provision to the First Mortgage Indenture that does not adversely affect the interests of the 
holders in any material respect; 

to establish the form or terms of any series or tranche of first mortgage bonds; 

to provide for the issuance of bearer securities; 

• to evidence and provide for the acceptance of appointment of a successor First MOIlgage 
Trustee or by a co-trustee or separate trustee; 

to provide for the procedures required to permit the utilization of a noncellificated system 
of registration for any series or tranche of first mortgage bonds; 

to change any place or places where 
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• the Company may pay principal, premium and interest, 

• first mOltgage bonds may be surrendered for transfer or exchange, and 

• notices and demands to or upon the Company may be served; 

• to amend and restate the First Mortgage Indenture as originally executed, and as amended 
fi'om time to time, with such additions, deletions and other changes that do not adversely 
affect the interest of the holders in any material respect; 

• to cure any ambiguity, defect or inconsistency or to make any other changes that do not 
adversely affect the interests of the holders in any material respect; or 

• to increase or decrease the maximum principal amount of first mortgage bonds that may be 
outstanding at any time. 

In addition, if the Trust Indenture Act is amended after the date ofthe First Mortgage 
Indenture so as to require changes to the First Mortgage Indenture or so as to permit changes to, 
or the elimination of, provisions which, at the date of the First Mortgage Indenture or at any time 
thereafter, were required by the Trust Indenture Act to be contained in the First Mortgage 
Indenture, the First Mortgage Indenture will be deemed to have been amended so as to conform 
to such amendment or to effect such changes or elimination, and the Company and the First 
MOltgage Trustee may, without the consent of any holders, enter into one or more supplemental 
indentures to effect or evidence such amendment. 

With Holder Consent. Except as provided above, the consent ofthe holders of at least a 
majority in aggregate principal amount of the first mortgage bonds of all outstanding series, 
considered as one class, is generally required for the purpose of adding to, or changing or 
eliminating any of the provisions of, the First Mortgage Indenture pursuant to a supplemental 
indenture. However, ifless than all ofthe series of outstanding first mortgage bonds are directly 
affected by a proposed supplemental indenture, then such proposal only requires the consent of 
the holders of a majority in aggregate principal amount of the outstanding first mortgage bonds 
of all directly affected series, considered as one class. Moreover, if the first mOltgage bonds of 
any series have been issued in more than one tranche and if the proposed supplemental indenture 
directly affects the rights of the holders of first mortgage bonds of one or more, but less than all, 
of such tranches, then such proposal only requires the consent ofthe holders of a majority in 
aggregate principal amount of the outstanding first mOltgage bonds of all directly affected 
tranches, considered as one class. 

However, no amendment or modification may, without the consent of the holder of each 
outstanding first mortgage bond directly affected thereby, 

change the stated maturity ofthe principal or interest on any first mOltgage bond (other than 
pursuant to the terms thereat), or reduce the principal amount, interest or premium payable 
(or method of calculating such rates)or change the currency in which any first mortgage 
bond is payable, or impair the right to bring suit to enforce any payment; 
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• create any lien (not otherwise permitted by the First MOitgage Indenture) ranking prior to 
the lien of the First Mortgage Indenture with respect to all or substantially all of the 
Mortgaged Property, or terminate the lien of the First Mortgage Indenture on all or 
substantially all of the Mortgaged Property (other than in accordance with the terms of the 
First Mortgage Indenture), or deprive any holder ofthe benefits of the security of the lien of 
the First Mortgage Indenture; 

reduce the percentages of holders whose consent is required for any supplemental indenture 
or waiver of compliance with any provision of the First MOitgage Indenture or of any 
default thereunder and its consequences, or reduce the requirements for quorum and voting 
under the First Mortgage Indenture; or 

modify certain of the provisions of the First Mortgage Indenture relating to supplemental 
indentures, waivers of certain covenants and waivers of past defaults with respect to first 
mortgage bonds. 

A supplemental indenture which changes, modifies or eliminates any provision ofthe 
First Mortgage Indenture expressly included solely for the benefit of holders of first mortgage 
bonds of one or more particular series or tranches will be deemed not to affect the rights under 
the First Mortgage Indenture of the holders of first mortgage bonds of any other series or tranche. 

Satisfaction and Discharge 

Any first mOitgage bonds or any portion thereof will be deemed to have been paid and no 
longer outstanding for purposes of the First Mortgage Indenture and, at the Company's election, 
the Company's entire indebtedness with respect to those securities will be satisfied and 
discharged, ifthere shall have been irrevocably deposited with the First Mortgage Trustee or any 
Paying Agent (other than the Company), in trust: 

• money sufficient, or 

in the case of a deposit made prior to the maturity of such first mortgage bonds, non
redeemable eligible obligations (as defined in the First Mortgage Indenture) sufficient, or 

a combination of the items listed in the preceding two bullet points, which in total are 
sufficient, 

to pay when due the principal of, and any premium, and interest due and to become due on such 
first mortgage bonds or portions of such first mOitgage bonds on and prior to their maturity. 

The Company's right to cause its entire indebtedness in respect of the first mortgage 
bonds of any series to be deemed to be satisfied and discharged as described above will be 
subject to the satisfaction of any conditions specified in the instrument creating such series. 
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The First Mortgage Indenture will be deemed satisfied and discharged when no first 
mortgage bonds remain outstanding and when the Company has paid all other sums payable by it 
under the First Mortgage Indenture. 

All moneys the Company pays to the First Mortgage Trustee or any Paying Agent on 
First Mortgage Bonds that remain unclaimed at the end of two years after payments have become 
due may be paid to or upon the Company's order. Thereafter, the holder of such First Mortgage 
Bond may look only to the Company for payment. 

Duties of the First Mortgage Trustee; Resignation and Removal of the First Mortgage 
Trustee; Deemed Resignation 

The First Mortgage Trustee will have, and will be subject to, all the duties and 
responsibilities specified with respect to an indenture trustee under the Trust Indenture Act. 
Subject to these provisions, the First Mortgage Trustee will be under no obligation to exercise 
any of the powers vested in it by the First Mortgage Indenture at the request of any holder of first 
mortgage bonds, unless offered reasonable indemnity by such holder against the costs, expenses 
and liabilities which might be incurred thereby. The First Mortgage Trustee will not be required 
to expend or risk its own funds or otherwise incur financial liability in the performance of its 
duties if the First Mortgage Trustee reasonably believes that repayment or adequate indemnity is 
not reasonably assured to it. 

The First Mortgage Trustee may resign at any time by giving written notice to the 
Company. 

The First Mortgage Trustee may also be removed by act of the holders of a majority in 
principal amount ofthe then outstanding first mortgage bonds of any series. 

No resignation or removal of the First Mortgage Trustee and no appointment ofa 
successor trustee will become effective until the acceptance of appointment by a successor 
trustee in accordance with the requirements ofthe First Mortgage Indenture. 

Under certain circumstances, the Company may appoint a successor trustee and if the 
successor accepts, the First Mortgage Trustee will be deemed to have resigned. 

Evidence to be Furnished to the First Mortgage Trustee 

Compliance with First MOltgage Indenture provisions is evidenced by written statements 
of the Company's officers or persons selected or paid by the Company. In certain cases, opinions 
of counsel and certifications of an engineer, accountant, appraiser or other expert (who in some 
cases must be independent) must be furnished. In addition, the First MOltgage Indenture requires 
the Company to give to the First Mortgage Trustee, not less than annually, a brief statement as to 
the Company's compliance with the conditions and covenants under the First Mortgage 
Indenture. 
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The First MOltgage Indenture provides that certain first mortgage bonds, including those 
for which payment or reden\ption money has been deposited or set aside in trust as described 
under "- Satisfaction and Discharge" above, will not be deemed to be "outstanding" in 
determining whether the holders ofthe requisite principal amount of the outstanding first 
mortgage bonds have given or taken any demand, direction, consent or other action under the 
First Mortgage Indenture as of any date, or are present at a meeting of holders for quorum 
purposes. 

The Company will be entitled to set any day as a record date for the purpose of 
determining the holders of outstanding first mortgage bonds of any series entitled to give or take 
any demand, direction, consent or other action under the First Mortgage Indenture, in the manner 
and subject to the limitations provided in the First Mortgage Indenture. In celtain circumstances, 
the First Mortgage Trustee also will be entitled to set a record date for action by holders. If such 
a record date is set for any action to be taken by holders ofparticulal' first mortgage bonds, such 
action may be taken only by persons who are holders of such first mortgage bonds on the record 
date. 

Govel'l1ing Law 

The First Mortgage Indenture and the first mortgage bonds provide that they are to be 
governed by and construed in accordance with the laws of the State of New York except where 
the Trust Indenture Act is applicable or where otherwise required by law. The effectiveness of 
the lien ofthe First Mortgage Indenture, and the perfection and priority thereof, will be governed 
by Kentucky law. 

* * * * 
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The sections of the ReofJering Circular captioned "SUl1Il1IatY of the indenture -Surrender of 
First Mortgage Bonds "; "-Defaults and Remedies "; "- Waiver of Events of Defillllt"; and 
"- Voting of First Mortgage Bonds Held by Trustee" are hereby added or amended, as 
applicable, to read in their entirety as follows: 

Summary of the Indenture 

* * * * 

Surrender of First Mortgage Bonds 

Upon payment of any principal of, premium, if any, and interest on any of the Bonds 
which reduces the principal amount of Bonds outstanding, or upon provision for the payment 
thereof having been made in accordance with the Indenture, First Mortgage Bonds in a principal 
amount equal to the principal amount of the Bonds so paid, or for the payment of which such 
provision has been made, shall be surrendered by the Trustee to the First Mortgage Trustee. The 
First Mortgage Bonds so surrendered shall be deemed fully paid and the obligations of the 
Company thereunder terminated. 

Defaults and Remedies 

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

(1) Failure to make payment of any installment of interest on any Bond, (a) ifsuch 
Bond bears interest at other than the Long Term Rate, within a period of one Business 
Day fi'om the due date and (b) if such Bond bears interest at the Long Term Rate, within 
a period of five Business Days fi'om the date due; 

(2) Failure to make punctual payment of the principal of, or premium, if any, on any 
Bond on the due date, whether at the stated maturity thereof, or upon proceedings for 
redemption, or upon the maturity thereof by declaration 01' if payment of the purchase 
price of any Bond required to be purchased pursuant to the Indenture is not made when 
such payment has become due and payable; 

(3) Failure ofthe Issuer to perform 01' observe any other of the covenants, agreements 
or conditions in the Indenture or in the Bonds which failure continues for a period of 30 
days after written notice by the Trustee, provided, however, that if such failure is capable 
of being cured, but cannot be cured in such 30-day period, it will not constitute an event 
of default under the Indenture if corrective action in respect of such failure is instituted 
within such 30-day period and is being diligently pursued; 

(4) The occurrence of an "event of default" under the Loan Agreement (see 
"Summary of the Loan Agreement - Events of Default"); 
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(5) Written notice from the Credit Facility Issuer to the Trustee of an event of default 
under the Reimbursement Agreement, by reason of which the Trustee has been directed 
to accelerate the Bonds; 

(6) Ifa Credit Facility is then held by the Trustee, on or before the close of business 
on the tenth calendar day following the honoring of a drawing under such Credit Facility 
to pay interest on the bonds on an Interest Payment Date, written notice fi'om the Credit 
Facility Issuer to the Trustee that the interest component ofthe Credit Facility will not be 
reinstated; or 

(7) All first m0l1gage bonds outstanding under the First M0l1gage Indenture, if not 
already due, shall have become due and payable, whether by declaration or otherwise, 
and such acceleration shall not have been rescinded by the First Mortgage Trustee. 

Upon the OCCUll'ence of an Event of Default under clauses (I), (2), (5), (6) or (7) above, 
the Trustee must: (i) enforce each and every right granted to the Trustee as a holder of the First 
Mortgage Bonds (see "Summary of the First Mortgage Bonds"), (ii) declare the principal of all 
Bonds and interest accrued thereon to be immediately due and payable, (iii) declare all payments 
under the Loan Agreement to be immediately due and payable and enforce each and every other 
right granted to the Issuer under the Loan Agreement for the benefit ofthe Bondholders and 
(iv) if a Credit Facility securing the Bonds is in effect, make an immediate drawing under the 
Credit Facility in accordance with its terms and deposit the proceeds of such drawing in the Bond 
Fund pending application to the payment of principal of the Bonds, subject to the provisions of 
the Indenture reserving to the Credit Facility Issuer the right to direct default proceedings and 
providing for termination of default proceedings upon certain occurrences. 

Interest on the Bonds will cease to accrue on the date of issuance ofthe declaration of 
acceleration of payment of principal and interest on the Bonds. 

In exercising such rights, the Trustee shall take any action that, in the judgment of the 
Trustee, would best serve the interests of the registered owners. Upon the occurrence of an 
Event of Default under the Indenture, the Trustee may also proceed to pursue any available 
remedy by suit at law or in equity to enforce the payment of the principal of, premium, ifany, 
and interest on the Bonds then outstanding. 

If an Event of Default under the Indenture shall occur and be continuing and the maturity 
date of the Bonds has been accelerated (to the extent the Bonds are not already due and payable) 
as a consequence of such event of default, the Trustee may, and upon the written request of the 
registered owners holding not less than 25% in principal amount of all Bonds then outstanding 
and upon receipt of indemnity satisfactory to it shall, exercise such rights as it shall possess 
under the First Mortgage Indenture as a holder of the First M0l1gage Bonds and shall also issue a 
Redemption Demand for such First Mortgage Bonds to the First Mortgage Trustee. 

Ifthe Trustee recovers any moneys following an Event of Default, unless the principal of 
the Bonds shall have been declared due and payable, all such moneys shall be applied in the 
following order: (i) to the payment of the fees, expenses, liabilities and advances incurred or 
made by the Trustee and the Paying Agent and the payment of any sums due and payable to the 
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United States pursuant to Section 148(f) ofthe Code, (ii) to the payment of all interest then due 
on the Bonds and (iii) to the payment of unpaid principal and premium, if any, ofthe Bonds. If 
the principal of the Bonds has become due or has been accelerated, such moneys shall be applied 
in the following order: (i) to the payment ofthe fees, expenses, liabilities and advances incurred 
or made by the Trustee and the Paying Agent and (ii) to the payment of principal of and interest 
then due and unpaid on the Bonds. In each case, however, Trustee and Paying Agent fees or 
costs will not be payable from moneys derived fi'om Credit Facility drawings, any remarketing 
proceeds or moneys constituting certain Available Moneys under the Indenture. 

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

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

No default under paragraph (3) above shall constitute an Event of Default until actual 
notice is given to the Issuer and the Company by the Trustee or to the Issuer, the Company and 
the Trustee by the registered owners holding not less than 25% in aggregate principal amount of 
all Bonds outstanding and the Issuer and the Company shall have had thirty days after such 
notice to correct the default and failed to do so. If the default is such that it cannot be corrected 
within the applicable period but is capable of being cured, it will not constitute an Event of 
Default if corrective action is instituted by the Issuer or the Company within the applicable 
period and diligently pursued until the default is corrected. 

Notwithstanding the foregoing, in addition to the rights of the Trustee and the 
Bondholders to direct proceedings as described above, if a Credit Facility is in effect, for so long 
as such Credit Facility is outstanding and the Credit Facility Issuer is not in default in its duties 
under the Indenture or the Credit Facility, the Credit Facility Issuer will have the absolute right 
to direct all proceedings on behalf of the Bondholders ofthe Bonds. Additionally, if the Event of 
Default which has occurred is an Event of Default under paragraphs (5) or (6) above, the Credit 
Facility Issuer, if any, will have no right to direct the Trustee or the Bondholders with respect to 
any matters, including remedies, and the holders of a majority in aggregate principal amount of 
the Bonds then outstanding, will have the right, at any time, by an instrument or instruments in 
writing executed and delivered to the Trustee, to direct the time, method and place of conducting 
all proceedings to be taken in connection with the enforcement of the terms and conditions of the 
Indenture, or for the appointment of a receiver or any other proceedings hereunder; provided, 
that such direction shall not be otherwise than in accordance with the provisions of law and of 
the Indenture. 
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If an Event ofDefauIt has occurred under the Indenture due to failure by the Credit 
Facility Issuer, if any, to honor a properly presented and conforming drawing by the Trustee 
under the Credit Facility then in effect in accordance with the terms thereof, all obligations of the 
Trustee to the Credit Facility Issuer and all rights of such Credit Facility Issuer under the 
Indenture will be suspended until the earlier of the cure of such failure or all of the Bonds have 
been paid in full. 

Waiver of Events of Default 

Except as provided below, the Trustee may in its discretion waive any Event of Default 
under the Indenture and shall do so upon the written request of the registered owners holding a 
majority in principal amount of all Bonds then outstanding. If, after the principal of all Bonds 
then outstanding shaH have been declared to be due and payable as a result of a default under the 
Indenture and prior to any judgment or decree for the appointment of a receiver or for the 
payment of the moneys due shall have been entered, (i) the Company has caused to be deposited 
with the Trustee a sum sufficient to pay all matured installments of interest upon all Bonds and 
the principal of and premium, if any, on any and all Bonds which shall have become due 
otherwise than by reason of such declaration and the expenses of the Trustee in connection with 
such default (with interest thereon as provided in the Indenture) and (ii) all Events of Default 
under the Indenture (other than nonpayment of the principal of Bonds due by said declaration) 
shall have been remedied, then such Event of Default shall be deemed waived and such 
declaration and its consequences rescinded and annulled by the Trustee. Such waiver, rescission 
and annulment shall be binding upon all Bondholders. No such waiver, rescission and 
annulment shall extend to or affect any subsequent Event of Default or impair any right or 
remedy consequent thereon. 

Upon any waiver or rescission as described above or any discontinuance or abandonment 
of proceedings under the Indenture, the Trustee shall immediately rescind in writing any 
Redemption Demand of First Mortgage Bonds previously given to the First Mortgage Trustee. 
The rescission under the First Mortgage Indenture of a declaration that all first m0l1gage bonds 
outstanding under the First Mortgage Indenture are immediately due and payable shall also 
constitute a waiver of an Event of Default described in paragraph (6) under the sub caption "
Defaults and Remedies" above and a waiver and rescission of its consequences, provided that no 
such waiver or rescission shall extend to or affect any subsequent or other default or impair any 
right consequent thereon. 

The Trustee may not waive any default under clauses (5) or (6) above unless the Trustee 
has received in writing fi'om the Credit Facility Issuer a written notice offull reinstatement of the 
full amount ofthe Credit Facility and a written rescission ofthe notice of the Event of Default. 

Notwithstanding the foregoing, nothing in the Indenture shall affect the right of a 
registered owner to enforce the payment of principal of, premium, ifany, and interest on the 
Bonds after the maturity thereof. 

Voting of First Mortgage Bonds Held by Trustee 
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The Trustee, as holder of the First Mortgage Bonds, shall attend any meeting of holders of first 
mortgage bonds outstanding under the First Mortgage Indenture as to which it receives due 
notice. The Trustee shall vote the First Mortgage Bonds held by it, or shall consent with respect 
thereto, proportionally in the way in which the Trustee reasonably believes will be the vote or 
consent of all other holders of first mortgage bonds outstanding under the First Mortgage 
Indenture then eligible to vote or consent. 

Notwithstanding the foregoing, the Trustee may not vote the First Mortgage Bonds in 
favor of, or give consent to, any action which, in the Trustee's opinion, would materially 
adversely affect the First Mortgage Bonds in a manner not generally shared by all other series of 
first mortgage bonds, except upon notification by the Trustee to the registered owners of all 
Bonds then outstanding of such proposal and consent thereto of the registered owners of at least 
662/3% in aggregate principal amount of all Bonds then outstanding. 
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On Febmmy 23, 2007 and Octoher 17, 2008, the dates ali which the Bonds were originally issued, BOlld COUl/sel de!i~'ered its opinions fhat sraledArbougb 
that, subject to lite conditions and exceptions set forth under the caption "1bx Irealmenf, " under then cwrent [anI illferest 011 each series of Bonds 
would be excludable from the gross income of the recipients thereof for federal income fat' purposes, except that no opinion was e\pressed regarding 
such en:/usiofl from gross income with respect to any Bond dunilg any period in which it is held bya "substantia/lISer" or a "related person" of the 
related Project as slIch tenns are used in Sec/ion 147(a) of the lntemal Revenue Code of 1986. as amended (the "Code"). Interest on each series of 
BOllds will be all item of tax preference ill detem/it/ing altemative minimum taxable income for indMduals and corporatiolls under the Code. Such 
interest may be subject to ce/tain federal income taxes imposed all certain corporatiolls, including imposition of the branch profits ta.r 011 a p01tion 
of sllch interest. BOlld Coullsel was further of the opillion that interest all each series of Bonds would be excludable from the gross income of the 
recipients thereof for Kentucky illcome tax purposes and that, under thell current {alt.: the plillcipai of each series of Bonds would be e.tempt from 
ad valorem taxes ill Kellfuc!..}'. Such opinions hm'e not been updated as of the date hereof and no continuing tax e.remptioll opinions are e.rpressed 
by BOlld Counsel. However; in cOJlllection with the cOIH'ersioJl of the interest rate mode on each series of Bonds to the Weekly Rate, as described in 
this Reojfering Circl/far, BOlld COllnsel will delh'er its opillions to the effect that the cOIH'ersioll of the interest rate all each series of Bonds and Ihe 
delivelY of a letter of credit (a) is authorized or pemlifled by the Act and the related Illdenture alld (b) will not adl'ersely affect the ralidity of the 
Bonds or Oily erclusion of the interest thereoll from the gross income of the OWnel! of the Bonds for federal income ta.\· purposes. See "1hx 
Treatment" in this Reoffering Circular. 

$54,000,000 
County of Canol!, Kentucky 

Environmental Facilities Revenue 
Refunding Bonds, 2006 Series B 

(Kentucky Utilities Company Project) 
Due: October 1, 2034 

Conversion Date: December 19, 2008 

$77,947,405 
Couuty of Carrol!, Kentucky 

Environmental Facilities Revenue Bonds 
2008 Series A 

(Kentucky Utilities Company Project) 
Due: February 1, 2032 

The Bonds of each series (individually, the "2006 Series B Bonds" and the "2008 Series A Bonds" and, collectively, the "Bonds") arc 
special and limited obligations of the County of Carroll, Kentucky (the "Issuer"), payable by the Issuer solely from and secured by payments 
to be received by the Issuer pursuant to separate Loan Agreements with 

Kentucky Utilities Company 
(the "Company"), except as payable from proceeds of such Bonds or investment earnings thereon. The Bonds do not constitute general 
obligations of the Issuer or a charge against the general credit or taxing powers thereof or of the Commonwealth of Kentucky or any other 
political subdivision of Kentuc1.}'. The Bonds will not be entitled to the benefits of any financial guaranty insurance policies. 

The 2006 Series B Bonds were originally issued on February 23, 2007 and the 2008 Series A Bonds \vere originally issued on 
October 17, 2008, each as a separate series. The 2006 Series B Bonds currently bear interest at a Dutch Auction Rate, and the 2008 Series A 
Bonds currently bear interest at a Flexible Rate. Pursuant to the Indentures under which the Bonds were issued, the Company has elected to 
convert the interest rate mode on each of the 2006 Series B Bonds and the 2008 Series A Bonds to a Weekly Rate, effective as of 
December 19, 2008 (the "Conversion Date"). The Bonds are subject to mandatory purchase on the Conversion Date and are being reoffered 
hereby. Bane of America Securities LLC will serve as the Remarketing Agent for the Bonds. 

From and after the Conversion Date through December 18,2009 (the Letter of Credit (as defined below) expiration date, subject to 
extension or earlier termination), payment of the principal of and interest on the Bonds when due will be paid with funds drawn under an 
irrevocable transferable direct pay lettcr of credit (the "Letter of Credit") issued by 

COMMERZBANK AG, NEW YORK BRANCH 
The Letter of Credit will permit the TIustee to draw with respect to the Bonds up to an amount sufficient to pay (i) the principal 

thereof (or that portion of the purchase price corresponding to principal) plus (ii) interest thereon (or that portion of the purchase price 
corresponding to interest) at an assumed rate of 15% per annum for at least 45 days. 

From the Conversion Date, each series of Bonds will bear interest at a Weekly Rate, determined by the Remarketing Agent in 
accordance with the applicable Indenture, payable on the first Business Day of each calendar month, commencing on January 2, 2009. The 
interest rate period, interest rate and Interest Rate Mode for each series of Bonds will be subject to change under certain conditions, as 
described in this Reoffering Circular. The Bonds of each series are subject to optional redemption, extraordinary optional redemption, in 
whole or in part, and mandatory redemption following a determination of taxability prior to maturity, as described in this Reoffering 
Circular. The Bonds of each series are subject to mandatory purchase on any date on which the Bonds are converted to a different Interest 
Rate Mode and upon the c);piration of the Letter of Credit or any Alternate Credit Facility. 

The Bonds of each series are separate series, and the sale and delivery of one series is not dependent on the sale and delivery of any 
other series. 

The Bonds are registered in the name of Cede & Co., as registered owner and nominee for The Depository Thlst Company ("DTC"), 
New York, New York. DTC will act as securities depository. Except as described herein, purchases of beneficial ownership interests in the 
Bonds will be made in book-entry-only form in denominations of $100,000 and multiples thereof; provided that one 2008 Series A Bond may 
be in the denomination of, or inClude an additional, $47,405. Purchasers will not receive certificates representing their beneficial interests in 
the Bonds. See the information contained under the caption "Summary of the Bonds-Book-Entry-Only System" below. The principal of, 
premium, if any, and interest on the Bonds will be paid by Deutsche Bank TIust Company Americas, as Trustee, to Cede & Co., as long as 
Cede & Co. is the registered owner of the Bonds. Disbursement of such payments to the DTC Participants is the responsibility of DTC, and 
disbursement of such payments to the purchasers of beneficial ownership interests is the responsibility of DTC's Direct and Indirect 
Participants, as described below. 

PRICE: 100% 
171e Bonds are reoffered subject 10 prior sale, withdrawal or modification of the offer without notice (provided, however, that any SItch notice of 
withdrawal must be gil'en on the Business Day prior to the COllversion Date) alld 10 the approml of legality by Stoll Keenan Ogden PLLC, 
Louisville, Kentuck)l as Bond COllnsel and IIpon satisfaction of certain conditions. Certain legal mailers will be passed lipan for the Company by 
its counsel, Jones Da)l Chicago, ll/inois, and John R. McCall, Esq., E-t:ecutke Vice Presidellf, General COIlIlSel, Corporate Secretmy and Chief 
Compliance Officer of the CompallY, for the issuer by its County Alton/ey, and for the Remarketing Agent by its coul/sel, Willston & Strawn LLI: 
Chicago, Illinois. It is e.\pected that the BOllds will be amitable for redelil'el), to DTC in New Thrk, New York on or about December 19, 2008. 

Bane of America Securities LLC 
Dated: December 11, 2008 
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No dealer, broker, salesman 01' other person has been authorized by the Issuer, the 
Company 01' the Remarketing Agent to give any information 01' to make any representation with 
respect to the Bonds, other than those contained in this Reoffering Circular, and, if given 01' 

made, such other information 01' representation must not be relied upon as having been 
authorized by any of the foregoing. The Remarketing Agent has provided the following sentence 
for inclusion in this Reoffering Circular. The Remarketing Agent has reviewed the information 
in this Reoffering Circular in accordance with, and as part of, its responsibilities to investors 
under the federal securities laws as applied to the facts and circumstances of this transaction, but 
the Remarketing Agent does not guarantee the accuracy 01' completeness of such information. 
The information and expressions of opinion herein are subject to change without notice and 
neither the delivery of this Reoffering Circular nor any sale made hereunder shall, under any 
circumstances, create any implication that there has been no change in the affairs of the patties 
referred to above since the date hereof. The information set forth herein with respect to the 
Issuer has been obtained from the Issuer, and all other information has been obtained fi'om the 
Company and from other sources that are believed to be reliable, but it is not guaranteed as to 
accuracy 01' completeness by, and is not to be construed as a representation by, the Remarketing 
Agent. 

In connection with the reoffering of the Bonds, the Remarketing Agent may over-allot 01' 

effect transactions which stabilize 01' maintain the market prices of the Bonds at levels above 
those that might otherwise prevail in the open market. Such stabilizing, if commenced, may be 
discontinued at any time. 

IN MAKING AN INVESTMENT DECISION, INVESTORS MUST RELY ON THEIR 
OWN EXAMINATION OF THE TERMS OF THE REOFFERING, INCLUDING THE 
MERITS AND RISKS INVOLVED. THESE SECURITIES HAVE NOT BEEN 
RECOMMENDED BY ANY FEDERAL OR STATE SECURITIES COMMISSION OR 
REGULATORY AUTHORITY. FURTHERMORE, THE FOREGOING AUTHORITIES 
HAVE NOT CONFIRMED THE ACCURACY OR DETERMINED THE ADEQUACY OF 
THIS DOCUMENT. ANY REPRESENTATION TO THE CONTRARY IS A CRIMINAL 
OFFENSE. 
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$77,947,405 
County of Carroll, Kentucky 

Environmental Facilities Revenue Bonds 
2008 Series A 

(Kentucky Utilities Company Project) 
Due: February 1, 2032 

Introductory Statement 

This Reoffering Circular, including the cover page and appendices, is provided to fUl'l1ish 
information in connection with the reoffering by the County of Carroll, Kentucky (the "Issuer") 
of its (i) Environmental Facilities Revenue Refunding Bonds, 2006 Series B (Kentucky Utilities 
Company Project, in the aggregate principal amount of $54,000,000 (the "2006 Series B 
Bonds"), issued pursuant to an Indenture of Trust dated as of October I, 2006 (the "2006 Series 
B Indenture") between the Issuer and Deutsche Bank Trust Company Americas (the "2006 
Series B Trustee"), as Trustee, Paying Agent and Bond Registrar, as the same has been amended 
and restated as of September I, 2008, and (ii) Environmental Facilities Revenue Bonds, 2008 
Series A (Kentucky Utilities Company Project), in the aggregate principal amount of 
$77,947,405 (the "Bonds") issued pursuant to an Indenture of Trust dated as of August I, 2008 
(the "2008 Series A Indenture" and, collectively with the 2006 Series B Indenture, the 
"Indentures") between the Issuer and Deutsche Bank Trust Company Americas (the "2008 Series 
A Trustee" and, collectively with the 2006 Series B Trustee, the "Trustee"), as Trustee, Paying 
Agent and Bond Registrar. 

Pursuant to separate Loan Agreements by and between Kentucky Utilities Company (the 
"Company") and the Issuer, dated as of October I, 2006 (as the same have been amended and 
restated as of September I, 2008 pursuant to an ordinance of the Issuer adopted October 28, 
2008), with respect to the 2006 Series B Bonds (the "2006 Series B Loan Agreement"), and 
August 1,2008 (pursuant to an ordinance of the Issuer adopted September 23,2008) with respect 
to the 2008 Series A Bonds (the "2008 Series A Loan Agreement" and, collectively with the 
2006 Series B Loan Agreement, the "Loan Agreements"), proceeds fi'om the sale of the Bonds, 
other than accrued interest, if any, paid by the initial purchasers thereof, were loaned by the 
Issuer to the Company. The Loan Agreements are separate undertakings by and between the 
Company and the Issuer. 

The Company will continue to repay the loans under the 2006 Series B Loan Agreement 
and the 2008 Series A Loan Agreement by making payments to the applicable Trustee in 
sufficient amounts to pay the principal of and interest and any premium on, and purchase price 
of, the applicable series of Bonds. See "Summary of the Loan Agreement - General." 
Pursuant to the applicable Indenture, the Issuer's rights under the applicable Loan Agreement 
(other than with respect to certain indemnification and expense payments and notification rights) 
were assigned to the applicable Trustee as security for the applicable series of Bonds. 

The proceeds of the 2006 Series B Bonds were applied to pay and discharge all of the 
$54,000,000 outstanding principal amount of County of Carroll, Kentucky, Collateralized Solid 
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Waste Disposal Facilities Revenue Bonds (Kentucky Utilities Company Project) 1994 Series A," 
dated November 23, 1994, previously issued by the Issuer to finance celtain solid waste disposal 
facilities owned by the Company (the "2006 Series B Project"). The proceeds of the 2008 
Series A Bonds were applied to (i) finance the acquisition, construction, installation and 
equipping of certain solid waste disposal facilities owned by the Company in the amount of 
$18,026,265 and (ii) pay and discharge all of the $13,266,950 outstanding principal amount of 
County of Carroll, Kentucky, Environmental Facilities Revenue Bonds, 2005 Series A 
(Kentucky Utilities Company Project), $13,266,950 outstanding principal amount of County of 
Carroll, Kentucky, Environmental Facilities Revenue Bonds, 2005 Series B (Kentucky Utilities 
Company Project), $16,693,620 outstanding principal amount of County of Carroll, Kentucky, 
Environmental Facilities Revenue Bonds, 2006 Series A (Kentucky Utilities Company Project) 
and $16,693,620 outstanding principal amount of County of Carroll, Kentucky, Environmental 
Facilities Revenue Bonds, 2006 Series C (Kentucky Utilities Company Project), all previously 
issued by the Issuer to finance certain solid waste disposal facilities (collectively, the "2008 
Series A Project") owned by the Company. For information regarding the Project, see "The 
Project." 

The Company is an operating subsidiary of E.ON U.S. LLC (formerly known as LG&E 
Energy LLC) and E.ON AG (the "Parents"). See "Appendix A - Kentucky Utilities Company 
- Financial Statements and Additional Information." The Parents have no obligation to make 
any payments due under the Loan Agreements or any other payments of principal, interest, 
premium 01' purchase price of the Bonds. 

The Bonds are being converted to bear interest at a Weekly Rate, but may be 
subsequently converted again to bear interest at a Daily Rate, a Weekly Rate, a Flexible Rate, a 
Semi-Annual Rate, an Annual Rate, a Long Term Rate 01' with respect to the 2006 Series B 
Bonds, a Dutch Auction Rate. This Reoffering Circular pertains only to the Bonds during 
such period of time that they bear interest at the Weekly Rate. 

The Bonds are special and limited obligations of the Issuer, and the Issuer's obligation to 
pay the principal of and interest and any premium on, and purchase price of, each series of the 
Bonds is limited solely to the revenues and other amounts received by the applicable Trustee 
under the applicable Indenture pursuant to the applicable Loan Agreement (and the applicable 
Letter of Credit (as defined below). The Bonds do not constitute an indebtedness, general 
obligation or pledge of the faith and credit or taxing power of the Issuer, the Commonwealth of 
Kentucky or any political subdivision thereof. The Bonds are not entitled to the benefits of any 
financial guaranty insurance policies. 

Concurrently with, and as a condition to, the conversion and reoffering of the Bonds, the 
Company wiII cause to be delivered separate irrevocable transferable direct pay letters of credit 
(the "Letters of Credit") with respect to each of the 2006 Series B Bonds and the 2008 Series A 
Bonds, issued by Commerzbank AG, New York Branch (the "Bank"), to provide for the timely 
payment of principal of and accrued interest (calculated for at least 45 days at the maximum rate 
of 15% pel' annum) on, and purchase price of, the Bonds. The Company wiII be required to 
reimburse the Bank for all amounts drawn by the Trustee under the Letters of Credit pursuant to 
the terms of separate Reimbursement Agreements, to be dated as of December 19, 2008 
(collectively, the "Reimbursement Agreement"), with respect to each of the 2006 Series B Bonds 

2 
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and the 2008 Series A Bonds, between the Company and the Bank. Each Letter of Credit will 
expire on December 18, 2009, unless extended or earlier terminated. 

Upon expiration of a Letter of Credit or any Alternate Credit Facility, the related series of 
Bonds will be subject to mandatory tender for purchase. See "Summary of the Bonds -
Mandatory Purchases of Bonds - Mandatory Purchase upon Delivery, Cancellation, 
Substitution, Extension, Termination or Expiration of Any Credit Facility or Replacement with 
an Alternate Credit Facility." As used in this Reoffering Circular, "Bank" or "Credit Facility 
Issuer" refers to the Bank as the issuer of the applicable Letter of Credit and any other issuer of 
any Alternate Credit Facility delivered in accordance with the applicable Indenture; "Letter of 
Credit" or "Credit Facility" means the applicable Letter of Credit delivered under the applicable 
Indenture and, as applicable, any Alternate Credit Facility which may be subsequently delivered 
in accordance with such Indenture; and "Reimbursement Agreement" refers to the applicable 
initial Reimbursement Agreement under which the related Letter of Credit is provided and any 
subsequent agreement entered into between the Company and any other party in connection with 
the delivery of any Alternate Credit Facility. 

Banc of America Securities LLC will be appointed under the Indentures to serve as 
Remarketing Agent for the Bonds. Any Remarketing Agent may resign or be removed and a 
successor Remarketing Agent may be appointed in accordance with the terms of the applicable 
Indenture and the applicable Remarketing Agreement for the Bonds between such Remarketing 
Agent and the Company. 

Brief descriptions of the Company, the Issuer, the Bonds, the Loan Agreements, the 
Indentures, the Letters of Credit and the Reimbursement Agreements are included in this 
Reoffering Circular. Appendix A to this Reoffering Circular has been furnished by the 
Company. The Issuer and Bond Counsel assume no responsibility for the accuracy or 
completeness of such Appendix A or such information. Appendix B to this Reoffering Circular 
contains the opinions of Bond Counsel delivered on the dates on which each series ofthe Bonds 
were initially issued, and the proposed forms of opinions of Bond Counsel to be delivered in 
connection with the conversion of each series ofthe Bonds to the Weekly Rate. Appendix C to 
this Reoffering Circular contains information about the Bank. The Issuer and Bond Counsel 
assume no responsibility for the accuracy or completeness of such Appendix C or such 
information. Such descriptions and information do not purport to be complete, comprehensive or 
definitive and are not to be construed as a representation or a guaranty of accuracy or 
completeness. All references herein to the documents are qualified in their entirety by reference 
to such documents, and references herein to a series of Bonds are qualified in their entirety by 
reference to the definitive form thereof included in the applicable Indenture. Copies of the Loan 
Agreements, the Indentures, the Letters of Credit and the Reimbursement Agreements will be 
available for inspection at the principal corporate trust office of the Trustee pal1y thereto. 
Cel1ain information relating to The Depository Trust Company ("DTC") and the book-entry-only 
system has been furnished by DTC. All statements herein are qualified in their entirety by 
reference to each such document and, with respect to the enforceability of certain rights and 
remedies, to laws and principles of equity relating to or affecting generally the enforcement of 
creditors' rights. 

3 
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The Projects 

The 2006 Series B Project has been completed, placed in operation and is the property of 
the Company and consists of certain solid waste disposal facilities at the Company's Ghent 
Generating Station located in Carroll County, Kentucky for the collection, storage, treatment 
processing and final disposal of solid wastes. 

2008 Series A Project 

The 2008 Series A Project consists ofthe Construction Project and the Refunding Project. 

Construction Project. The "Construction Project" consists of certain solid waste disposal 
facilities at the Company's Ghent Generating Station, Unit I, located in Carroll County, 
Kentucky for the collection, storage, treatment and final disposal of solid wastes ("Ghent 
Generating Station"). The Company has begun construction and fabrication of the Construction 
Project. The Kentucky Public Service Commission has issued a Certificate of Convenience and 
Necessity ("CCN") that authorizes construction of the Construction Project. When constructed, 
the Construction Project will be the property of the Company. 

Refimding Project. The "Refunding Project" consists of certain solid waste disposal 
facilities at the Ghent Generating Station for the collection, storage, treatment and final disposal 
of solid wastes. The Refunding Project has been completed, placed in operation and Completion 
Certificates in respect thereof have been issued. The Refunding Project has and will contribute 
to the collection, storage, treatment, processing and final disposal of solid wastes. 

Separate Series 

The 2006 Series B Bonds and the 2008 Series A Bonds are separate series and optional 01' 

mandatory redemption of any series may be made in the manner described below without the 
redemption ofthe other series. Similarly, a default under one ofthe series of Bonds 01' one of the 
Loan Agreements will not necessarily constitute a default under the other series of Bonds 01' 

Loan Agreements. Each series of Bonds can bear interest at an Interest Rate Mode different 
fi'om the Interest Rate Mode borne by the other series of Bonds. Unless specifically otherwise 
noted, any discussion herein and under the captions "Summary of the Bonds," "The Letter of 
Credit," "Security; Limitation of Liens," "Summmy of the Loan Agreement," "Summary of the 
Indenture," "Enforceability of Remedies" and "Tax Treatment" applies equally, but separately, 
to the 2006 Series B Bonds and the 2008 Series A Bonds. 

As used herein under such captions with respect to the 2006 Series B Bonds, the term 
"Project" shall mean the 2006 Series B Project, the term ''Bonds'' shall mean the 2006 Series B 
Bonds, the term "Loan Agreement" shall mean the 2006 Series B Loan Agreement pursuant to 
which the Issuer loaned the proceeds fi'om the sale of the 2006 Series B Bonds to the Company, 
the term "Indenture" shall mean the 2006 Series B Indenture, the term "Remarketing Agent" 
shall mean Banc of America Securities LLC, the terms "Trustee" and "Tender Agent" shall mean 
the 2006 Series B Trustee and the term "Letter of Credit" shall mean the Letter of Credit 
delivered to the 2006 Series B Trustee. 
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As used herein under such captions with respect to the 2008 Series A Bonds, the term 
"Project" shalt mean the 2008 Series A Project, the term "Bonds" shalt mean the 2008 Series A 
Bonds, the term "Loan Agreement" shall mean the 2008 Series A Loan Agreement pursuant to 
which the Issuer loaned the proceeds from the sale of the 2008 Series A Bonds to the Company, 
the term "Indenture" shalt mean the 2008 Series A Indenture, the term "Remarketing Agent" 
shall mean Banc of America Securities LLC, the terms "Trustee" and "Tender Agent" shall mean 
the 2008 Series A Trustee and the term "Letter of Credit" shalt mean the Letter of Credit 
delivered to the 2008 Series A Trustee. 

The Issuer 

The Issuel' is a public body corporate and politic duly created and existing as a county 
and political subdivision under the Constitution and laws of the Commonwealth of Kentucky. 
The Issuer is authorized by Sections 103.200 to 103.285, inclusive, of the Kentucky Revised 
Statutes (collectively, the "Act") to (a) convert and reoffer the Bonds and (b) amend and restate 
and continue to perform its obligations under the Loan Agreement and the Indenture. The Issuer, 
through its legislative body, the Fiscal Court, has adopted one or more ordinances authorizing the 
issuance of the Bonds and the execution and delivery ofthe related documents. 

THE BONDS ARE SPECIAL AND LIMITED OBLIGATIONS PAYABLE SOLELY 
AND ONLY FROM CERTAIN SOURCES, INCLUDING AMOUNTS TO BE RECEIVED BY 
THE TRUSTEE FROM THE APPLICABLE LETTER OF CREDIT AND BY OR ON 
BEHALF OF THE ISSUER UNDER THE APPLICABLE LOAN AGREEMENT. THE 
BONDS DO NOT CONSTITUTE AN INDEBTEDNESS, GENERAL OBLIGATION OR 
PLEDGE OF THE FAITH AND CREDIT OR TAXING POWER OF THE ISSUER, THE 
COMMONWEALTH OF KENTUCKY OR ANY POLITICAL SUBDIVISION THEREOF, 
AND DO NOT GIVE RISE TO A PECUNIARY LIABILITY OF THE ISSUER OR A 
CHARGE AGAINST ITS GENERAL CREDIT OR TAXING POWERS. 

Summary of the Bonds 

Although each series of Bonds is an entirely separate issue and has been issued under a 
separate Indenture, each Indenture contains substantially the same terms and provisions except 
as olhe/wise noted below. 

General 

The Bonds will be issued in the aggregate principal amounts set forth on the cover page 
of this Reoffering Circular. The 2006 Series B Bonds will mature on October 1,2034. The 2008 
Series A Bonds will mature on February I, 2032. The Bonds are also subject to optional 
redemption, extraordinary optional redemption, in whole or in part, and mandatory redemption 
prior to maturity as described in this Reoffering Circular. 

The 2006 Series B Bonds currently bear interest at a Dutch Auction Rate, and the 2008 
Series A Bonds currently bear interest at a Flexible Rate. Pursuant to the terms and provisions of 
the Indentures summarized below, the Company has exercised its option, effective December 19, 
2008 (the "Conversion Date"), to convert the interest rate on the Bonds to a Weekly Rate. From 
and after the Conversion Date and reoffering of the Bonds, the Bonds will beat· interest at a 
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Weekly Rate and wi!! be payable on the first Business Day of each calendar month, commencing 
on January 2, 2009. The Bonds will continue to bear interest at the Weekly Rate until a 
Conversion to another Interest Rate Mode or until the maturity or redemption of the Bonds. The 
permitted Interest Rate Modes for the Bonds are (i) the "Flexible Rate," (ii) the "Daily Rate," 
(iii) the "Weekly Rate," (iv) the "Semi-Annual Rate," (v) the "Annual Rate," (vi) the "Long 
Term Rate" and (vii) with respect to the 2006 Series B Bonds, the "Dutch Auction Rate." 
Changes in the Interest Rate Mode will be effected, and notice of such changes will be given, as 
described below in "-Conversion of Interest Rate Modes and Changes of Long Term Rate 
Periods." 

During each Rate Period for an Interest Rate Mode (other than the Dutch Auction Rate 
Mode with respect to the 2006 Series B Bonds), the interest rate or rates for the Bonds in that 
Interest Rate Mode, and Flexible Rate Periods for Bonds accruing interest at a Flexible Rate, will 
be determined by the Remarketing Agent in accordance with the Indenture; provided that the 
interest rate 01' rates borne by any Bonds may not exceed the lesser of (i) the maximum interest 
rate permitted by applicable law or (ii) 15% per annum. With respect to the 2006 Series B 
Bonds, the interest rate for the Bonds that bear interest at a Dutch Auction Rate will be 
determined in accordance with the procedures established pursuant to the Indenture. 

Interest on the Bonds which bear interest at a Flexible Rate, Daily Rate or Weekly Rate 
will be computed on the basis ofa year of365 or 366 days, as appropriate, and paid for the actual 
number of days elapsed. Interest on the Bonds which beat· interest at a Semi-Annual Rate, 
Annual Rate or Long Term Rate will be computed on the basis of a 360-day year, consisting of 
twelve 30-day months. With respect to the 2006 Series B Bonds, interest on the Bonds which 
bear interest at a Dutch Auction Rate wi!! be computed on the basis of a 360-day year for the 
actual number of days elapsed. Interest payable on any Interest Payment Date will be payable to 
the registered owner of the Bond as of the Record Date for such payment; provided that in the 
case of Bonds bearing interest at the Flexible Rate, interest will be payable to the registered 
owner of such Bond on the Interest Payment Date therefor. The Record Date, in the case of 
interest accrued at a Daily Rate or Weekly Rate, will be the close of business on the Business 
Day immediately preceding each Interest Payment Date, in the case of interest accrued at a 
Semi-Annual Rate, Annual Rate or Long Term Rate, will be the close of business on the fifteenth 
day (whether 01' not a Business Day) of the month preceding each Interest Payment Date, and 
with respect to the 2006 Series B Bonds, in the case of interest accrued at a Dutch Auction Rate, 
will be the close of business on the second Business Day preceding each Interest Payment Date. 

The Bonds initially will be issued solely in book-entry-only form through DTC (or its 
nominee, Cede & Co.). So long as the Bonds are held in the book-entry-only system, DTC or its 
nominee will be the registered owner or holder of the Bonds for all purposes of the Indenture, the 
Bonds and this Reoffering Circular. See "- Book-Entry-Only System" below. Individual 
purchases of book-entry interests in the Bonds will be made in book-entry-only form in (i) 
denominations of $100,000 or any integral multiple thereof, if bearing interest at the Daily Rate 
or the Weekly Rate, (ii) denominations of $1 00,000 or any integral multiple of $5,000 in excess 
of $100,000, if bearing interest at Flexible Rates, (iii) denominations of $5,000 and integral 
multiples thereof, if bearing interest at the Semi-Annual Rate, the Annual Rate or the Long Term 
Rate, or (iv) with respect to the 2006 Series B Bonds, denominations of $25,000 and integral 
multiples thereof, if bearing interest at a Dutch Auction Rate; provided, that with respect to the 
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2008 Series A Bonds, (i) if such 2008 Series A Bonds bem' interest at the Daily Rate or the 
Weekly Rate, one 2008 Series A Bond may be in the denomination of, or include an additional 
$47,405 and (ii) if such 2008 Series A Bonds bear interest at the Semi-Annual Rate, the Annual 
Rate, the Long Term Rate or the Flexible Rate, one 2008 Series A Bond may be in the 
denomination of, or include an additional $2,405. 

Except as otherwise described below for Bonds held in DTC's book-entry-only system, 
the principal or redemption price of the Bonds is payable at the designated corporate trust office 
in New York, New York, of the Trustee, as paying agent (the "Paying Agent"). Except as 
otherwise described below for Bonds held in DTC's book-entry-only system, interest on the 
Bonds is payable by check mailed to the owner of record; provided that interest payable on each 
Bond will be payable in immediately available funds by wire transfer within the continental 
United States or by deposit into a bank account maintained with the Trustee or a Paying Agent 
(i) if the Interest Rate Mode is the Daily Rate, the Weekly Rate or the Flexible Rate or, with 
respect to the 2006 Series B Bonds, the Dutch Auction Rate or (ii) at the written request of any 
owner of record holding at least $1,000,000 aggregate principal amount of the Bonds, if the 
Interest Rate Mode is the Semi-Annual Rate, Annual Rate or Long Term Rate, received by the 
Trustee, as bond registrar (the "Bond Registrar"), at least one Business Day prior to any Record 
Date. Except as otherwise described below for Bonds held in DTC's book-entry-only system, if 
the Interest Rate Mode is the Flexible Rate, interest payable on each Bond will be paid only upon 
presentation and surrender of such Bond. 

Bonds may be transferred or exchanged for an equal total amount of Bonds of other 
authorized denominations upon surrender of such Bonds at the principal office of the Bond 
Registrar, accompanied by a written instrument of transfer or authorization for exchange in form 
and with guaranty of signature satisfactory to the Bond Registrar, duly executed by the registered 
owner or the owner's duly authorized attorney. Except as provided in the Indenture, the Bond 
Registrar will not be required to register the transfer or exchange of any Bond (i) during the 
fifteen days before any mailing ofa notice of redemption of Bonds, (ii) after such Bond has been 
called for redemption or (iii) for which a registered owner has submitted a demand for purchase 
(see "- Purchases of Bonds on Demand of Owner" below), or which has been purchased (see 
"- Payment of Purchase Price" below). Registration of transfers and exchanges will be made 
without charge to the registered owners of Bonds, except that the Bond Registrar may require 
any registered owner requesting registration of transfer or exchange to pay any required tax or 
governmental charge. 

The Bonds Are Not Insured 

Upon the conversion of the Bonds to a Weekly Rate on the Conversion Date and the 
delivery of the Letter of Credit, the Financial Guaranty Insurance Policy (the "Bond Insurance 
Policy") issued by Ambac Assurance Corporation ("Ambac") with respect to the 2006 Series B 
Bonds on February 23, 2007 will have been irrevocably surrendered and cancelled. The 2008 
Series A Bonds are currently not entitled to the benefits of any financial guaranty insurance 
policy. The Bonds described in this Reoffering Circular are not insured, and holders thereof will 
have no recourse to, under or against any bond insurance policy or bond insurer, including the 
aforementioned Bond Insurance Policy issued by Ambac. 
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Owners may tender their Bonds, and in certain circumstances will be required to tender 
their Bonds, to the Tender Agent for purchase at the times and in the manner described herein 
under "- Summary of Certain Provisions of the Bonds," "- Purchases of Bonds on Demand of 
Owner" and "- Mandatory Purchases of Bonds." So long as the Bonds are held in DTC's book
entry-only system, the Trustee will act as Tender Agent under the Indenture. Any successor 
Tender Agent appointed pursuant to the Indenture will also be a Paying Agent. 

Remarketing Agent 

Banc of America Securities LLC will act as the Remarketing Agent with respect to the 
Bonds (the "Remarketing Agent"). The Remarketing Agent may resign or be removed and a 
successor Remarketing Agent may be appointed in accordance with the terms of the applicable 
Indenture and the applicable Remarketing Agreement for the Bonds between the Remarketing 
Agent and the Company. 

Special Considerations Relating to the Remarketing Agent 

The RemarketingAgent is paid by the Company. 

The Remarketing Agent's responsibilities include determining the interest rate from time 
to time and remarketing Bonds that are optionally 01' mandatorily tendered by the owners thereof 
(subject, in each case, to the terms of the Remarketing Agreement), all as further described 
herein. The Remarketing Agent is appointed by the Issuer at the request of the Company and 
paid by the Company for its services. As a result, the interests of the Remarketing Agent may 
differ from those of existing holders and potential purchasers of Bonds. 

The RemarketingAgent routine/v purchases bonds fOr its own account. 

The Remarketing Agent acts as remarketing agent for a variety of variable rate demand 
obligations and, in its sale discretion, routinely purchases such obligations for its own account in 
order to achieve a successful remarketing of the obligations (Le., because there are otherwise not 
enough buyers to purchase the obligations) or for other reasons. The Remarketing Agent is 
permitted, but not obligated, to purchase tendered Bonds for its own account and, if it does so, it 
may cease doing so at any time without notice. The Remarketing Agent may also make a market 
in the Bonds by routinely purchasing and selling Bonds other than in connection with an optional 
01' mandatory tender and remarketing. Such purchases and sales may be at or below par. 
However, the Remarketing Agent is not required to make a market in the Bonds. The 
Remarketing Agent may also sell any Bonds it has purchased to one or more affiliated 
investment vehicles for collective ownership or enter into derivative arrangements with affiliates 
or others in order to reduce its exposure to the Bonds. The purchase of Bonds by the 
Remarketing Agent may create the appearance that there is greater third party demand for the 
Bonds in the market than is actually the case. The practices described above also may result in 
fewer Bonds being tendered in a remarketing. 
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Bonds mav be offored at difforent prices on any date. 

As more fully described under the caption "- Determination of Interest Rates for 
Interest Rate Modes," the Remarketing Agent shall determine the minimum rate of interest per 
annum which in the opinion of the Remarketing Agent, would be necessary on and as of such 
day to remarket the Bonds in a secondary market transaction at a price equal to the principal 
amount thereof plus accrued interest thereon, if any, provided that such rate of interest shall not 
exceed 15% per annum. The interest rate will reflect, among other factors, the level of market 
demand for the Bonds (including whether the Remarketing Agent is willing to purchase Bonds 
for its own account). There mayor may not be Bonds tendered and remarketed on a day that the 
rate on the Bonds are set, the Remarketing Agent mayor may not be able to remarket any Bonds 
tendered for purchase on such date at par and the Remarketing Agent may sell Bonds at varying 
prices to different investors on such date or any other date. The Remarketing Agent is not 
obligated to advise purchasers in a remarketing ifit does not have third party buyers for all of the 
Bonds at the remarketing price. In the event the Remarketing Agent owns any Bonds for its own 
account, it may, in its sole discretion in a secondary market transaction outside the tender 
process, offer such Bonds on any date, including the day that the rate on the Bonds are set, at a 
discount to par to some investors. 

The ability to sell the Bonds other than through the tender process may be limited 

The Remarketing Agen t may buy and sell Bonds other than through the tender 
process. However, it is not obligated to do so and may cease doing so at any time withont 
notice and may require holders that wish to tender their Bonds to do so through the 
Trustee with appropriate notice. Thus, investors who purchase the Bonds, whether in a 
remarketing 01' otherwise, should not assume that they will be able to sell their Bonds other 
than by tendering the Bonds in accordance with the tender process. 

Certain Definitions 

As used herein, each of the following terms will have the meaning indicated. 

"Alternate Credit Facility' means an irrevocable letter of credit, a municipal bond 
insurance policy, a surety. bond, a line or lines of credit, a guarantee or other similar agreement or 
agreements or any other agreement or agreements used to provide liquidity. or credit support for 
the Bonds, satisfactory to the Company and the Remarketing Agent and containing 
administrative provisions reasonably satisfactory to the Trustee, issued and delivered to the 
Trustee in accordance with the Indenture. 

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

"Beneficial Ownel" means the person in whose name a Bond is recorded as such by the 
respective systems ofDTC and each DTC Participant (as defined herein) or the registered holder 
of such Bond if such Bond is not then registered in the name of Cede & Co. 
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"Business Day" means any day other than a Saturday or Sunday or legal holiday or a day 
on which banking institutions located in the City of New York, New York, or the New York 
Stock Exchange or banking institutions in the city in which the principal office of the Trustee, 
the Bond Registrar, the Tender Agent, the Paying Agent, the Auction Agent with respect to the 
2006 Series B Bonds, the Company, the Credit Facility Issuer or the Remarketing Agent is 
located are authorized by law or executive order to close. 

"Conversion" means any conversion fi'om time to time in accordance with the terms of 
the Indenture of the Bonds fi'om one Interest Rate Mode to another Interest Rate Mode. 

"Conversion Date" means initially the date of original issuance of the Bonds, and 
thereafter means the date on which any Conversion becomes effective. 

"Credit Facility" means an irrevocable direct pay letter of credit or other credit 
enhancement or liquidity SUppOlt facility, or any combination thereof, delivered to and in favor 
of the Trustee for the benefit of the owners of the Bonds pursuant to the Indenture and 
designated as a "Credit Facility" under the Indenture, and includes the Initial Credit Facility or 
any Alternate Credit Facility delivered to the Trustee pursuant to the Indenture. 

"Credit Facility Issuer" means the Initial Credit Facility Issuer and the issuer of any 
Credit Facility or Alternate Credit Facility subsequently in effect. 

"Daily Rate Period' means the period beginning on, and including, the Conversion Date 
to the Daily Rate and ending on and including the day preceding the next Business Day and each 
period thereafter beginning on and including a Business Day and ending on and including the 
day preceding the next succeeding Business Day until the day preceding the earlier of the 
Conversion to a different Interest Rate Mode or the maturity of the Bonds. 

"Dutch Auction Rate" means, with respect to the 2006 Series B Bonds, the rate of interest 
to be borne by the Bonds during each Dutch Auction Rate Period determined in accordance with 
the 2006 Series B Indenture. 

"Dutch Auction Rate Period' means, with respect to the 2006 Series B Bonds, each 
period during which the 2006 Series B Bonds bear interest at a Dutch Auction Rate. 

"Flexible Rate" means the Interest Rate Mode for the Bonds in which the interest rate for 
each Bond is determined with respect to such Bond during each Flexible Rate Period applicable 
to that Bond, as provided in the Indenture. 

"Flexible Rate Period' means with respect to any Bond, each period (which may be fi'om 
one day to 270 days, or such lower maximum number of days as is then permitted under the 
Indenture) determined for such Bond, as provided in the Indenture. 

"Initial Credit Facility" means the irrevocable direct pay letter of credit issued by the 
Initial Credit Facility Issuer to the Trustee with respect to the Bonds on the Conversion Date. 

"Initial Credit Facility Issuer" means Commerzbank AG, New York. 
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"Interest Payment Date" means (i) if the Interest Rate Mode is the Daily Rate or the 
Weekly Rate, the first Business Day of each calendar month, (ii) if the Interest Rate Mode is the 
Flexible Rate, for each Bond the last day of each Flexible Rate Period for such Bond (or if such 
day is not a Business Day, the next succeeding Business Day), (iii) if the Interest Rate Mode is 
the Semi-Annual Rate, the Annual Rate or the Long Term Rate, June I and December I, and, in 
the case of the Long Term Rate, also the Conversion Date or the effective date of a change to a 
new Long Term Rate Period, (iv) with respect to the 2006 Series B Bonds, if the Interest Rate 
Mode is the Dutch Auction Rate Period, the dates determined in accordance with the terms of the 
Indenture or (v) with respect to any Bond, the Conversion Date (including the date of a failed 
Conversion) or the effective date of a change to a new Long Term Rate Period for such Bond. In 
any case, the final Interest Payment Date will be the maturity date ofthe Bonds. 

"Interest Period' means for all Bonds (or for any Bond if the Interest Rate Mode is the 
Flexible Rate) the period from and including each Interest Payment Date to and including the 
day immediately preceding the next Interest Payment Date, provided, however that the first 
Interest Period for the Bonds will begin on (and include) the date of issuance of the Bonds and 
the final Interest Period will end on September 30, 2034, with respect to the 2006 Series B 
Bonds, or January 31, 2032, with respect to the 2008 Series A Bonds. 

"Interest Rate Mode" means the Flexible Rate, the Daily Rate, the Weekly Rate, the 
Semi-Annual Rate, the Annual Rate, the Long Term Rate for each series of the Bonds and, with 
respect to the 2006 Series B Bonds, the Dutch Auction Rate. 

"Long Term Rate Period' means any period established by the Company as hereinafter 
set forth under H_ Determination of Interest Rates for Interest Rate Modes - Long Term Rates 
and Long Term Rate Periods" and beginning on, and including, the Conversion Date to the Long 
Term Rate and ending on, and including, the day preceding the last Interest Payment Date for 
such period and, thereafter, each successive period of the same duration as the Long Term Rate 
Period previously established until the day preceding the earliest of the change to a different 
Long Term Rate Period, the Conversion to a different Interest Rate Mode 01' the maturity of the 
Bonds. 

"MaximulII Rate" means the lesser of (i) the maximum interest rate permitted by 
applicable law 01' (ii) 15%. 

"Prevailing Market Conditions" means, without limitation, the following factors: existing 
short -term or long-term market rates for secUl'ities, the interest on which is excluded fi'om gross 
income for federal income tax purposes; indexes of such short-term 01' long-term rates and the 
existing market supply and demand for securities bearing such short-term or long-term rates; 
existing yield curves for shOlt-term 01' long-term securities for obligations of credit quality 
comparable to the Bonds, the interest on which is excluded from gross income for federal income 
tax purposes; general economic conditions; industry economic and financial conditions that may 
affect or be relevant to the Bonds; and such other facts, circumstances and conditions as the 
Remarketing Agent, in its sole discretion, determines to be relevant. 

"Purchase Date" means any date on which Bonds are to be purchased on the demand of 
the registered owners thereof or are subject to mandatory purchase as described in the Indenture. 
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"Reimbursement Agreement' means the Reimbursement Agreement, to be dated as of 
December 19, 2008, between the Company and the Initial Credit Facility Issuer, as the same may 
be amended fi'om time to time, and any other agreement between the Company and a Credit 
Facility Issuer, setting forth the obligations of the Company to such Credit Facility Issuer arising 
out of any payments under such Credit Facility and which provides that it will be deemed to be a 
Reimbursement Agreement for the purpose of the Indenture. 

"Semi-Annual Rate Period' means any period beginning on, and including, the 
Conversion Date to the Semi-Annual Rate, and ending on, and including, the day preceding the 
first Interest Payment Date thereafter and each successive six-month period thereafter beginning 
on and including an Interest Payment Date and ending on and including the day next preceding 
the next Interest Payment Date until the day preceding the earlier of the Conversion to a different 
Interest Rate Mode or the maturity of the Bonds. 

"Weekly Rate Period' means, (i) with respect to the 2006 Series B Bonds, the period 
beginning on, and including the Conversion Date to the Weekly Rate, and ending on, and 
including, the next Thursday, and thereafter the period beginning on, and including any Friday 
and ending on, and including, the earliest of the next Thursday, the day preceding the Conversion 
to a different Interest Rate Mode or the maturity of the Bonds, and (ii) with respect to the 2008 
Series A Bonds, the period beginning on, and including, the Conversion Date to the Weekly 
Rate, and ending on, and including, the next Wednesday, and thereafter the period beginning on, 
and including, any Thursday and ending on, and including, the earliest of the next Wednesday, 
the day preceding the Conversion to a different Interest Rate Mode or the maturity ofthe Bonds. 

Summary of Certain Provisions of the Bonds 

The following table summarizes, for each of the permitted Interest Rate Modes (except 
the Dutch Auction Rate with respect to the 2006 Series B Bonds): the dates on which interest 
will be paid (Interest Payment Dates); the dates on which each interest rate will be determined 
(Interest Rate Determination Dates); the period oftime (Interest Rate Periods) each interest rate 
will be in effect (provided that the initial Interest Rate Period for each Interest Rate Mode may 
begin on a different date from that specified, which date will be the Conversion Date or the date 
of a change in the Long Term Rate, as applicable); the dates on which registered owners may 
tender their Bonds for purchase to the Tender Agent and the notice requirements therefor 
(provided that while the Bonds are held in book-entry-only form, all notices of tender for 
purchase will be given by Beneficial Owners in the manner described below under "Purchases of 
Bonds on Demand of Owner _. Notice Required for Purchases") (purchase on Demand of 
Owner; Required Notice); the dates on which Bonds are subject to mandatory tender for 
purchase (MandatOlJ' Purchase Dates); the redemption provisions applicable to the Bonds 
(Redemption); the notice requirements for redemption and mandatory tender for purchase 
(Notices of Redemption and Mandato])' Purchases); and the manner by which registered owners 
will receive payments of principal, interest, redemption price and purchase price (Manner of 
Payment). All times stated are New York City time. Provisions relating to the Bonds while they 
bear interest at a Dutch Auction Rate, with respect to the 2006 Series B Bonds, will be 
determined in accordance with auction procedures established at the time of conversion to the 
Dutch Auction Rate. 
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FLEXIBLE RATE 

Interest Payment Dates With respect to any Bond, the last day of 
each Flexible Rate Period (or if such day is 
not a Business Day, the next succeeding 
Business Day). 

Interest Ratc For each Bond, not later than 12:00 1100n 

Determination Dates on the first day of each Flexible Rate 
Period for such Bond. 

Interest Rate Periods For each Bond, each Flexible Rate Period 
will be of a duration designated by the 
Remarketing Agent of one day to 270 days 
(or lower maximum number as specified in 
the Indenture); must end on a day 
immediately preceding a Business Day. 

Purchase on Demand of No purchase on demand of the owner. 
Owner; Uequired Notice 

i\Iandatory Purchase Any Conversion Date; ruld with respect to 
Dates each Bond, on each Interest Payment Date 

for sllch Bond; and upon delivery, 
cancellation, substitution, extension, 
termination or expiration of any Credit 
Facility or replacement with Alternate 
Credit Facility, 

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

Notices of Conversion, Not fewer than 15 days (30 days notice of 
Redemption and Conversion to the Semi-Annual, Annual or 
l\IalHiatory Purchases 

. 
Long Term Rate) or greater than 45 days, 
No notice of mandatory purchase 
following end of each Flexible Rate 
Period. 

Manner of Payment Principal or redemption price upon 
surrender ofthe Bond to the Paying Agent; 
purchase price lIpon surrender of the Bond 
to the Tender Agent. 
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I!AILYBATE WEEKLY RATE 

The first Business Day of each The first Business Day of each 
calendar month. calendar iUonth. 

Not later than 9:30 a,m. on each Not later than 4:00 p.m. on the day 
Business Day. preceding tlie first day of each 

Weekly Rate Period or, if not a 
Business Day, on the next preceding 
Business Day. 

From and including each From and including each Friday to 
Business Day to but not and including the following Thursday 
including the next Business Day. for the 2006 Series B Bonds. 

From and including each Thursday to 
and including the following 
Wednesday for the 2008 Series A 
Bonds. 

Any Business Day; by written or Any Business Day; by written notice 
telephonic notice, promptly, with to the Tender Agent not later than 
respect to the 2006 Series B 5:00 p.m. on a Business Day at least 
Bonds, or immediately, with seven days prior to the Purchase Date. 
respect to the 2008 Series A 
Bonds, confirmed in writing, to 
the Tender Agent by 10:00 a.l11. 
on such Business Day. 

Any Conversion Date; and upon Any Conversion Date; and upon 
delivery, cancellation, deliver)" cancellation, substitution, 
substitution, extension, extension, termination or expiration of 
tennination or expiration of any any Credit Facility or replacement 
Credit Facility or replacement with Alternate Credit Facility. 
with Altemate Credit Facility. 

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

Not fewer than 15 days (30 days Not fewer than 15 days (30 days 
notice of CorlYersion to the notice of COil version to the 
Semi-Annual, Anllual or Long Semi-Annual, AnTlual or Long Tenn 
Term Rate) or greater tha1145 Rate) or greater than 45 days. 
days. 

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

So long as DTC or its nominee is the registered mmer of the Bonds, notices of redemption and mandatory purchases shall be sent 
to Cede & Co., payments of principal, rcdemption and purchase price of and interest 011 the Bonds will be paid through the facilities 
ofDTC and notices ofmandatol)' purchase may be given not less than five days prior to the Purchase Date. See"~ Book-Entry
Only Systcm" below. 
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SEMIMANNUAL 

Interest Payment Date Each June I and December I. 

Interest Ratc Determination Not latcr than 2;00 p.m. on the Business Day 
Dates preceding the first day of the Semi-Annual 

Rate Period. 

Interest Ratc Periods Each six-JUonth period from and including 
each June I and December 1 to and including 
the day preceding the next Interest Payment 
Date. 

Purchase on Demand of On any Interest Payment Date; by written 
Ownen Requircd Notice notice to the Tender Agent on any Business 

Day not later than the fifteenth day prior to 
the Purchase Date. 

Mandatory Purchase Dates Any COl1version Date; the first Business Day 
after the end of each Semi-Annual Rate 
Period; and upon delivery, cancellation, 
substitution, extension, tcrmination or 
expiration of any Credit Facility or 
replacement with Alternate Credit Facility. 

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

Notices of Conversion) Not fewer than 15 days (30 days for notice of 
Rcdcmption and I\landatory Conversion or redemption) or greater than 45 
Purchases· days. 

Manner of Payment Principal or redemption price upon surrender 
ofthe Bond to the Paying Agent; intcrest by 
check mailed to the registcred owners or, 
upon request of registered owner, of 
$1,000,000 or more of an individual issue of 
Bonds, in immediately available funds; 
purchase price upon surrender of the Bond to 
the Tcnder Agent. 
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ANNUAl, LONGTER~! 

Each June 1 and December 1. Each June 1 and December 1; any 
Conversion Date; and the effective date 
of any change to a Ilew Long Tenn Rate 
Period. 

Not later than 12:00 noon on the Not later than 12:00 noon on the 
Business Day preceding the first Business Day preceding the first day of 
day ofthe Annual Rate Period. the Long Term Rate Period. 

Each period from and including the Each period designated by the Company 
Conversion Date to the Annual of more than one year in duration and 
Rate to and including the day which is an integral multiple of six 
immediately preceding the second months, from and including the first day 
Interest Payment Date thereafter of sllch period (June I and December I) 
and each successive twelve month to and including the day immediately 
period thereafter. preceding the last Interest Payment Date 

for that period. 

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

An}' Conversion Date; the first Any Conversion Date; the first Business 
Business Day after the end of each Day after the end of each Long Tenn 
Annual Rate Period; and upon Rate Period; the effective date of a 
deliver)" cancellation, substitution, change of Long Term Rate Period; and 
extension, termination or expiration upon delivery, cancellation, substitution, 
of any Credit Facility or extension, termination or expiration of 
replacement with Alternate Credit any Credit Facility or replacement with 
Facility. Altemate Credit Facility. 

Optional at par on the final Interest Optional at times and prices dependent 
Payment Date; Extraordinary on the length of the Long Tenn Rate 
Optional and Mandatory at par, OIl Period; Extraordinary Optional and 
any Business Day. Mandatory at par, on any Business Day. 

Not fe\ver than 15 days (30 days Not fewer than 15 days (30 days for 
for notice of Convcrsion or notice of Conversion or redcmption) or 
redemption) or greater than 45 greater than 45 days. 
days. 

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

So long as DTC or its nominee is the registered owner of the Bonds, notices of redemption and mandatory purchases shall be sent 
to Cede & Co., paymcnts of principal, redemption and purchase price of and interest all the Bonds ",rill be paid through the facilities 
of DTC and notices of mandatory purchase may be given not less than five days prior to the Purchase Date. See "-Book-Entry
Only System" below. 
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Determination ofInterest Rates for Interest Rate Modes 

Dailv Rate. Ifthe Interest Rate Mode for the Bonds is the Daily Rate, the interest rate on 
the Bonds for any Business Day will be the rate established by the Remarketing Agent no later 
than 9:30 a.m. (New York City time) on each Business Day as the minimum rate of interest 
necessary, in the judgment of the Remarketing Agent taking into account then Prevailing Market 
Conditions, to enable the Remarketing Agent to sell the Bonds on such Business Day at a price 
equal to the principal amount thereof, plus accrued interest, if any, thereon. For any day which is 
not a Business Day or if the Remarketing Agent does not give notice of a change in the interest 
rate, the interest rate on the Bonds will be the interest rate in effect for the immediately preceding 
Business Day. 

Weekly Rate. If the Interest Rate Mode for the Bonds is the Weekly Rate, the interest rate 
on the Bonds for a particular Weekly Rate Period will be the rate established by the Remarketing 
Agent no later than 4:00 p.m. (New York City time) on the day preceding such Weekly Rate 
Period or, if such day is not a Business Day, on the next preceding Business Day, as the 
minimum rate of interest necessary, in the judgment of the Remarketing Agent taking into 
account then Prevailing Market Conditions, to enable the Remarketing Agent to sell the Bonds 
on such first day at a price equal to the principal amount thereof, plus accrued interest, if any, 
thereon. 

Flexible Rates and Flexible Rate Periods. If the Interest Rate Mode for the Bonds is the 
Flexible Rate, the interest rate on a Bond for a specific Flexible Rate Period will be the rate 
established by the Remarketing Agent no later than 12:00 noon (New York City time) on the first 
day of that Flexible Rate Period as the minimum rate of interest necessary, in the jUdgment ofthe 
Remarketing Agent taking into account then Prevailing Market Conditions, to enable the 
Remarketing Agent to sell such Bond on that day at a price equal to the principal amount thereof. 
Each Flexible Rate Period applicable for a Bond will be determined separately by the 
Remarketing Agent on or prior to the first day of such Flexible Rate Period as being the Flexible 
Rate Period permitted under the Indenture which, in the judgment of the Remarketing Agent, 
taking into account then Prevailing Market Conditions, will, with respect to such Bond, 
ultimately produce the lowest overall interest cost on the Bonds while the Interest Rate Mode for 
the Bonds is the Flexible Rate. Each Flexible Rate Period will be fi'om one day to 270 days in 
length and will end on a day preceding a Business Day. If the Remarketing Agent fails to set the 
length of a Flexible Rate Period for any Bond, a new Flexible Rate Period lasting to, but not 
including, the next Business Day (or until the earlier Conversion or maturity of the Bonds) will 
be established automatically in accordance with the Indenture. 

Semi-Annual Rate. If the Interest Rate Mode for the Bonds is the Semi-Annual Rate, the 
interest rate on the Bonds for a particular Semi-Annual Rate Period will be the rate established 
by the Remarketing Agent no later than 2:00 p.m. (New York City time) on the Business Day 
immediately preceding the first day of such Semi-Annual Rate Period as the minimum rate of 
interest necessary, in the judgment of the Remarketing Agent taking into account then Prevailing 
Market Conditions, to enable the Remarketing Agent to sell the Bonds on such first day at a price 
equal to the principal amount thereof. 
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Annual Rate. If the Interest Rate Mode for the Bonds is the Annual Rate, the interest rate 
on the Bonds for a patiicular Annual Rate Period will be the rate of interest established by the 
Remarketing Agent no later than 12:00 noon (New York City time) on the Business Day 
preceding the first day of such Annual Rate Period as the minimum rate of interest necessary, in 
the judgment of the Remarketing Agent taking into account then Prevailing Market Conditions, 
to enable the Remarketing Agent to sell the Bonds on such first day at a price equal to the 
principal amount thereof. 

Dutch Auction Rate. With respect to the 2006 Series B Bonds, if the Interest Rate Mode 
for the Bonds is the Auction Rate, the interest rate on the Bonds for a particular Auction Rate 
Period will be the rate established in accordance with the procedures set fOlih in the Indenture. 

Long Term Rates and Long Term Rate Periods. If the Interest Rate Mode for the Bonds 
is the Long Term Rate, the interest rate on the Bonds for a particular Long Term Rate Period will 
be the rate established by the Remarketing Agent no later than 12:00 noon (New York City time) 
on the Business Day preceding the first day of such Long Term Rate Period as the minimum rate 
of interest necessary, in the judgment of the Remarketing Agent taking into account then 
Prevailing Market Conditions, to enable the Remarketing Agent to sell the Bonds on such first 
day at a price equal to the principal amount thereof. The Company will establish the duration of 
the Long Term Rate Period at the time that it directs the Conversion ofthe Interest Rate Mode to 
the Long Term Rate, and thereafter each successive Long Term Rate Period will be the same as 
the Long Term Rate Period so established by the Company until a different Long Term Rate 
Period is specified by the Company in accordance with the Indenture (in which case the duration 
of that Long Term Rate Period will control succeeding Long Term Rate Periods), subject in all 
cases to the occurrence of a Conversion Date or the maturity of the Bonds. Each Long Term 
Rate Period will be more than one year in duration, will be for a period which is an integral 
multiple of six months and will end on the day next preceding an Interest Payment Date; 
provided that if a Long Term Rate Period commences on a date other than a June 1 01' 

December 1, such Long Term Rate Period may be for a period which is not an integral multiple 
of six months but wi!! be of a duration as close as possible to (but not in excess oj) such Long 
Term Rate Period established by the Company and will terminate on a day preceding an Interest 
Payment Date, and each successive Long Term Rate Period thereafter will be for the full period 
established by the Company until a different Long Term Rate Period is specified by the 
Company in accordance with the Indenture or until the occurrence of a Conversion Date or the 
maturity of the Bonds; provided further that no Long Term Rate Period will extend beyond the 
final maturity date of the Bonds. 

Change o(Lol1g Term Rate Period. The Company may change fl'Om one Long Term 
Rate Period to another Long Term Rate Period on any Business Dayan which the Bonds are 
subject to optional redemption as described under "- Redemptions - Optional Redemption" 
below upon notice from the Bond Registrar to the owners of Bonds as described below. With 
any notice of such change, the Company must also deliver an opinion of Bond Counsel stating 
that such change is authorized or permitted by the Act and is authorized by the Indenture and 
will not adversely affect the exclusion fi'om gross income of interest on the Bonds for federal 
income tax purposes. Notwithstanding the foregoing, the Long Term Rate Period will not be 
changed to a new Long Term Rate Period if (A) the Remarketing Agent has not determined the 
interest rate for the new Long Term Rate Period in accordance with the terms of the Indenture or 
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(B) the Bond Registrar receives written notice fi'om Bond Counsel prior to the effective date of 
the change to the effect that the opinion of such Bond Counsel required under the Indenture has 
been rescinded. Upon the occurrence of any of the events described in the preceding sentence, 
the Bonds will bear interest at the Weekly Rate commencing on the date which would have been 
the effective date of the proposed change of Long Term Rate Period, subject to the provisions 
described under "- Conversion of Interest Rate Modes - Cancellation of Conversion of 
Interest Rate Mode" below. 

Notice to Owners or Change orLong Term Rate Period. The Bond Registrm' will notifY 
each registered owner of the change of Long Term Rate Period by first class mail at least 30 days 
in the case of a change in the Long Term Rate Period but not more than 45 days before each 
effective date of a change in the Long Term Rate Period. The notice will state those matters 
required to be set forth therein under the Indenture. 

Failure to Determine Rate. If for any reason the interest rate for a Bond is not 
determined by the Remarketing Agent, except as described above under "- Change of Long 
Term Rate Period" and below under "- Conversion of Interest Rate Modes - Cancellation of 
Conversion of Interest Rate Mode," the interest rate for such Bond for the next succeeding 
interest rate period will be the interest rate in effect for such Bond for the preceding interest rate 
period and, pursuant to the terms of the Indenture, there will be no change in the then applicable. 
Long Term Rate Period or any Conversion from the then applicable Interest Rate Mode. 
Notwithstanding the foregoing, if for any reason the interest rate for a Bond bearing interest at a 
Flexible Rate is not determined by the Remarketing Agent, the interest rate for such Bond for the 
next succeeding Interest Period will be equal to The Bond Market Association Municipal Swap 
Index™ (the "Municipal Index") as defined in the Indenture, and the Interest Period for such 
Bond will extend through the day preceding the next Business Day, until the Trustee is notified 
of a new Flexible Rate and Flexible Rate Period determined for such Bond by the Remarketing 
Agent. 

Conversion ofInterest Rate Modes 

Method or Conversion. The Interest Rate Mode for the Bonds is subject to Conversion 
fi'om time to time, in whole but not in part, on the dates specified below under "- Limitations 
on Conversion," at the option of the Company, upon notice from the Bond Registrar to the 
registered owners of the Bonds, as described below. With any notice of Conversion, the 
Company must also deliver to the Bond Registrar and the Credit Facility Issuer an opinion of 
Bond Counsel stating that such Conversion is authorized or permitted by the Act and is 
authorized by the Indenture and will not adversely affect the exclusion from gross income of 
interest on the Bonds for federal income tax pUl'poses, other than a Conversion from the Daily 
Rate Period to the Weekly Rate Period or from the Weekly Rate Period to the Daily Rate Period. 
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Conditions Precedent to Conversions. The following conditions are applicable to 
Conversions of the Bonds: 

(a) any Credit Facility to be held by the Trustee after the Conversion Date 
must be sufficient to cover the principal of and accrued interest on the outstanding Bonds 
for the maximum Interest Period permitted for that particular Interest Rate Mode plus 10 
days at the maximum interest rate, and if a Credit Facility is to be held by the Trustee 
after the Conversion of the Bonds to a Long Term Rate Period, that Credit Facility must 
also extend for the entire Long Term Rate Period plus 10 days at the maximum interest 
rate; and 

(b) if a Credit Facility is then in effect and the purchase price of the Bonds 
under the Indenture includes any premium, the Trustee will be entitled to draw on that 
Credit Facility in an aggregate amount sufficient to pay the applicable purchase price 
(including such premium) or, in the alternative, available moneys will be available in the 
necessary amount and are applied to the payment of such premium. 

Limitations on Conversion. Any Conversion of the Interest Rate Mode for the Bonds 
must be in compliance with the following conditions: (i) the Conversion Date must be a date on 
which the Bonds are subject to optional redemption (see "- Redemptions - Optional 
Redemption" below); provided that any Conversion fi'om the Daily Rate Period to a Weekly Rate 
Period or fi'Om the Weekly Rate Period to the Daily Rate Period must be on a Friday, with 
respect to the 2006 Series B Bonds, or Thursday, with respect to the 2008 Series A Bonds, and, 
with respect to the 2006 Series B Bonds, if the Conversion is to or fi'om a Dutch Auction Rate 
Period, the Conversion Date must be the last Interest Payment Date in respect of that Dutch 
Auction Rate Period; (ii) if the proposed Conversion Date would not be an Interest Payment Date 
but for the Conversion, the Conversion Date must be a Business Day; (iii) if the Conversion is 
from the Flexible Rate, (a) the Conversion Date may be no earlier than the latest Interest 
Payment Date established prior to the giving of notice to the Remarketing Agent of such 
proposed Conversion and (b) no further Interest Payment Date may be established while the 
Interest Rate Mode is then the Flexible Rate if such Interest Payment Date would occur after the 
effective date of that Conversion; and (iv) after a determination is made requiring mandatory 
redemption of all Bonds pursuant to the Indenture (see "- Redemptions" below), no change in 
the Interest Rate Mode may be made prior to such mandatory redemption. 

Notice to Owners of Conversion of Interest Rate Mode. The Bond Registrar will notify 
each registered owner of the Conversion by first class mail at least 15 days (30 days in the case 
of Conversion from or to the Semi-Annual Rate, the Annual Rate, a Long Term Rate or, with 
respect to the 2006 Series B Bonds, a Dutch Auction Rate) but not more than 45 days before the 
Conversion Date. The notice will state those matters required to be set forth therein under the 
Indenture. 

Cancellation of Conversion of Interest Rate Mode. Notwithstanding the foregoing, no 
Conversion will occur if (i) the Remarketing Agent has not determined the initial interest rate for 
the new Interest Rate Mode in accordance with the terms ofthe Indenture, (ii) the Bonds that are 
to be purchased are not remarketed or sold by the Remarketing Agent or (iii) the Bond Registrar 
receives written notice from Bond Counsel prior to the opening of business on the effective date 
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of Conversion to the effect that the opinion of such Bond Counsel required under the Indenture 
has been rescinded. If such Conversion fails to occur, such Bonds will automatically be 
converted to the Weekly Rate (with the first period adjusted in length so that the last day of such 
period will be a Wednesday) at the rate determined by the Remarketing Agent on the failed 
Conversion Date or, with respect to the 2006 Series B Bonds that bear interest at a Dutch 
Auction Rate, such Bonds will remain in such Interest Rate Mode; provided, that there must be 
delivered to the Issuer, the Trustee, the Bond Registrar, the Tender Agent, the Company, the 
Credit Facility Issuer and the Remarketing Agent an opinion of Bond Counsel to the effect that 
determining the interest rate to be borne by the Bonds at a Weekly Rate is authorized or 
permitted by the Act and is authorized under the Indenture and will not adversely affect the 
exclusion fi'om gross income of interest on the Bonds for federal income tax purposes. If such 
opinion is not delivered on the failed Conversion Date, the Bonds will bear interest for a Rate 
Period of the same type and of substantially the same length as the Rate Period in effect prior to 
the failed Conversion Date at a rate of interest determined by the Remarketing Agent on the 
failed Conversion Date (or if shorter, the Rate Period ending on the day before the maturity date, 
with respect to the 2006 Series B Bonds); provided that if the Bonds then bear interest at the 
Long Term Rate, and if such opinion is not delivered on the date which would have been the 
effective date of a new Long Term Rate Period, the Bonds will bear interest at the Annual Rate, 
commencing on such date, at an Annual Rate determined by the Remarketing Agent on such 
date. If the proposed Conversion of Bonds fails as described herein, any mandatory purchase of 
such Bonds will remain effective. 

Purchases of Bonds on Demand of Owner 

If the Bonds are in the book-entry-only system, demands for purchase may be made by 
Beneficial Owners only through such Beneficial Owner's Direct Participant (as defined under the 
caption "- Book-Entry-Only System" below). If the Bonds are in certificated form, demands 
for purchase may be made only by registered owners. When the Interest Rate Mode is the Dutch 
Auction Rate, the Bonds are not subject to purchase on demand of the owners thereof. 

Daill' Rate. If the Interest Rate Mode for the Bonds is the Daily Rate, any Bond will be 
purchased on the demand of the registered owner thereof on any Business Day during a Daily 
Rate Period at a purchase price equal to the principal amount thereof plus accrued interest, if any, 
to the Purchase Date upon written notice or telephonic notice (to be immediately confirmed in 
writing) to the Tender Agent at its principal office not later than 10:00 a.m. (New York City 
time) on such Business Day. 

Weekly Rate. If the Interest Rate Mode for the Bonds is the Weekly Rate, any Bond will 
be purchased on the demand of the registered owner thereof on any Business Day during a 
Weekly Rate Period at a purchase price equal to the principal amount thereof plus accrued 
interest, if any, to the Purchase Date upon written notice to the Tender Agent at its principal 
office at or before 5:00 p.m. (New York City time) on a Business Day not later than the seventh 
day prior to the Purchase Date. 
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Semi-Annual Rate. If the Interest Rate Mode for the Bonds is the Semi-Annual Rate, any 
Bond will be purchased on the demand of the registered owner thereof on any Interest Payment 
Date for a Semi-Annual Rate Period at a purchase price equal to the principal amount thereof 
upon written notice to the Tender Agent at its principal office on a Business Day not later than 
the fifteenth day prior to such Purchase Date. 

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

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

Limitations on Purchases on Demand of Owner. Notwithstanding the foregoing, there 
will be no purchase of (a) a portion of any Bond unless the portion to be purchased and the 
portion to be retained each will be in an authorized denomination or (b) any Bond upon the 
demand of the registered owner if an Event of Default under the Indentme with respect to the 
payment of principal of, interest on, or purchase price of, the Bonds has occurred and is 
continuing. Also, if the Interest Rate Mode for the Bonds is the Flexible Rate, the Bonds will not 
be subject to purchase on the demand of the registered owners thereof, but each Bond will be 
subject to mandatory purchase on each Conversion Date and on the Interest Payment Date with 
respect to such Bond, as described below under the caption "-Mandatory Purchases of Bonds." 

Notice Required fOr Purchases. Any written notice delivered to the Tender Agent by an 
owner demanding the purchase of Bonds must (A) be delivered by the time and dates specified 
above, (B) state the number and principal amount (or portion thereof) of such Bond to be 
purchased, (C) state the Purchase Date on which such Bond is to be purchased, (D) irrevocably 
request such purchase and state that the owner agrees to deliver such Bond, duly endorsed in 
blank for transfer, with all signatmes guaranteed, to the Tender Agent at or prior to 11 :00 a.m. 
(1:00 p.m. if a tender during a Daily Rate Period and 12:00 noon if a tender during a Weekly 
Rate Period) (New York City time) on such Purchase Date. 

Mandatory Purchases of Bonds 

Mandatol'l' Purchase on Conversion Dates or Change by the Company in Long Term 
Rate Period. The Bonds will be subject to mandatory purchase at a purchase price equal to the 
principal amount thereof, plus accrued interest, if any, to the Purchase Date, plus, if the Interest 
Rate Mode is the Long Term Rate, the redemption premium, if any, which would be payable as 
described under "- Redemptions - Optional Redemption" below, if the Bonds were redeemed 
(A) on the Purchase Date, (B) on each Conversion Date and (C) on the effective date of any 
change by the Company of the Long Term Rate Period. Such tender and purchase will be 
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required even if the change in Long Term Rate Period or the Conversion is canceled pursuant to 
the Indenture. 

Mandatory Purchase on Each Interest Pavment Date fOr Flexible Rate Period. 
Whenever the Interest Rate Mode for the Bonds is the Flexible Rate, each Bond will be subject 
to mandatory purchase at a purchase price equal to the principal amount thereof, without 
premium, plus accrued interest, if any, to the Purchase Date, on each Interest Payment Date that 
interest on such Bond is payable at an interest rate determined for the Flexible Rate. Owners of 
Bonds will receive no notice of such mandatory purchase. 

MandatOlY Purchase on Dav afler End ofthe Semi-Annual Rate Period the Annual Rate 
Period or the Long Term Rate Period. Whenever the Interest Rate Mode for the Bonds is the 
Semi-Annual Rate, the Annual Rate or the Long Term Rate, such Bonds will be subject to 
mandatory purchase on the Business Day following the end of each Semi-Annual Rate Period, 
Annual Rate Period or Long Term Rate Period, as the case may be, for such Bond at a purchase 
price equal to the principal amount thereof plus accrued interest, if any, to such date. 

Jo.landatorv Purchase upon Deliverv. Cancellation. Substitution. Extension. Termination 
or Expiration orAnv Credit FaciliD> or Replacement with an Alternate Credit Facilitv. If, at the 
option of the Company, a Credit Facility (other than the initial Letter ofC/'edit) is delivered with 
respect to the Bonds subsequent to the Reoffering Date, the Bonds will be subject to mandatory 
tender for purchase at a purchase price equal to 100% of the principal amount thereof, plus 
accrued interest, if any, to the Purchase Date on the date of the delivery ofthe Credit Facility. In 
addition, if the Bonds are secured by a Credit Facility, the Bonds will be subject to mandatory 
tender for purchase at a purchase price equal to 100% of the principal amount thereof, plus 
accrued interest, if any, (A) on the Interest Payment Date at least five days prior to the date ofthe 
cancellation of or the expiration of the term of the then current Credit Facility and (B) on the 
Interest Payment Date on which a Credit Facility is replaced with an Alternate Credit Facility. 

Notice to Owners orMandatorv Purchases. Notice to owners of a mandatory purchase of 
Bonds (except for mandatory purchase on each Interest Payment Date for Flexible Rate Periods) 
will be given by the Bond Registrar, by first class mail at least 15 days but not more than 45 days 
before the Purchase Date; provided, however, as an alternative to the foregoing, if DTC or its 
nominee is the registered owner of the Bonds, notice may be given to DTC not less than five 
days before the Purchase Date. The notice of mandatory purchase will state those matters 
required to be set forth therein under the Indenture. No notice of mandatory purchase will be 
given in connection with a mandatory purchase on an Interest Payment Date for a Flexible Rate 
Period. 

RemaJ'keting and Purchase of Bonds 

The Indenture provides that, subject to the terms of a Remarketing Agreement with the 
Company, the Remarketing Agent will use its reasonable best effOlts to offer for sale Bonds 
purchased upon demand of the owners thereof and, unless otherwise instructed by the Company 
and with the consent of any Credit Facility Issuer, upon mandatory purchase, provided that 
Bonds will not be remarketed upon the occurrence and continuance of certain Events of Default 
under the Indenture, except in the sole discretion of the Remarketing Agent. Each such sale will 
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be at a price equal to the principal amount thereof, plus interest accrued to the date of sale. The 
Remarketing Agent, the Trustee, the Paying Agent, the Bond Registrar or the Tender Agent each 
may purchase any Bonds offered for sale for its own account. 

On each date Bonds are to be purchased pursuant to optional or mandatory purchase 
under the Indenture, such Bonds will be purchased from the following sources in the order of 
priority indicated, provided .that funds derived from clause (c) may not be combined with the 
funds derived from clauses (a) or (b) to purchase any Bonds: 

(a) proceeds of the remarketing of such Bonds to persons other than the 
Company, its affiliates or the Issuer and furnished to the Tender Agent by the 
Remarketing Agent and deposited directly into, and held in, the Remarketing Proceeds 
Subaccount of the Purchase Fund established with the Tender Agent under the Indenture; 

(b) proceeds of the Credit Facility, if any, furnished by the Tl1Istee, as Tender 
Agent, and deposited by the Tender Agent directly into, and held in, the Credit Facility 
Subaccount of the Purchase Fund; and 

(c) moneys paid by the Company (including the proceeds of the remarketing 
of the Bonds to the Company, its affiliates or the Issuer) to pay the purchase price to the 
Tender Agent. 

If there is no Credit Facility in operation to secure the Bonds, any Bonds will be 
purchased with any moneys made available by the Company, including proceeds from the 
remarketing of the Bonds. 

Payment ofPul'chase Price 

When a book-entry-only system is not in effect, payment of the purchase price of any 
Bond will be payable (and delivery of a replacement Bond in exchange for the portion of any 
Bond not purchased if such Bond is purchased in patt will be made) on the Purchase Date upon 
delivery of such Bond to the Tender Agent on such Purchase Date; provided that such Bond must 
be delivered to the Tender Agent: (i) at 01' prior to 12:00 noon (New York City time), in the case 
of Bonds delivered for purchase during a Weekly Rate Period or Flexible Rate Period, (ii) at or 
prior to 1:00 p.m. (New York City time), in the case of Bonds delivered for purchase during a 
Daily Rate Period or (iii) at or prior to 11 :00 a.m. (New York City time), in the case of Bonds 
delivered for purchase during a Semi-Annual Rate Period, Annual Rate Period or Long Term 
Rate Period. If the date of such purchase is not a Business Day, the purchase price will be 
payable on the next succeeding Business Day. 

Any Bond delivered for payment of the purchase price must be accompanied by an 
instrument of transfer thereof in form satisfactory to the Tender Agent executed in blank by the 
registered owner thereof and with all signatures guaranteed. The Tender Agent may refuse to 
accept de livelY of any Bond for which an instmment of transfer satisfactOlY to it has not been 
provided and has no obligation to pay the purchase price of such Bond until a satisfactory 
instrument is delivered. 
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If the registered owner of any Bond (01' portion thereof) that is subject to purchase 
pursuant to the Indenture fails to deliver such Bond with an appropriate instrument of transfer to 
the Tender Agent for purchase on the Purchase Date, and if the Tender Agent is in receipt of the 
purchase price therefor, such Bond (01' portion thereof) nevertheless will be deemed purchased 
on the Purchase Date thereof. Any owner who so fails to deliver such Bond for purchase on (or 
before) the Purchase Date will have no further rights thereunder, except the right to receive the 
purchase price thereoffi'om those moneys deposited with the Tender Agent in the Purchase Fund 
pursuant to the Indenture upon presentation and surrender of such Bond to the Tender Agent 
properly endorsed for transfer in blank with all signatures guaranteed. 

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

Redem ptions 

Optional Redemption. 

(i) Whenever the Interest Rate Mode for the Bonds is the Daily Rate 01' the 
Weekly Rate, the Bonds will be subject to redemption at the option of the Issuer, upon 
the written direction of the Company, in whole 01' in part, at a redemption price of 100% 
of the principal amount thereof, plus interest accrued, if any, to the redemption date, on 
any Business Day. 

(ii) Whenever the Interest Rate Mode for a Bond is the Flexible Rate, such 
Bond will be subject to redemption at the option of the Issuer, upon the written direction 
of the Company, in whole 01' in part, at a redemption price of 100% of the principal 
amount thereof, plus accrued interest, if any, to the redemption date with respect to the 
2008 Series A Bonds, on any Interest Payment Date for that Bond. 

(iii) Whenever the Interest Rate Mode for the Bonds is the Semi-Annual Rate, 
the Bonds will be subject to redemption at the option of the Issuer, upon the written 
direction of the Company, in whole or in part, at a redemption price of 100% of the 
principal amount thereof on any Interest Payment Date for each Semi-Annual Rate 
Period. 

(iv) Whenever the Interest Rate Mode for the Bonds is the Annual Rate, the 
Bonds will be subject to redemption at the option of the Issuer, upon the written direction 
of the Company, in whole 01' in part, at a redemption price of 100% of the principal 
amount thereof on the final Interest Payment Date for each Annual Rate Period. 

(v) With respect to the 2006 Series B Bonds, whenever the Interest Rate 
Mode for the Bonds is the Dutch Auction Rate, the Bonds will be subject to redemption 
at the option of the Issuer, upon the written direction of the Company, in whole 01' in part, 
on the Business Day immediately succeeding any auction date at a redemption price of 
100% of the principal amount thereof, together with accrued interest to the redemption 
date. 
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(vi) Whenever the Interest Rate Mode for the Bonds is the Long Term Rate, 
the Bonds will be subject to redemption at the option of the Issuer, upon the written 
direction of the Company, in whole or in part, (A) on the final Interest Payment Date for 
the then current Long Term Rate Period at a redemption price of 100% of the principal 
amount thereof and (B) prior to the end of the then current Long Term Rate Period at any 
time during the redemption periods and at the redemption prices set forth below, plus in 
each case interest accrued, if any, to the redemption date: 

Original 
Length of Current 
Long Term Rate 
Period (Years) 

2006 Series B Bonds: 

More than or equal to II 
years 

Less than 11 years 

2008 Series A Bonds: 

More than or equal to 10 
years 

Less than 10 years 

Commencement of 
Redemption Period 

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

Non-callable 

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

Non-callable 

Redem ption Price as 
Percentage of Principal 

100% 

Non-callable 

100% 

Non-callable 

Subject to certain conditions, including provision of an opinion of Bond Counsel that a change in 
the redemption provisions of the Bonds will not adversely affect the exclusion from gross 
income of interest on the Bonds for federal income tax purposes, the redemption periods and 
redemption prices may be revised, effective as of the Conversion Date, the date of a change in 
the Long Term Rate Period or a Purchase Date on the final Interest Payment Date during a Long 
Term Rate Period, to reflect Prevailing Market Conditions on such date as determined by the 
Remarketing Agent in its judgment. Any such revision of the redemption periods and 
redemption prices will not be considered an amendment or a supplement to the Indenture and 
will not require the consent of any Bondholder or any other person or entity. 
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Extraordinary Optional Redemption in Whole. The Bonds may be redeemed by the 
Issuer in whole at any time at 100% of the principal amount thereof plus accrued interest to the 
redemption date upon the exercise by the Company of an option under the Loan Agreement to 
prepay the loan if any of the following events occurs within 180 days preceding the giving of 
written notice by the Company to the Trustee of such election: 

(i) if in the judgment of the Company, unreasonable burdens or excessive 
liabilities have been imposed upon the Company after the issuance of the Bonds with 
respect to the Project or the operation thereof, including without limitation federal, state 
or other ad valorem property, income or other taxes not imposed on the date of the Loan 
Agreement, other than ad valorem taxes levied upon privately owned property used for 
the same general purpose as the Project; 

(ii) if the Project or a portion thereof or other property of the Company in 
connection with which the Project is used has been damaged or destroyed to such an 
extent so as, in the judgment of the Company, to render the Project or such other property 
of the Company in connection with which the Project is used unsatisfactory to the 
Company for its intended use, and such condition continues for a period of six months; 

(iii) there has occurred condemnation of all or substantially all of the Project or 
the taking by eminent domain of such use or control of the Project or other propel1y of 
the Company in connection with which the Project is used so as, in the jUdgment of the 
Company, to render the Project or such other property of the Company unsatisfactory to 
the Company for its intended use; 

(iv) in the event changes, which the Company cannot reasonably control, in 
the economic availability of materials, supplies, labor, equipment or other properties or 
things necessary for the efficient operation of the generating station where the Project is 
located have occurred, which, in the judgment of the Company, render the continued 
operation of such generating station or any generating unit at such station uneconomical; 
or changes in circumstances after the issuance of the Bonds, including but not limited to 
changes in solid waste abatement, control and disposal requirements, have occurred such 
that the Company determines that use of the Project is no longer required or desirable; 

(v) the Loan Agreement has become void or unenforceable or impossible of 
performance by reason of any changes in the Constitution of the Commonwealth of 
Kentucky or the Constitution of the United States of America or by reason of legislative 
or administrative action (whether state or federal) or any final decree, judgment or order 
of any cOUl1 or administrative body, whether state or federal; or 

(vi) a final order or decree of any cOUl1 or administrative body after the 
issuance of the Bonds requires the Company to cease a substantial pat1 of its operation at 
the generating station where the Project is located to such extent that the Company will 
be prevented from carrying on its normal operations at such generating station for a 
period of six months. 
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Extraordinar)! Optional Redemption in Whole or in Part. The Bonds are also subject to 
redemption in whole or in part at 100% of the principal amount thereof plus accrued interest to 
the redemption date at the option of the Company in an amount not to exceed the net proceeds 
received from insurance or any condemnation award received by the Issuer or the Company in 
the event of damage, destruction or condemnation of all or a portion of the Project, subject to 
receipt of an opinion of Bond Counsel that such redemption will not adversely affect the 
exclusion of interest on any of the Bonds fi'om gross income for federal income tax purposes, 
and such net proceeds must be applied to reimburse the Credit Facility Issuer for drawings under 
the Credit Facility to redeem the Bonds. See "Summary of the Loan Agreement -
Maintenance; Damage, Destruction and Condemnation." Such redemption may occur at any 
time, provided that if such event occurs while the Interest Rate Mode for the Bonds is the 
Flexible Rate or Semi-Annual Rate, such redemption must occur on a date on which the Bonds 
are otherwise subject to optional redemption as described above. 

Mandator)! Redemption: Determination or Taxability. The Bonds are required to be 
redeemed by the Issuer, in whole, or in such part as described below, at a redemption price equal 
to 100% of the principal amount thereof, without redemption premium, plus accrued interest, if 
any, to the redemption date, within 180 days following a "Determination ofTaxability." As used 
herein, a "Determination of Taxability" means the receipt by the Trustee of written notice from a 
current or former registered owner of a Bond or from the Company or the Issuer of (i) the 
issuance of a published or private ruling or a technical advice memorandum by the Internal 
Revenue Service in which the Company participated or has been given the opportunity to 
participate, and which ruling or memorandum the Company, in its discretion, does not contest or 
from which no further right of administrative or judicial review or appeal exists, or (ii) a final 
determination from which no further right of appeal exists of any court of competent jurisdiction 
in the United States in a proceeding in which the Company has participated or has been a party, 
or has been given the opportunity to participate or be a party, in each case, to the effect that as a 
result of a failure by the Company to perform or observe any covenant or agreement or the 
inaccuracy of any representation contained in the Loan Agreement or any other agreement or 
celiificate del ivered in connection with the Bonds, the interest on the Bonds is included in the 
gross income of the owners thereof for federal income tax purposes, other than with respect to a 
person who is a "substantial user" or a "related person" of a substantial user of the Project within 
the meaning of the Section 147 of Internal Revenue Code of 1986, as amended (the "Code"); 
provided, however, that no such Determination of Taxability shall be considered to exist as a 
result of the Trustee receiving notice from a current or former registered owner of a Bond or 
fi'Om the Issuer unless (i) the Issuer or the registered owner or fonner registered owner of the 
Bond involved in such proceeding or action (A) gives the Company and the Trustee prompt 
notice of the commencement thereof, and (B) (if the Company agrees to pay all expenses in 
connection therewith) offers the Company the 0PPOliunity to control unconditionally the defense 
thereof, and (ii) either (A) the Company does not agree within 30 days of receipt of such offer to 
pay such expenses and liabilities and to control such defense, or (B) the Company shall exhaust 
or choose not to exhaust all available proceedings for the contest, review, appeal or rehearing of 
such decree, judgment or action which the Company determines to be appropriate. No 
Determination of Taxability described above will result from the inclusion of interest on any 
Bond in the computation of minimum or indirect taxes. All of the Bonds are required to be 
redeemed upon a Determination of Taxability as described above unless, in the opinion of Bond 
Counsel, redemption of a portion of such Bonds would have the result that interest payable on 
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the remaining Bonds outstanding after the redemption would not be so included in any such 
gross income. 

In the event any of the Issuer, the Company or the Trustee has been put on notice or 
becomes aware of the existence or pendency of any inquiry, audit or other proceedings relating 
to the Bonds being conducted by the Internal Revenue Service, the party so put on notice is 
required to give immediate written notice to the other pat1ies of such matters. Promptly upon 
learning of the occurrence of a Determination of Taxability (whether or not the same is being 
contested), or any of the events described above, the Company is required to give notice thereof 
to the Trustee and the Issuer. 

If the Internal Revenue Service or a court of competent jlll'isdiction determines that the 
interest paid or to be paid on any Bond (except to a "substantial user" of the Project or a "related 
person" within the meaning of Section 147(a) of the Code) is or was includable in the gross 
income of the recipient for federal income tax purposes for reasons other than as a result of a 
failure by the Company to perform 01' observe any of its covenants, agreements or 
representations in the Loan Agreement or any other agreement or certificate delivered in 
connection therewith, the Bonds are not subject to redemption. In such circumstances, 
Bondholders would continue to hold theil' Bonds, receiving principal and interest at the 
applicable rate as and when due, but would be required to include such interest payments in 
gross income for federal income tax purposes. Also, if the lien of the Indentlll'e is discharged or 
defeased prior to the occurrence of a final Determination of Taxability, Bonds will not be 
redeemed as described herein. 

General Redemption Terms. So long as a Credit Facility is in effect in respect of the 
Bonds, the redemption price (including accrued interest) will be paid fi'om drawings under such 
Credit Facility or from moneys which otherwise constitute Available Moneys under the 
Indentlll'e. Notice of redemption will be given by mailing a redemption notice conforming to the 
provisions and requirements of the Indentlll'e by first class mail to the registered owners of the 
Bonds to be redeemed not less than 30 days (15 days if the Interest Rate Mode for the Bonds is 
the Flexible Rate, Daily Rate, Weekly Rate or, with respect to the 2006 Series B Bonds, the 
Dutch Auction Rate) but not more than 45 days prior to the redemption date. 

Any notice mailed as provided in the Indentlll'e will be conclusively presumed to have 
been given, irrespective of whether the owner receives the notice. Faillll'e to give any such 
notice by mailing or any defect therein in respect of any Bond will not affect the validity of any 
proceedings for the I'edemption of any other Bond. No further interest will accrue on the 
principal of any Bond called for redemption after the redemption date if funds sufficient for such 
redemption have been deposited with the Paying Agent as of the redemption date. If the 
provisions for discharging the Indenture set fOl1h below under the caption, "Summary of the 
Indenture - Discharge of Indenture" have not been complied with, any redemption notice will 
state that it is conditional on there being sufficient moneys to pay the full redemption price for 
the Bonds to be redeemed. So long as the Bonds are held in book-entry-only form, all 
redemption notices will be sent only to Cede & Co. 
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Portions of the following information concerning DTC and DTC's book entlY only system 
have been obtained ji-om DTe. The Issuer, the Company and the Remarketing Agent make no 
representation as to the accuracy of such irif'ormation. 

Initially, DTC will act as securities depository for the Bonds and the Bonds initially will 
be issued solely in book-entry-only form to be held under DTC's book-entry-only system, 
registered in the name of Cede & Co. (DTC's partnership nominee). One fully registered bond 
in the aggregate principal amount of the Bonds will be deposited with DTC. 

DTC, the world's largest depository, is a limited-purpose trust company organized under 
the New York Banking Law, a "banking organization" within the meaning of the New York 
Banking Law, a member of the Federal Reserve System, a "clearing corporation" within the 
meaning of the New York Uniform Commercial Code, and a "clearing agency" registered 
pursuant to the provisions of Section [7A of the Securities Exchange Act of 1934 (the 
"Exchange Act"). DTC holds and provides asset servicing for over 2.2 million issues of U.S. 
and non-U.S. equity, corporate and municipal debt issues, and money market instruments fi'om 
over 100 countries that DTC's participants ("Direct Participants") deposit with DTC. DTC also 
facilitates the post-trade settlement among Direct Participants of sales and other securities 
transactions in deposited securities, through electronic computerized book-entry transfers and 
pledges between Direct Pmticipants' accounts. This eliminates the need for physical movement 
of securities certificates. Direct Participants include both U.S. and non-U.s. securities brokers 
and dealers, banks, trust companies, clearing corporations, and certain other organizations. DTC 
is a wholly-owned subsidiary of The Depository Trust & Clearing Corporation ("DTCC"). 
DTCC, in turn, is owned by a number of Direct Participants of DTC and Members of the 
National Securities Clearing Corporation, Fixed Income Clearing Corporation, and Emerging 
Markets Clearing Corporation (NSCC, FICC and EMCC, also subsidiaries ofDTCC), as well as 
by the New York Stock Exchange, Inc., the American Stock Exchange LLC and the National 
Association of Securities Dealers, Inc. Access to the DTC system is also available to others such 
as both U.S. and non-U.S. securities brokers and dealers, banks, trust companies, and clearing 
corporations that clear through or maintain a custodial relationship with a Direct Participant, 
either directly or indirectly ("Indirect Participants" and, together with "Direct Participants," 
"Pmticipants"). DTC has Standard & Poor's highest rating: AAA. The DTC Ru[es applicable 
to its Participants are on file with the SEC. More information about DTC can be found at 
www.dtcc.com and www.dtc.org. 

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

To facilitate subsequent transfers, all Bonds deposited by Direct Participants with DTC 
are registered in the name of DTC's partnership nominee, Cede & Co. 01' such other name as 
may be requested by an authorized representative of DTC. The deposit of Bonds with DTC and 
their registration in the name of Cede & Co. 01' such other nominee do not effect any change in 
beneficial ownership. DTC has no knowledge of the actual Beneficial Owners of the Bonds; 
DTC's records reflect only the identity ofthe Direct Participants to whose accounts such Bonds 
are credited, which mayor may not be the Beneficial Owners. The Direct and Indirect 
Participants will remain responsible for keeping account of their holdings on behalf of their 
customers. 

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

Redemption notices shall be sent to DTC. If less than all of the Bonds are being 
redeemed, DTC's practice is to determine by lot the amount of the interest of each Direct 
Participant to be redeemed. 

Neither DTC nor Cede & Co. (nor such other DTC nominee) will consent 01' vote with 
respect to the Bonds unless authorized by a Direct Participant in accordance with DTC's 
Procedures. Under its usual procedures, DTC mails an Omnibus Proxy to the Issuer as soon as 
possible after the record date. The Omnibus Proxy assigns Cede & Co.'s consenting 01' voting 
rights to those Direct Participants to whose accounts the Bonds are credited on the record date 
(identified in a listing attached to the Omnibus Proxy). 

Principal and interest payments on the Bonds will be made to Cede & Co. or such other 
nominee as may be requested by an authorized representative of DTC. DTC's practice is to 
credit Direct Participants' accounts, upon DTC's receipt of fimds and corresponding detail 
information from the Issuer or the Trustee on the payable date in accordance with their 
respective holdings shown on DTC's records. Payments by Participants to Beneficial Owners 
will be gove1'1led by standing instructions and customary practices, as is the case with securities 
held for the accounts of customers in bearer form or registered in "street name," and will be the 
responsibility of such Participant and not of DTC nor its nominee, the Trustee, the Company or 
the Issuer, subject to any statutory or regulatory requirements as may be in effect from time to 
time. Payment of principal and interest to Cede & Co. (or such other nominee as may be 
requested by an authorized representative of DTC) is the responsibility of the Issuer or the 
Trustee, disbursement of such payments to Direct Participants will be the responsibility of DTC, 
and disbursement of such payments to the Beneficial Owners will be the responsibility of Direct 
and Indirect Participants. 
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A Beneficial Owner shall give notice to elect to have its Bonds purchased or tendered, 
through its Participant, to the Tender Agent, and shall effect delivery of such Bonds by causing 
the Direct Participant to transfer the Pat1icipant's interest in the Bonds, on DTC's records, to the 
Tender Agent. The requirement for physical delivery of Bonds in connection with a demand for 
purchase or a mandatory purchase wiII be deemed satisfied when the ownership rights in the 
Bonds are transferred by Direct Participants on DTC's records and followed by a book-entry 
credit of tendered Bonds to the Tender Agent's DTC account. 

DTC may discontinue providing its services as securities depository with respect to the 
Bonds at any time by giving reasonable notice to the Issuer, the Company, the Tender Agent and 
the Trustee, or the Issuer, at the request of the Company, may remove DTC as the securities 
depository for the Bonds. Under such circumstances, in the event that a successor securities 
depository is not obtained, bond cel1ificates are required to be delivered as described in the 
Indenture (see "- Revision of Book Entry Only System; Replacement Bonds" below). The 
Beneficial Owner, upon registration of certificates held in the Beneficial Owner's name, wiII 
become the registered owner of the Bonds. 

So long as Cede & Co. is the registered owner of the Bonds, as nominee of DTC, 
references herein to the registered owners ofthe Bonds wiII mean Cede & Co. and wiII not mean 
the Beneficial Owners. Under the Indenture, payments made by the Trustee to DTC or its 
nominee wiII satisfy the Issuer's obligations under the Indenture, the Company's obligations 
under the Loan Agreement, to the extent of the payments so made. Beneficial Owners will not 
be, and will not be considered by the Issuer or the Trustee to be, and wiII not have any rights as, 
owners of Bonds under the Indenture. 

The Tl'lIstee and the Issuer, so long as a book entry only system is used for the Bonds, 
will send any notice of redemption or of proposed document amendments requiring consent of 
registered owners and any other notices required by the document (including notices of 
Conversion and mandatory purchase) to be sent to registered owners only to DTC (or any 
successor securities depository) or its nominee. Any failure of DTC to advise any Direct 
Participant, or of any Direct Participant or Indirect Participant to notify the Beneficial Owner, of 
any such notice and its content or effect will not affect the validity of the redemption of the 
Bonds called for redemption, the document amendment, the Conversion, the mandatory purchase 
or any other action premised on that notice. 

The Issuer, the Company, the Trustee and the Remarketing Agent cannot and do not give 
any assurances that DTC will distribute payments on the Bonds made to DTC or its nominee as 
the registered owner or any redemption or other notices, to the Participants, or that the 
Participants or others will distribute such payments or notices to the Beneficial Owners, or that 
they will do so on a timely basis, or that DTC will serve and act in the manner described in this 
Reoffering Circular. 
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THE ISSUER, THE COMPANY, THE REMARKETING AGENT AND THE 
TRUSTEE WILL HAVE NO RESPONSIBILITY OR OBLIGATION TO ANY DIRECT 
PARTICIPANT, INDIRECT PARTICIPANT OR ANY BENEFICIAL OWNER OR ANY 
OTHER PERSON NOT SHOWN ON THE REGISTRATION BOOKS OF THE TRUSTEE AS 
BEING A REGISTERED OWNER WITH RESPECT TO: (1) THE ACCURACY OF ANY 
RECORDS MAINTAINED BY DTC OR ANY DIRECT PARTICIPANT OR INDIRECT 
PARTICIPANT; (2) THE PAYMENT OF ANY AMOUNT DUE BY DTC TO ANY DIRECT 
PARTICIPANT OR BY ANY DIRECT PARTICIPANT OR INDIRECT PARTICIPANT TO 
ANY BENEFICIAL OWNER IN RESPECT OF THE PRINCIPAL AMOUNT OR 
REDEMPTION OR PURCHASE PRICE OF OR INTEREST ON THE BONDS; (3) THE 
DELIVERY OF ANY NOTICE BY DTC TO ANY DIRECT PARTICIPANT OR BY ANY 
DIRECT PARTICIPANT OR INDIRECT PARTICIPANT TO ANY BENEFICIAL OWNER 
WHICH IS REQUIRED OR PERMITTED TO BE GIVEN TO REGISTERED OWNERS 
UNDER THE TERMS OF THE INDENTURE; (4) THE SELECTION OF THE BENEFICIAL 
OWNERS TO RECEIVE PAYMENT IN THE EVENT OF ANY PARTIAL REDEMPTION 
OF THE BONDS; OR (5) ANY CONSENT GIVEN OR OTHER ACTION TAKEN BY DTC 
AS REGISTERED OWNER. 

Revision of Book-Entrv-Onlv System: Revlacement Bonds. In the event that DTC 
determines not to continue as securities depository or is removed by the Issuer, at the direction of 
the Company, as securities depository, the Issuer, at the direction of the Company, may appoint a 
successor securities depository reasonably acceptable to the Trustee. If the Issuer does not or is 
unable to appoint a successor securities depository, the Issuer will issue and the Trustee will 
authenticate and deliver fully registered Bonds, in authorized denominations, to the assignees of 
DTC or their nominees. 

In the event that the book-entry-only system is discontinued, the following provisions 
will apply. The Bonds may be issued in denominations of $5,000 and mUltiples thereof, if the 
Interest Rate Mode is the Semi-Annual Rate, the Annual Rate or the Long Term Rate; in 
denominations of $100,000 and multiples of $5,000 in excess thereof, if the Interest Rate Mode 
is the Flexible Rate; in denominations of $100,000 and multiples thereof, if the Interest Rate 
Mode is the Daily Rate or the Weekly Rate; and with respect to 2006 Series B Bonds, in 
denominations of $25,000 and multiples thereof; provided, that, (i) if the Bonds bear interest at 
the Daily Rate or the Weekly Rate, one Bond may be in the denomination of, or include an 
additional, $47,405 and (ii) if the Bonds bear interest at the Semi-Annual Rate, the Annual Rate, 
the Long Term Rate or the Flexible Rate, one Bond may be in the denomination of, or include an 
additional $2,405. Bonds may be transferred or exchanged for an equal total amount of Bonds of 
other authorized denominations upon surrender of such Bonds at the principal office of the Bond 
Registrar, accompanied by a written instrument oftransfer or authorization for exchange in form 
and with guaranty of signature satisfactory to the Bond Registrar, duly executed by the registered 
owner or the owner's duly authorized attorney. Except as provided in the Indenture, the Bond 
Registrar will not be required to register the transfer or exchange of any Bond during the fifteen 
days before any mailing of a notice of redemption, after such Bond has been called for 
redemption in whole or in pat1, or after such Bond has been tendered or deemed tendered for 
optional or mandatory purchase as described under "Purchases of Bonds on Demand of Owner" 
and "Mandatory Purchases of Bonds." Registration of transfers and exchanges will be made 
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without charge to the owners of Bonds, except that the Bond Registrar may require any owner 
requesting registration of transfer or exchange to pay any required tax or governmental charge. 

Security; Limitation 011 Liens 

Payment of the principal of and interest and any premium on the Bonds are secured by an 
assignment by the Issuer to the Trustee of the Issuer's interest in and to the Loan Agreement and 
all payments to be made pursuant thereto (other than certain indemnification and expense 
payments and notification rights). Pursuant to the Loan Agreement, the Company has agreed to 
pay, among other things, amounts sufficient to pay the aggregate principal amount of and 
premium, if any, on the Bonds, together with interest thereon as and when the same become due. 
The Company further will agree to make payments of the purchase price of the Bonds tendered 
for purchase to the extent that funds are not otherwise available therefor under the provisions of 
the Indenture. 

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

In the Loan Agreement, the Company has covenanted that it will not issue, assume or 
guarantee any debt for borrowed money secured by any mortgage, security interest, pledge, or 
lien ("mortgage") on any of the Company's operating prope11y (as defined below), whether the 
Company owns it at the date hereof or acquires it later, and will not permit to exist any debt for 
borrowed money secured by a m0l1gage on any such property unless the Company similarly 
secures its obligations under the Loan Agreement to make payments to the Trustee in sufficient 
amounts to pay the principal of, premium, if any, and interest required to be paid on the Bonds. 
This restriction will not apply to: 

• mortgages on any property existing at the time the Company acquires the property 
or at the time the Company acquires the corporation owning the prope11y; 

• purchase money mortgages; 

• specified governmental mortgages; or 

• any extension, renewal or replacement (or successive extensions, renewals or 
replacements) of any mortgage referred to in the three clauses listed above, so 
long as the principal amount of indebtedness secured under this clause and not 
otherwise authorized by the clauses listed above does not exceed the principal 
amount of indebtedness secured at the time of the extension, renewal or 
replacement. 

In addition, the Company can also issue secured debt so long as the amount of the 
secured debt does not exceed the greater of 10% of net tangible assets or 10% of capitalization. 

The Company will not, so long as any of the Bonds are outstanding, issue, assume, 
guarantee or permit to exist any debt of the Company secured by a m0l1gage, the creditor of 
which controls, is controlled by or is under common control with, the Company. 
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For purposes of this limitation on liens, "operating property" means (i) any interest in real 
property owned by the Company and (ii) any asset owned by the Company that is depreciable in 
accordance with generally accepted accounting principles. 

The Letter of Credit 

The following sllmmarizes certain provisions of the Letter of Credit and the 
Reimbursement Agreement, to which reference is made for the detailed provisions thereof 
Unless otherwise defined in this Reoffiring Circular, capitalized terms in the following summw)' 
are lIsed as defined in the Letter of Credit and the Reimbursement Agreement. The Company is 
permitted under the Indenture to deliver an Alternate Credit Facility to replace the related Letter 
of Credit. Any sllch Alternate Credit Facility must meet certain requirements described in the 
Indenture. 

The Letter of C"edit 

The Letter of Credit will be an irrevocable transferable direct pay letter of credit issued 
by the Bank in order to provide additional security for the payment of principal of, purchase 
price of, interest on and premium, if applicable, on any date when payments under the Bonds are 
due, including principal and interest payments and payments upon tender, redemption, 
acceleration or maturity of the Bonds. The Letter of C.·edit will provide for direct payments to or 
upon the order of the Trustee as set forth in the Letter of Credit in amounts sufficient to pay to or 
upon the order of the Trustee, upon request and in accordance with the terms thereof. 

The Letter of Credit will be issued in an amount equal to the aggregate principal amount 
of the outstanding Bonds, plus an amount that represents interest accrued thereon at an assumed 
rate of 15% per annum for 45 days (the "Credit Amount"). The Trustee, upon compliance with 
the terms of the Letter of Credit, is authorized to draw up to (a) an amount sufficient (i) to pay 
principal of the Bonds, when due, whether at maturity or upon redemption or acceleration, and 
(ii) to pay the portion of the purchase price of the Bonds delivered for purchase pursuant to a 
demand for purchase by the owner thereof or a mandatory tender for purchase and not 
remarketed (a "Liquidity Drawing") equal to the principal amount of the Bonds, plus (b) an 
amount not to exceed 45 days of accrued interest on such Bonds at an assumed rate of 15% per 
annum (i) to pay interest on the Bonds, when due, and (ii) to pay the portion of the purchase 
price of the Bonds, delivered for purchase pursuant to a demand for purchase by the owner 
thereof or a mandatory tender for purchase and not remarketed, equal to the interest accrued, if 
any, on the Bonds. 

The amount available under the Letter of Credit will be automatically reduced by the 
amount of any drawing thereunder, subject to reinstatement as described below. With respect to 
a drawing by the Trustee solely to pay interest on the Bonds on an Interest Payment Date, the 
amount available under the Letter of Credit will be automatically reinstated in the amount of 
such drawing effective on the earlier of (i) receipt by the Bank fi'om the Company of 
reimbursement of any drawing solely to pay interest in full or (ii) at the opening of business on 
the eleventh calendar day after the date the Bank honors such drawing, unless the Trustee has 
received \vritten notice from the Bank by the tenth calendar day after the date the Bank honors 
stIch drawing the Bank is not so reinstating the available amount due to the Company's failure to 
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reimburse the Bank for such drawing in full, or that an event of default has occurred and is 
continuing under the Reimblll'sement Agreement and, in either case, directing, an acceleration of 
the Bonds pursuant to the Indenture. With respect to a Liquidity Drawing under the Letter of 
Credit, the amount available under the Letter of Credit will be automatically reduced by the 
principal amount of the Bonds purchased with the proceeds of such drawing plus the amount of 
accrued interest on such Bonds. In the event of the remarketing of the Bonds purchased with the 
proceeds of a Liquidity Drawing, the amount available under the Letter of Credit will be 
automatically reinstated upon receipt by the Bank or the Trustee on the Bank's behalf of an 
amount equal to such principal amount plus accrued interest. 

The Letter of Credit will terminate on the earliest to occur of: 

(a) the Bank's close of business on December 18, 2009 (such date, as 
extended from time to time in accordance with the Letter of Credit is defined as the 
"Stated Expiration Date"); 

(b) the Bank's close of business on the date which is five Business Days 
following the date of receipt by the Bank of a certificate from the Trustee celiifying that 
(a) no Bonds remain Outstanding within the meaning of the Indenture, (b) all drawings 
required to be made under the Indenture and available under the Letter of Credit have 
been made and honored, (c) an Alternate Credit Facility has been delivered to the Trustee 
in accordance with the Indenture to replace the Letter of Credit 01' (d) all of the 
outstanding Bonds were converted to Bonds bearing interest at a rate other than the Daily 
Rate 01' the Weekly Rate; 

(c) the Bank's close of business on the date of receipt by the Bank of a 
certificate from the Trustee confirming that the Trustee is required to terminate the Letter 
of Credit in accordance with the terms ofthe Indenture; or 

(d) 
celiificate. 

the date on which the Bank receives and honors an acceleration drawing 

The Reimbursement Agreement 

Pursuant to the Reimblll'sement Agreement, the Company is obligated to reimburse the 
Bank for all amounts drawn under the Letter of Credit, and to pay interest on all such amounts. 
The Company has also agreed to pay the Bank a periodic fee for issuing and maintaining the 
Letter of Credit. 

The Reimbursement Agreement imposes various covenants and agreements, including 
various financial and operating covenants, on the Company. Such covenants include, but are not 
limited to, covenants relating to (i) inspection of the books and financial records of the 
Company; (ii) creation of liens; (iii) liquidations, mergers, consolidations or sales of all or 
substantially all of the Company's assets; and (iv) disposition of assets. Any such covenants 
may be amended, waived or modified at any time by the Bank and without the consent of the 
Trustee or the holders of the Bonds. Under celiain circumstances, the failure of the Company to 
comply with such covenants may result in a mandatory tender 01' acceleration of the Bonds. 
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The following events will constitute an "event of default" under the Reimbursement 
Agreement: 

(a) nonpayment of certain fees and other amounts required to be paid 01' 

reimbursed by the Company under the Reimbursement Agreement to the Bank within 
five days after the same was required to be paid; 

(b) any representation or warranty made or deemed made by 01' on behalf of 
the Company or any of its Significant Subsidiaries to the Bank under or in connection 
with the Reimbursement Agreement or any other Transaction Document, any advance or 
any certificate or information delivered pursuant to or in connection with the 
Reimbursement Agreement or any other Transaction Document, was false or misleading 
in any material respect as ofthe time it was made 01' furnished; 

(c) an "event of default" (not due to the Bank's failure to properly honor a 
drawing on the Letter of Credit) occurred under the Indenture or any of the other 
Transaction Documents and any applicable grace period has expired; 

(d) the breach by the Company 01' any of its Significant Subsidiaries of any of 
the terms or provisions of certain covenants contained in the Reimbursement Agreement 
including, but not limited to, covenants relating to the provision of notice to the Bank 
regarding an "event of default" or "default" under the Reimbursement Agreement, the 
corporate existence and license or qualification and good standing of the Company in 
jurisdictions in which it owns or leases property, the creation of liens, the liquidation, 
merger, consolidation or sale of all or substantially all of the assets of the Company and 
the disposition of assets; 

(e) the breach by the Company or any of its Significant Subsidiaries (other 
than a breach which constitutes a "default" described above) of any of the terms 01' 

provisions of the Reimbursement Agreement or any Security Document that is not 
remedied within thirty (30) days after an executive officer of the Company has actual 
knowledge of such default or written notice of such default has been given to the 
Company by the Bank; 

(1) the Bonds cease to be valid for any reason; 

(g) a default or event of default has occurred at any time under the terms of 
any other agreement involving borrowed money or the extension of credit or any other 
Indebtedness under which the Company or any of its Significant Subsidiaries may be 
obligated for the payment of $50,000,000 or more in the aggregate, and such breach, 
default or event of default continues beyond any period of grace permitted with respect 
thereto and as a result thereof such Indebtedness is accelerated, becomes due or is 
otherwise required to be repurchased or redeemed prior to the scheduled date of maturity 
thereof; 

(h) a proceeding has been instituted in a cOUlt having jurisdiction in the 
premises seeking a decree or order for relief in respect ofthe Company or any Significant 
Subsidiary in an involuntary case under any applicable bankruptcy, insolvency, 
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reorganization or other similar law now or hereafter in effect, or for the appointment of a 
receiver, liquidator, assignee, custodian, tl1lstee, sequestrator, conservator (or similal' 
official) of the Company or any Significant Subsidiary for any substantial part of its 
property, or for the winding-up or liquidation of its affairs, and such proceeding shall 
remain undismissed or unstayed and in effect for a period of sixty (60) consecutive days; 
such court shall enter a decree or order granting any of the relief sought in such 
proceeding; or the Company or any Significant Subsidiary shall consent, approve or 
otherwise acquiesce in any ofthe actions sought in such proceeding; 

(i) the Company or any Significant Subsidiaty shall commence a voluntary 
case under any applicable bankl1lptcy, insolvency, reorganization or other similar law 
now or hereafter in effect, shall consent to the entry of an order for relief in an 
involuntary case under any such law, or shall consent to the appointment or taking 
possession by a receiver, liquidator, assignee, custodian, trustee, sequestrator, conservator 
(or other similar official) of itself or for any substantial part of its property or shall make 
a general assignment for the benefit of creditors, or shall fail generally to pay its debts as 
they become due, or shall take any action in furtherance of any of the foregoing; 

G) without the application, approval or consent of the Company or any of its 
Significant Subsidiaries, a receiver, trustee, examiner, liquidator or similar official shall 
be appointed for the Company or any of its Significant Subsidiaries, or for any substantial 
portion of its Property, or a proceeding described in paragraph (h) above has been 
instituted against the Company or any of its Significant Subsidiaries, and such 
appointment continues undischarged or such proceeding continues undismissed or 
unstayed for a period of 60 consecutive days; 

(k) any of the following occurs: (i) any Reportable Event which constitutes 
grounds under Section 4042 of ERISA for the termination of any Plan by the PBGC or 
the appointment of a trustee to administer or liquidate any Plan, shall have occurred and 
be continuing; (ii) a notice of intent to terminate any Plan shall have been filed with the 
PBGC under Section 4041 of ERISA; (iii) the PBGC shall give notice under Section 
4042 of ERISA of its intent to institute proceedings to terminate any Plan or Plans or to 
appoint a trustee to administer or liquidate any Plan; (iv) the Company or any member of 
the ERISA Group shall fail to make any contributions when due to a Plan or a 
Multiemployer Plan; (v) the Company or any member of the ERISA Group shall make 
any amendment to a Plan with respect to which security is required under Section 307 of 
ERISA; (vi) the Company or any member of the ERISA Group shall withdraw 
completely or pattially from a Multiemployer Plan pursuant to Subtitle E of Title IV of 
ERISA; or (vii) the Company or any member of the ERISA Group shall withdraw within 
the meaning of Section 4063 of ERISA (or shall be deemed under Section 4062(e) of 
ERISA to withdraw) from a Multiple Employer Plan; and, with respect to any of such 
events specified in clause (i), (ii), (iii), (iv), (v), (vi) or (vii), such occurrence would be 
reasonably likely to result in a Material Adverse Effect; 

(I) any final judgment(s) or order(s) for the payment of money shall be 
entered against the Company or any of its Significant Subsidiaries by a court having 
jurisdiction in the premises which judgment is not discharged, vacated, bonded or stayed 
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pending appeal within a period of thirty (30) days from the date of entry if the aggregate 
uninsured amount of all such judgments and orders exceeds $50,000,000; 

(m) the Company or any of its Significant Subsidiaries ceases to conduct 
business (other than as permitted hereunder) or the Company is enjoined, restrained or in 
any way prevented by court order fi'om conducting all or any material part of its business 
and such injunction, restraint or other preventive order is not dismissed within thirty (30) 
days after the entry thereof; or 

(n) E.ON AG fails to own, directly or indirectly, at least seventy-five percent 
(75%) of the outstanding Voting Capital ofthe Company. 

For purposes of the foregoing: 

"Bond Documents" means the Indenture, the Custody Agreement, the Loan Agreement, 
the Bonds and the Remarketing Agreement. 

"Material Adverse Effect" means (i) a material adverse change in the business, property, 
condition (financial or otherwise), operations or results of operations of the Company and its 
subsidiaries taken as a whole, (ii) a material adverse change in the ability of the Company to 
perform its obligation under the Transaction Documents or (iii) a material adverse change in the 
validity or enforceability of any of the Transaction Documents or the rights or remedies of the 
Bank thereunder. 

"Security Documents" means the Custody, Pledge and Security Agreement dated as of 
December 19, 2008 among the Trustee, the Company and the Bank with respect to any Bond 
purchased during the period from and including the date of its purchase with proceeds of a 
Liquidity Drawing to but excluding the date on which such Bond is purchased by any person as a 
result of a remarketing of such Bond pursuant to the Remarketing Agreement and the Indenture. 

"Transaction Documents" means, collectively, the Reimbursement Agreement, Bond 
Documents, the Security Documents and all other operative documents relating to the issuance, 
sale and securing of the Bonds (including without limitation any document(s) or instnnnent(s) 
through which the Bonds are now or hereafter collateralized, such as mortgages, security 
agreements, etc.). 
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Summary of the Loan Agreement 

The following, in addition to the provisions contained elsewhere in this ReojJering 
Circular, is a brief description of certain provisions of the Loan Agreement. This description is 
only a summary and does not pUiport to be complete and definitive. Reftrence is made to the 
Loan Agreement for the detailed provisions thereof 

General 

The Loan Agreement initially commenced as of its initial date, and, with respect to the 
2006 Series A Bonds, is amended and restated as of September I, 2008, and will end on the 
earliest to OCCllt' of October 1, 2034, with respect to the 2006 Series B Bonds, or February I, 
2032, with respect to the 2008 Series A Bonds, or the date on which all of the Bonds have been 
fully paid or provision has been made for such payment pursuant to the Indenture. See 
"Summary of the Indenture - Discharge ofIndenture." 

The Company has agreed to repay the loan pllt'suant to the Loan Agreement by making 
timely payments to the Trustee in sufficient amounts to pay the principal of, premium, if any, 
and interest required to be paid on the Bonds on each date upon which any such payments are 
due. The Company has also agreed to pay (a) the agreed upon fees and expenses of the Trustee, 
the Bond Registrar, the Tender Agent and the Paying Agent and all other amounts which may be 
payable to the Trustee, the Bond Registrar, the Paying Agent, the Auction Agent with respect to 
the 2006 Series B Bonds, and the Tender Agent, as may be applicable, under the Indenture, (b) 
the expenses in connection with any redemption of the Bonds and (c) the reasonable expenses of 
the Issuer. 

The Company covenants and agrees with the Issuer that it will cause the pllt'chase of 
tendered Bonds that are not remarketed in accordance with the Indentllt'e and, to that end, the 
Company will cause funds to be made available to the Tender Agent at the times and in the 
manner required to effect such purchases in accordance with the Indentllt'e; provided, however, 
that the obligation of the Company to make any such payment will be reduced by the amount of 
(A) moneys paid by the Remarketing Agent as proceeds of the remarketing of such Bonds; 
(B) moneys drawn under a Credit Facility, if any, for the purpose of paying such purchase price 
and (C) other moneys made available by the Company (see "Summary of the Bonds -
Remarketing and Purchase of Bonds"). 

All payments to be made by the Company to the Issuer pursuant to the Loan Agreement 
(except the fees and reasonable out-of-pocket expenses of the Issuer, the Trustee, the Paying 
Agent, the Bond Registrar, the Auction Agent with respect to the 2006 Series B Bonds and the 
Tender Agent, and amounts related to indemnification) have been assigned by the Issuer to the 
Trustee, and the Company will pay such amounts directly to the Trustee. The obligations of the 
Company to make the payments pursuant to the Loan Agreement are absolute and unconditional. 
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The Company and the Issuer have agreed not to take any action that would result in the 
interest paid on the Bonds being included in gross income of any Bondholder (other than a 
holder who is a "substantial user" of the Project or a "related person" within the meaning of 
Section 147(a) ofthe Code) for federal income tax purposes or that adversely affects the validity 
ofthe Bonds. 

Limitation on Liens 

The Company has agreed that, so long as any of the Bonds are outstanding, it will not 
create, assume or guarantee debt for borrowed money secured by any mortgage, except as 
described above under "Seclll'ity; Limitation on Liens." 

Payment of Taxes 

The Company has agreed to pay certain taxes and other governmental charges that may 
be lawfully assessed, levied or charged against or with respect to the Project (see, however, 
subparagraph (i) under "Summary of the Bonds - Redemptions - Extraordinary Optional 
Redemption in Whole"). The Company may contest such taxes or other governmental charges 
unless the security provided by the Indenture would be materially endangered. 

Maintenance; Damage, Destruction and Condemnation 

So long as any Bonds are outstanding, the Company will maintain the Project or cause 
the Project to be maintained in good working condition and will make or cause to be made all 
proper repairs, replacements and renewals necessary to continue to constitute the Project as solid 
waste disposal facilities under Section 142(a)(6) of the Code and the Act. However, the 
Company will have no obligation to maintain, repair, replace or renew any portion of the Project, 
the maintenance, repair, replacement 01' renewal of which becomes uneconomical to the 
Company because of certain events, including damage or destruction by a cause not within the 
Company's control, condemnation of the Project, change in government standards and 
regulations, economic or other obsolescence or termination of operation of generating facilities 
to the Project. 

The Company, at its own expense, may remodel the Project or make substitutions, 
modifications and improvements to the Project as it deems desirable, which remodeling, 
substitutions, modifications and improvements will be deemed, under the terms of the Loan 
Agreement to be a pati ofthe Project. The Company may not, however, change 01' alter the basic 
nature of the Project or cause it to lose its status under Section 142(a)(6) of the Code and the Act. 

If, prior to the payment of all Bonds outstanding, the Project or any portion thereof is 
destroyed, damaged or taken by the exercise of the power of eminent domain and the Issuer or 
the Company receives net proceeds fi'om insurance or a condemnation award in connection 
therewith, the Company must (i) cause such net proceeds to be used to repair or restore the 
Project or (ii) reimburse the Credit Facility Issuer for drawings under the Credit Facility for the 
redemption of the Bonds in whole or in part at their principal amount, which, by the opinion of 
Bond Counsel, will not adversely affect the exclusion of the interest on the Bonds from gross 
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income for federal income tax purposes. See "Summary of the Bonds - Redemptions -
Extraordinary Optional Redemption in Whole or in Part." 

Project Insurance 

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

Assignment, Merger and Release of Obligations of the Company 

The Company may assign the Loan Agreement, pursuant to an opinion of Bond Counsel 
that such assignment will not adversely affect the exclusion of the interest on the Bonds from 
gross income for federal income tax purposes, without obtaining the consent of either the Issuer 
or the Trustee. Such assignment, however, will not relieve the Company fi'om primary liability 
for any of its obligations under the Loan Agreement and performance and observance of the 
other covenants and agreements to be performed by the Company. The Company may dispose 
of all or substantially all of its assets or consolidate with or merge into another corporation, 
provided the acquirer of the Company's assets or the corporation with which it will consolidate 
with or merge into is a corporation or other business organization organized and existing under 
the laws of the United States of America or one of the states of the United States of America or 
the District of Columbia, is qualified and admitted to do business in the Commonwealth of 
Kentucky, assumes in writing all of the obligations and covenants of the Company under the 
Loan Agreement and delivers a copy of such assumption to the Issuer and Trustee. 

Release and Indemnification Covenant 

The Company will indemnilY and hold the Issuer harmless against any expense or 
liability incurred, including attorneys' fees, resulting from any loss or damage to property or any 
injury to or death of any person occurring on or about or resulting from any defect in the Project 
or from any action commenced in connection with the financing thereof. 

Events of Default 

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

(I) failure by the Company to pay the amounts required for payment of the 
principal of, including purchase price for tendered Bonds and redemption and 
acceleration prices, and interest accrued, on the Bonds, at the times specified therein 
taking into account any periods of grace provided in the Indenture and the Bonds for the 
applicable payment of interest on the Bonds (see "Summary ofthe Indenture - Defaults 
and Remedies"); 

(2) failure by the Company to observe and perform any covenant, condition or 
agreement, other than as referred to in paragraph (I) above, for a period of thirty days 
after written notice by the Issuer or Trustee, provided, however, that if such failure is 
capable of being corrected, but cannot be corrected in such 30-day period, it will not 
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constitute an Event of Default under the Loan Agreement if corrective action with respect 
thereto is instituted within such period and is being diligently pursued; 

(3) certain events of bankruptcy, dissolution, liquidation, reorganization or 
insolvency of the Company; or 

(4) the occurrence of an Event of Default under the Indenture. 

Under the Loan Agreement, certain of the Company's obligations (other than the 
Company's obligations, among others, (i) not to permit any action which would result in interest 
paid on the Bonds being included in gross income for federal and Kentucky income taxes; (ii) to 
maintain its corporate existence and good standing, and to neither dispose of all or substantially 
all of its assets or consolidate with or merge into another corporation unless celiain provisions of 
the Loan Agreement are satisfied; and (iii) to make loan payments and certain other payments 
under the provisions of the Loan Agreement) may be suspended ifby reason of force miijeure (as 
defined in the Loan Agreement) the Company is unable to carry out such obligations. 

Remedies 

Upon the happening of an Event of Default under the Loan Agreement, the Trustee, on 
behalf of the Issuer, may, among other things, take whatever action at law or in equity may 
appeal' necessary or desirable to collect the amounts then due and thereafter to become due, or to 
enforce performance and observance of any' obligation, agreement or covenant of the Company, 
under the Loan Agreement. 

Any amounts collected upon the happening of any such Event of Default must be applied 
in accordance with the Indenture or, if the Bonds have been fully paid (or provision for payment 
thereof has been made in accordance with the Indenture) and all other liabilities ofthe Company 
accrued under the Indenture and the Loan Agreement have been paid or satisfied, made available 
to the Company. 

Options to Prepay, Obligation to Prepay 

The Company may prepay the loan pursuant to the Loan Agreement, in whole or in part, 
on certain dates, at the prepayment prices as shown under the captions "Summary of the Bonds 
- Redemptions - Optional Redemption," "- Extraordinary Optional Redemption in Whole" 
and "- Extraordinary Optional Redemption in Whole or in Part." Upon the occurrence of the 
event described under the caption "Summary of the Bonds - Redemptions - Mandatory 
Redemption; Determination ofTaxability," the Company will be obligated to prepay the loan in 
an aggregate amount sufficient to redeem the required principal amount of the Bonds. 

In each instance, the loan prepayment price must be a sum sufficient, together with other 
11l11ds deposited with the Trustee and available for such purpose, to redeem the requisite amount 
of the Bonds at a price equal to the applicable redemption price plus accrued interest to the 
redemption date, and to pay all reasonable and necessary fees and expenses of the Trustee, the 
Paying Agent and, with respect to the 2008 Series A Bonds, the Bond Registrar and the Tender 
Agent and all other liabilities of the Company under the Loan Agreement accrued to the 
redemption date. 
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No amendment or modification ofthe Loan Agreement is permissible without the written 
consent of the Trustee. The Issuer and the Trustee may, however, without the consent of or 
notice to any Bondholders, enter into any amendment or modification of the Loan Agreement 
(i) which may be required by the provisions of the Loan Agreement or the Indenture, (ii) for the 
purpose of curing any ambiguity or formal defect or omission, (iii) in connection with any 
modification or change necessary to conform the Loan Agreement with changes and 
modifications in the Indenture or (iv) in connection with any other change which, in the 
judgment of the Trustee, does not adversely affect the Trustee or the Bondholders. Except for 
such amendments, the Loan Agreement may be amended or modified only with the consent of 
the Bondholders holding a majority in principal amount of the Bonds then outstanding (see 
"Summary of the Indenture - Supplemental Indentures" for an explanation of the procedures 
necessary for Bondholder consent); provided, however, that the approval of the Bondholders 
holding 100% in principal amount of the Bonds then outstanding is necessary to effectuate an 
amendment or modification with respect to the Loan Agreement ofthe type described in clauses 
(i) through (iv) of the first sentence of the second paragraph of "Summary of the Indenture -
Supplemental Indentures." Any amendments, changes or modification of the Loan Agreement 
that require the consent of the Bondholders must additionally be approved by the Credit Facility 
Issuer, if the Bonds are at the time secured by a Credit Facility. Additionally, so long as a Credit 
Facility is in place or while any amounts are outstanding under a Reimbursement Agreement, the 
Credit Facility Issuer must consent in writing to any amendment, change, or modification to the 
Agreement. 

Summary of the Indenture 

The following, in addition to the provisions contained elsewhere in this Reoffering 
Circulm; is a brief description of certain provisions of the indenture. This description is only a 
SllllllllmJ' and does not plllport to be complete and definitive. Reference is made to the indenture 
for the detailed provisions thereof 

Security 

Pursuant to the Indenture, the Issuer has assigned and pledged to the Trustee its interest in 
and to the Loan Agreement, including paymeuts and other amounts due the Issuer thereunder, 
together with all moneys, property and securities from time to time held by the Trustee under the 
Indenture (with certain exceptions, including moneys held in 01' earnings on the Rebate Fund and 
the Purchase Fund). The Bonds are not directly secured by the Project. 

No Pecuniary Liability of the Issuer 

No provision, covenant or agreement contained in the Indenture or in the Loan 
Agreement, nor any breach thereof, will constitute or give rise to any pecuniary liability of the 
Issuer or any charge upon any ofits assets or its general credit or taxing powers. The Issuer has 
not obligated itself by making the covenants, agreements or provisions contained in the Indenture 
or in the Loan Agreement, except with respect to the Project and the application of the amounts 
assigned to payment of the principal of, premium, if any, and interest on the Bonds. 
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The payments to be made by the Company pursuant to the Loan Agreement to the Issuer 
and certain other amounts specified in the Indenture will be deposited into a Bond Fund 
established pursuant to the Indenture (the "Bond Fund") and will be maintained in trust by the 
Trustee. Moneys in the Bond Fund will be used for the payment of the principal of, premium, if 
any, and interest on the Bonds, and for the redemption of Bonds prior to maturity in the 
following order of priority: (i) proceeds of the Credit Facility, if any, deposited into the Bond 
Fund in accordance with the Indenture and (ii) any other moneys provided by or on behalf of the 
Company. Any moneys held in the Bond Fund will be invested by the Trustee at the specific 
written direction of the Company in certain Governmental Obligations, investment-grade 
corporate obligations and other investments permitted under the Indenture. 

So long as a Credit Facility is in held by the Trustee and there is no default in the 
payment of principal or redemption price of or interest on the Bonds, any amounts in the Bond 
Fund provided by or on behalf of the Company will be paid to the Credit Facility Issuer to the 
extent of any amounts that the Company owes the Credit Facility Issuer pursuant to the 
Reimbursement Agreement. Any amounts remaining in the Bond Fund (first, from the proceeds 
of the Credit Facility, and second, from the moneys provided by or on behalf of the Company) 
after payment in full of the principal or redemption price of and interest on the Bonds (or 
provision for payment thereof) and payment of any outstanding fees and expenses of the Trustee 
(including its reasonable attorney fees and expenses) will be paid, first, to the Credit Facility 
Issuer, to the extent of any amounts that the Company owes the Credit Facility Issuer pursuant to 
the Reimbursement Agreement and, second, to the Company. Any amounts remaining in the 
Bond Fund (i) after all of the outstanding Bonds have been paid and discharged, (ii) after 
payment of all fees, charges and expenses to the Issuer, the Trustee, the Registrar and the Paying 
Agent and of all othel' amounts required to be paid under the Indenture and the Loan Agreement 
and (iii) after the receipt by the Trustee of the written request of the Company for such payment, 
will be paid to the Credit Facility Issuer, if any, to the extent of any amounts that the Company 
owes to such Credit Facility Issuer pursuant to the Reimbursement Agreement, and then to the 
Company to the extent that those moneys are in excess of the amounts necessary to effect the 
payment and discharge ofthe outstanding Bonds. 

The Rebate Fund 

A Rebate Fund has been created by the Indenture (the "Rebate Fund") and will be 
maintained as a separate fund fi'ee and clear of the lien of the Indenture. The Issuer, the Trustee 
and the Company have agreed to comply with all rebate requirements of the Code and, in 
pmticular, the Company has agreed that if necessary, it will deposit in the Rebate Fund any such 
amount as is required under the Code. However, the Issuer, the Trustee and the Company may 
disregard the Rebate Fund provisions to the extent that they receive an opinion of Bond Counsel 
that such failure to comply will not adversely affect the exclusion of the interest on the Bonds 
from gross income for federal income tax purposes. 
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When all the Bonds and all fees and charges accrued and to accrue of the Trustee and the 
Paying Agent have been paid or provided for, and when proper notice has been given to the 
Bondholders or the Trustee that the proper amounts have been so paid or provided for, and if the 
Issuer is not in default in any other respect under the Indenture, the Indenture wiII become null 
and void. The Bonds wiII be deemed to have been paid and discharged when there have been 
irrevocably deposited with the Trustee moneys sufficient to pay the principal, premium, if any, 
and accrued interest on such Bonds to the due date (whether such date be by reason of maturity 
or upon redemption) or, in lieu thereof, Goverrunental Obligations have been deposited which 
mature in such amounts and at such times as wiII provide the funds necessary to so pay such 
Bonds, and when all reasonable and necessary fees and expenses of the Trustee, the Tender 
Agent, the Authenticating Agent, the Bond Registrar and the Paying Agent have been paid or 
provided for. 

Notwithstanding anything to the contrary, if any Bonds are rated by a rating service, no 
such Bonds wiII be deemed to have been paid and discharged by reason of any deposit pursuant 
to the Indenture, unless each such rating service has confirmed in writing to the Trustee that its 
rating will not be withdrawn or lowered as a result of any such deposit. 

So long as the Company owes any amounts to the Credit Facility Issuer, if any, pursuant 
to the Reimbursement Agreement: (A) the lien of the Indenture may not be discharged; (B) such 
Credit Facility Issuer shall be subrogated to the extent of such amounts owed by the Company to 
such Credit Facility Issuer to all rights of the Bondholders to enforce the payment of the Bonds 
fi'om the revenues and all other rights of the Bondholders under the Bonds, the Indenture and the 
Loan Agreement; (C) the Bondholders wiII be deemed paid to the extent of money drawn by the 
Trustee under the Credit Facility; and (D) subject to the Indenture, the Trustee wiII sign, execute 
and deliver all documents or instruments and do all things that may be reasonably required by the 
Credit Facility Issuer to effect the Credit Facility Issuer's subrogation of rights of enforcement 
and remedies set forth in the Indenture. 

Defaults and Remedies 

Each ofthe following events constitutes an "Event ofDefauIt" under the Indenture: 

(a) Failure to make payment of any installment of interest on any Bond, (i) if 
such Bond bears interest at other than the Long Term Rate, within a period of one 
Business Day from the due date and (ii) if such Bond bears interest at the Long Term 
Rate, within a period of five Business Days from the date due; 

(b) Failure to make punctual payment of the principal of, or premium, if any, 
on any Bond on the due date, whether at the stated maturity thereof, or upon proceedings 
for redemption, or upon the maturity thereof by declaration or if payment of the purchase 
price of any Bond required to be purchased pursuant to the Indenture is not made when 
such payment has become due and payable; 

(c) Failure of the Issuer to perform or observe any other of the covenants, 
agreements or conditions in the Indenture or in the Bonds which failure continues for a 
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period of 30 days after written notice by the Trustee, provided, however, that if such 
failure is capable of being cured, but cannot be cured in such 30-day period, it will not 
constitute an Event of Default under the Indenture if corrective action in respect of such 
failure is instituted within such 30-day period and is being diligently pursued; 

(d) The occurrence of an "Event of Default" under the Loan Agreement (see 
"Summary of the Loan Agreement - Events of Default"); 

(e) written notice from the Credit Facility Issuer to the Trustee of an event of 
default under the Reimbursement Agreement, by reason of which the Trustee has been 
directed to accelerate the Bonds; or 

(f) if a Credit Facility is then held by the Trustee, on or before the close of 
business on the tenth calendar day following the honoring of a drawing under such Credit 
Facility to pay interest on the Bonds on an Interest Payment Date, written notice fi'om the 
Credit Facility Issuer to the Trustee that the interest component of the Credit Facility will 
not be reinstated. 

Upon the occurrence of an Event of Default under clauses (a), (b), (e) or (f) above, the 
Trustee must: (i) declare the principal of all Bonds and interest accrued thereon to be 
immediately due and payable; (ii) declare all payments under the Loan Agreement to be 
immediately due and payable and enforce each and every other right granted to the Issuer under 
the Loan Agreement for the benefit of the Bondholders; and (iii) if a Credit Facility securing the 
Bonds is in effect, make an immediate drawing under the Credit Facility in accordance with its 
terms and deposit the proceeds of such drawing in the Bond Fund pending application to the 
payment of principal of the Bonds, subject to the provisions of the Indenture reserving to the 
Credit Facility Issuer the right to direct default proceedings and providing for termination of 
default proceedings upon certain occurrences. 

Interest on the Bonds will cease to accrue on the date of issuance of the declaration of 
acceleration of payment of principal and interest on the Bonds. 

In exercising such rights, the Trustee will take any action that, in the judgment of the 
Trustee, would best serve the interests of the registered owners. Upon the occurrence of an 
Event of Default under the Indenture, the Trustee may also proceed to pursue any available 
remedy by suit at law or in equity to enforce the payment of the principal of, premium, if any, 
and interest on the Bonds then outstanding. 

If the Trustee recovers any moneys following an Event of Default, unless the principal of 
the Bonds has been declared due and payable, all such moneys will be applied in the following 
order: (i) to the payment of the fees, expenses, liabilities and advances incurred 01' made by the 
Trustee and the Paying Agent and the payment of any sums due and payable to the United States 
pursuant to Section 148(f) of the Code, (ii) to the payment of all interest then due on the Bonds 
and (iii) to the payment of unpaid principal and premium, if any, of the Bonds. If the principal of 
the Bonds has become due 01' has been accelerated, such moneys will be applied in the following 
order: (i) to the payment of the fees, expenses, liabilities and advances incurred 01' made by the 
Trustee and the Paying Agent and (ii) to the payment of principal of and interest then due and 
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unpaid on the Bonds. In each case, however, Trustee and Paying Agent fees or costs will not be 
payable fi'om moneys derived from Credit Facility drawings, any remarketing proceeds or 
moneys constituting certain Available Moneys under the Indenture. 

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

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

No default under paragraph (c) above will constitute an Event of Default until actual 
notice is given to the Issuer and the Company by the Trustee or to the Issuer, the Company and 
the Trustee by the registered owners holding not less than 25% in aggregate principal amount of 
all Bonds outstanding and the Issuer and the Company have had thirty days after such notice to 
correct the default and fuiled to do so. If the default is such that it cannot be corrected within the 
applicable period but is capable of being cured, it will not constitute an Event of Default if 
corrective action is instituted by the Issuer or the Company within the applicable period and 
diligently pursued until the default is corrected. 

Notwithstanding the foregoing, in addition to the rights of the Trustee and the 
Bondholders to direct proceedings as described above, if a Credit Facility is in effect, for so long 
as such Credit Facility is outstanding and the Credit Facility Issuer is not in default in its duties 
under the Indenture or the Credit Facility, the Credit Facility Issuer issuing will have the absolute 
right to direct all proceedings on behalf of the Bondholders of the Bonds. Additionally, if the 
Event of Default which has occurred is an Event of Default under paragraphs (e) or (f) above, the 
Credit Facility Issuer, if any, will have no right to direct the Trustee or the Bondholders with 
respect to any matters, including remedies, and the holders of a majority in aggregate principal 
amount of the Bonds then outstanding, will have the right, at any time, by an instrument or 
instruments in writing executed and delivered to the Trustee, to direct the time, method and place 
of conducting all proceedings to be taken in connection with the enforcement of the terms and 
conditions of the Indenture, or for the appointment of a receiver or any other proceedings 
hereunder; provided, that such direction shall not be otherwise than in accordance with the 
provisions oflaw and of the Indenture. 

If an Event of Default has occurred under the Indenture due to failure by the Credit 
Facility Issuer, if any, to honor a properly presented and conforming drawing by the Trustee 
under the Credit Facility then in effect in accordance with the terms thereof, all obligations of the 
Trustee to the Credit Facility Issuer and all rights of such Credit Facility Issuer under the 
Indenture will be suspended until the earlier of the cure of such failure or all of the Bonds have 
been paid in full. 
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Except as provided below, the Trustee may in its discretion waive any Event of Default 
under the Indenture and will do so upon the written request of the registered owners holding a 
majority in principal amount of all Bonds then outstanding. If, after the principal of all Bonds 
then outstanding have been declared to be due and payable as a result of a default under the 
Indenture and prior to any judgment or decree for the appointment of a receiver or for the 
payment of the moneys due has been obtained or entered, (i) the Company causes to be deposited 
with the Trustee a sum sufficient to pay all matured installments of interest upon all Bonds and 
the principal of and premium, if any, on any and all Bonds which would become due otherwise 
than by reason of such declaration (with interest thereon as provided in the Indenture) and the 
expenses of the Trustee in connection with such default and (ii) all Events of Default under the 
Indenture (other than nonpayment of the principal of Bonds due by such declaration) have been 
remedied, then such Event of Default \vill be deemed waived and such declaration and its 
consequences rescinded and annulled by the Trustee. Such waiver, rescission and annulment 
will be binding upon all Bondholders. No such waiver, rescission and annulment will extend to 
or affect any subsequent Event of Default or impair any right or remedy consequent thereon. 

The Trustee may not waive any default under clauses (e) or (f) unless the Trustee has 
received in writing fi'om the Credit Facility Issuer a written notice of full reinstatement of the full 
amount ofthe Credit Facility and a written rescission of the notice of the Event of Default. 

Notwithstanding the foregoing, nothing in the Indenture will affect the right of a 
registered owner to enforce the payment of principal of, premium, if any, and interest on the 
Bonds after the maturity thereof. 

Supplemental Indentures 

The Issuer and the Trustee may enter into indentures supplemental to the Indenture 
without the consent of or notice to the Bondholders in order (i) to cure any ambiguity or formal 
defect or omission in the Indenture, (ii) to grant to or confer upon the Trustee, as may lawfully be 
granted, additional rights, remedies, powers or authorities for the benefit of the Bondholders, (iii) 
to subject to the Indenture additional revenues, properties or collateral, (iv) to permit 
qualification of the Indenture under any federal statute or state blue sky law, (v) to add additional 
covenants and agreements of the Issuer for the protection of the Bondholders or to surrender or 
limit any rights, powers or authorities reserved to or conferred upon the Issuer, (vi) to make any 
other modification or change to the Indenture which, in the sole judgment of the Trustee, does 
not adversely affect the Trustee or any Bondholder, (vii) to make other amendments not 
otherwise permitted by (i), (ii), (iii), (iv) or (vi) ofthis paragraph to provisions relating to federal 
income tax matters under the Code or other relevant provisions if, in the opinion of Bond 
Counsel, those amendments would not adversely affect the exclusion of the interest on the Bonds 
from gross income for federal income tax purposes, (viii) to make any modifications or changes 
to the Indenture necessary to provide the securing of a Credit Facility or Alternate Credit Facility 
or any liquidity or credit support of any kind for the security of the Bonds (including without 
limitation any line of credit, letter of credit, guaranty agreement or insurance coverage), 
including any modifications of the Indenture or the Agreement necessary to upgrade or maintain 
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the then applicable ratings on the Bonds or (ix) to permit the issuance of the Bonds in other than 
book-entry-only form or to provide changes to or for the book-entry system. 

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

If at any time the Issuer requests the Trustee to entel' into any supplemental indenture 
requiring the consent of the registered owners of the Bonds, the Trustee, upon being 
satisfactorily indemnified with respect to expenses, must notifY all such registered owners. Such 
notice must set forth the nature of the proposed supplemental indenture and must state that 
copies thereof are on file at the principal office of the Trustee for inspection. If, within sixty 
days (or such longer period as prescribed by the Issuer or the Company) following the mailing of 
such notice, the registered owners holding the requisite amount of the Bonds outstanding have 
consented to the execution thereof, no Bondholder will have any right to object or question the 
execution thereof. 

No supplemental indenture will become effective unless the Company consents to the 
execution and delivery of such supplemental indenture. The Company will be deemed to have 
consented to the execution and delivery of any supplemental indenture if the Trustee does not 
receive a notice of protest or objection signed by the Company on or before 4:30 p.m., local time 
in the city in which the principal office of the Trustee is located, on the fifteenth day after the 
mailing to the Company of a notice of the proposed changes and a copy of the proposed 
supplemental indentm·e. 

Notwithstanding the foregoing, any Supplemental Indenture that requires the consent of 
the Bondholders that (i) is to become effective while a Credit Facility is in place or while any 
amounts are outstanding under any Reimbursement Agreement and (ii) adversely affects the 
Credit Facility Issuer will not become effective unless and until the Credit Facility Issuer 
consents in writing to the execution and delivery of such Supplemental Indenture. 

Cancellation of Credit Facility; Delivery of Alternate Credit Facility 

The Trustee will, at the written direction of the Company but subject to the conditions 
described in this paragraph and the receipt of an Opinion of Bond Counsel stating that the 
cancellation of such Credit Facility is authorized under the Indenture and under the Act and will 
not adversely affect the exclusion from gross income of interest on the Bonds for federal income 
tax purposes, cancel any Credit Facility in accordance with the terms thereof which cancellation 
may be without substitution therefor or replacement thereof; provided, that any such cancellation 
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will not become effective, surrender of such Credit Facility will not take place and that Credit 
Facility will not terminate, in any event, until (i) payment by the Credit Facility Issuer has been 
made for any and all drawings by the Trustee effected on or before such cancellation date 
(including, if applicable, any drawings for payment of the purchase price of Bonds to be 
purchased pursuant to the Indenture in connection with such cancellation) and (ii) if the Bonds 
are in an Long Term Rate Period, only if the then current Long Term Rate Period for the Bonds 
is ending on, or the Bonds are subject to optional redemption on, the Interest Payment Date 
immediately preceding the date of such cancellation. Upon written notice given by the Company 
to the Trustee at least 20 days (35 days if the Bonds are bearing interest at the Long Term Rate) 
prior to the date of cancellation of any Credit Facility of such cancellation and the effective date 
of such cancellation, the Trustee will surrender such Credit Facility to the Credit Facility Issuer 
by which it was issued on or promptly after the effective date of such cancellation in accordance 
with its terms; provided, that such notice will not be given in any event, ifthe purchase price of 
any Bonds to be purchased pursuant to the Indenture in connection with such cancellation 
includes any premium unless the Company has certified in such notice that the Trustee can draw 
under a Credit Facility (other than any Alternate Credit Facility being delivered in connection 
with such cancellation) on the purchase date related to such purchase of Bonds in an aggregate 
amount sufficient to pay the premium due upon such purchase of Bonds on such purchase date. 

The Company may, at its option, provide for the delivery to the Trustee of an Alternate 
Credit Facility in replacement of any Credit Facility then in effect. At least 20 days (35 days if 
the Interest Rate on the Bonds is a Long Term Rate) prior to the date of delivery of an Alternate 
Credit Facility to the Trustee, the Company must give notice, which notice will also be given to 
the Remarketing Agent, of such replacement to the Trustee, together with an Opinion of Bond 
Counsel to the effect that the delivery of such Alternate Credit Facility to the Trustee is 
authorized under the Indenture and the Act and complies with the terms thereof and that the 
delivery of such Alternate Credit Facility will not adversely affect the exclusion fi'om gross 
income of interest on the Bonds for federal income tax purposes. The Trustee will then accept 
such Alternate Credit Facility and surrender the previously held Credit Facility, if any, to the 
previous Credit Facility Issuer for cancellation promptly on or after the 5th day after the 
Alternate Credit Facility becomes effective; provided, however, that such Alternate Credit 
Facility must become effective on an Interest Payment Date and, ifthe Bonds are in a Long Term 
Rate Period, such Alternate Credit Facility may only become effective on either the last Interest 
Payment Date for such Long Term Rate Period or an Interest Payment Date on which the Bonds 
are subject to optional redemption. The notice given to the Trustee shall also be given to the 
Issuer, the then current Credit Facility Issuer, Moody's, if the Bonds are then rated by Moody's, 
and S&P, if the Bonds are then rated by S&P; provided that the notice will not be given if the 
purchase price of any Bonds to be purchased pursuant to the Indenture in connection with such 
cancellation includes any premium unless the Company has certified in such notice that the 
Trustee can draw under a Credit Facility then in effect on the purchase date related to such 
purchase of Bonds in an aggregate amount sufficient to pay the premium due upon such purchase 
of Bonds on such purchase date and until payment under the Credit Facility to be surrendered 
shall have been made for any and all drawings by the Trustee effected on or before the date of 
such surrender for cancellation (including, if applicable, any drawings for payment of the 
purchase price of Bonds to be purchased pursuant to the Indenture in connection with such 
cancellation). 
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Any Alternate Credit Facility delivered to the Trustee must be accompanied by an 
opinion of counsel to the issuer or provider of such Credit Facility stating that such Credit 
Facility is a legal, valid, binding and enforceable obligation of such issuer or obligor in 
accordance with its terms. 

The Bonds will be subject to mandatory tender for purchase on the date of cancellation of 
a Credit Facility and on the date of the delivery of an Alternate Credit Facility. See "Summary 
ofthe Bonds - Mandatory Purchases of Bonds." 

Enforceability of Remedies 

The remedies available to the Trustee, the Issuer and the owners upon an event of default 
under the Loan Agreement 01' the Indentlll'e are in many respects dependent upon judicial actions 
which are often subject to discretion and delay. Under existing constitutional and statutory law 
and judicial decisions, the remedies specified by the Loan Agreement or the Indentlll'e may not 
be readily available or may be limited. The various legal opinions to be delivered concurrently 
with the delivery of the Bonds will be qualified as to the enforceability of the various legal 
instruments by limitations imposed by principles of equity, bankruptcy, reorganization, 
insolvency, moratorium or other similar laws affecting the rights of creditors generally. 

Reoffering 

Subject to the terms and conditions of the Remarketing and Bond Purchase Agreement 
(the "Remarketing Agreement"), between the Company and Banc of America Securities LLC, as 
Remarketing Agent, the Remarketing Agent has agreed to purchase and reoffer the Bonds 
delivered to the Paying Agent for purchase, at a price equal to 100% of the principal amount of 
the Bonds, plus accrued interest (if any), and in connection therewith will receive compensation 
in the amount of $ I 35,000, plus reimblll'sement of certain expenses. Under the terms of the 
Remarketing Agreement, the Company has agreed to indemnifY the Remarketing Agent against 
certain civil liabilities, including liabilities under federal securities laws. 

In the ordinary course of its business, the Remarketing Agent and certain of its affiliates, 
have engaged, and may in the future engage, in investment banking or commercial banking 
transactions with the Company. 

Tax Treatment 

On each of February 23, 2007, the date of original issuance and delivery of the 2006 
Series B Bonds, and October 17, 2008, the date of original issuance and delivery of the 2008 
Series A Bonds, Bond Counsel delivered its opinions stating that under existing law, including 
current statutes, regulations, administrative rulings and official interpretations, subject to the 
qualifications and exceptions set forth below, interest on the Bonds would be excluded from the 
gross income of the I'ecipients thereof for federal income tax plll'poses, except that no opinion 
would be expressed regarding such exclusion fi'om gross income with respect to any Bond during 
any period in which it is held by a "substantial user" of the applicable Project or a "related 
person" as such terms are used in Section I 47(a) of the Code. Interest on the Bonds will be an 
item of tax preference in determining alternative minimum taxable income for individuals and 
corporations under the Code. Bond Counsel further opined that, subject to the assumptions 
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stated in the preceding sentence, (i) interest on the Bonds would be excluded fi'om gross income 
of the owners thereof for Kentucky income tax purposes and (ii) the Bonds would be exempt 
from all ad valorem taxes in Kentucky. Such opinions have not been updated as of the date 
hereof and no continuing tax exemption opinions are expressed by Bond Counsel. 

Bond Counsel also will deliver opinions in connection with this reoffering to the effect 
that the conversion of the interest rate on the Bonds to the Weekly Rate and the delivery of the 
Letter of Credit (i) is authorized or permitted by Sections 103.200 to 103.285, inclusive, of the 
Kentucky Revised Statutes (the "Act") and the Indenture and (ii) will not adversely affect the 
validity of the Bonds or any exclusion fi'om gross income of interest on the Bonds for federal 
income tax purposes to which interest on the Bonds would otherwise be entitled. 

The opinions of Bond Counsel as to the excludability of interest from gross income for 
federal income tax purposes were based upon and assumed the accuracy of certain 
representations of facts and circumstances, including with respect to the Projects, which were 
within the knowledge of the Company and compliance by the Company with certain covenants 
and undertakings set forth in the proceedings authorizing the Bonds which are intended to assure 
that the Bonds are and will remain obligations the interest on which is not includable in gross 
income of the recipients thereof under the law in effect on the date of such opinion. Bond 
Counsel did not independently verilY the accuracy of the certifications and representations made 
by the Company and the Issuer. On the date of the applicable opinions and subsequent to the 
original delivery of the 2006 Series B Bonds on February 23, 2007 and the 2008 Series A Bonds 
on October 17, 2008, as applicable, such representations of facts and circumstances must be 
accurate and such covenants and undertakings must continue to be complied with in order that 
interest on the Bonds be and remain excludable fi'om gross income of the recipients thereof for 
federal income tax purposes under existing law. Bond Counsel expressed no opinion 
(i) regarding the exclusion of interest on any Bond from gross income for federal income tax 
purposes on or after the date on which any change, including any interest rate conversion, 
permitted by the documents other than with the approval of Bond Counsel is taken which 
adversely affects the tax treatment of the Bonds or (ii) as to the treatment for purposes offederal 
income taxation of interest on the Bonds upon a Determination ofTaxability. 

Bond Counsel further opined that the Code prescribed a number of qualifications and 
conditions for the interest on state and local government obligations to be and to remain 
excluded from gross income for federal income tax purposes, some of which, including 
provisions for potential payments by the Issuers to the federal government, require future or 
continued compliance after issuance of the Bonds in order for the interest to be and to continue 
to be so excluded fi'om the date of issuance. Noncompliance with certain of these requirements 
by the Company or the Issuer with respect to the Bonds could cause the interest on the Bonds to 
be included in gross income for federal income tax purposes and to be subject to federal income 
taxation retroactively to the date of their issuance. The Company and the Issuer each covenanted 
to take all actions required of each to assure that the interest on the Bonds shall be and remain 
excluded from gross income for federal income tax purposes, and not to take any actions that 
would adversely affect that exclusion. 
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The opinions of Bond Counsel as to the exclusion of interest on the Bonds from gross 
income for federal income tax purposes and federal tax treatment of interest on the Bonds was 
subject to the following exceptions and qualifications: 

(a) The Code provides for a "branch profits tax" which subjects to tax, at a 
rate of30%, the effectively connected earnings and profits of a foreign corporation which 
engages in a United States trade 01' business. Interest on the Bonds would be includable 
in the amount of effectively connected earnings and profits and thus would increase the 
branch profits tax liability. 

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

Except as stated above, Bond Counsel expressed no opmlOn as to any federal 01' 

Kentucky tax consequences resulting from the receipt of interest on the Bonds. 

Owners of the Bonds should be aware that the ownership of the Bonds may result in 
collateral federal income tax consequences. For instance, the Code provides that propelty and 
casualty insurance companies will be required to reduce their loss reserve deductions by 15% of 
the tax-exempt interest received on certain obligations, such as the Bonds, acquired after 
August 7, 1986. (For purposes of the immediately preceding sentence, a portion of dividends 
paid to an affiliated insurance company may be treated as tax-exempt interest.) The Code fmther 
provides for the disallowance of any deduction for interest expenses incurred by banks and 
certain other financial institutions allocable to carrying celtain tax-exempt obligations, such as 
the Bonds, acquired after August 7, 1986. The Code also provides that, with respect to taxpayers 
other than such financial institutions, such taxpayers will be unable to deduct any portion of the 
interest expenses incurred 01' continued to purchase 01' carry the Bonds. The Code also provides, 
with respect to individuals, that interest on tax-exempt obligations, including the Bonds, is 
included in modified adjusted gross income for purposes of determining the taxability of social 
security and railroad retirement benefits. Furthermore, the earned income tax credit is not 
allowed for individuals with an aggregate amount of disqualified income within the meaning of 
Section 32 of the Code, which exceeds $2,200. Interest on the Bonds will be taken into account 
in the calculation of disqualified income. Prospective purchasers of the Bonds should consult 
their own tax advisors regarding such matters and any other tax consequences of holding the 
Bonds. 

From time to time, there are legislative proposals in Congress which, if enacted, could 
alter 01' amend one or more of the federal tax matters referred to above or could adversely affect 
the market value ofthe Bonds. It cannot be predicted whether or in what form any such proposal 
might be enacted or whether, if enacted, it would apply to obligations (such as the Bonds) issued 
prior to enactment. 

The opinions of Bond Counsel relating to conversion of the Bonds in substantially the 
forms in which they are expected to be delivered on the Conversion Date, redated to the 
Conversion Date, are attached as Appendices B-3 and B-4. 
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Legal Matters 

Certain legal matters in connection with the Conversion and reoffering of the Bonds will 
be passed upon by Stoll Keenon Ogden, Bond Counsel. Bond Counsel has in the past, and may 
in the future, act as counsel to the Company with respect to certain matters. Certain legal matters 
will be passed upon for the Issuer by its County Attorney. Certain legal matters will be passed 
upon for the Company by Jones Day, Chicago, Illinois, and John R. McCall, Esq., Executive 
Vice President, General Counsel, Corporate Secretary and Chief Compliance Officer for the 
Company. Winston & Strawn LLP, Chicago, Illinois, will pass upon certain legal matters for the 
Remarketing Agent. 

Continuing Disclosure 

Because the Bonds are special and limited obligations of the Issuer, the Issuer is not an 
"obligated person" for purposes of Rule 15c2-12 (the "Rule") promulgated by the SEC under the 
Exchange Act, and does not have any continuing obligations thereunder. Accordingly, the Issuer 
will not provide any continuing disclosure information with respect to the Bonds or the Issuer. 

2006 Series B Bonds 

In order to enable the Remarketing Agent to comply with the requirements of the Rule, 
the Company has covenanted in a continuing disclosure undertaking agreement delivered to the 
Trustee for the benefit of the holders of the 2006 Series B Bonds (the "Continuing Disclosure 
Agreement") to provide certain continuing disclosure for the benefit of the holders of such 
Bonds. Under its Continuing Disclosure Agreement, the Company has covenanted to take the 
following actions: 

(a) The Company will provide to each nationally recognized municipal 
securities information repository ("NRMSIR"), recognized by the SEC pursuant to the 
Rule, and the state information depository, if any, of the Commonwealth of Kentucky (a 
"SID" and, together with the NRMSIR, a "Repository") recognized by the SEC 
(1) annual financial information of the type set forth in Appendix A to this Reoffering 
Circular (including any information incorporated by reference therein) and (2) audited 
financial statements prepared in accordance with generally accepted accounting 
principles, in each case not later than 120 days after the end of the Company's fiscal year. 

(b) The Company will file in a timely manner with each NRMSIR or the 
Municipal Securities Rulemaking Board, and with the SID, if any, notice of the 
occurrence of any of the following events (if applicable) with respect to the 2006 
Series B Bonds, if material: (i) principal and interest payment delinquencies; (ii) non
payment related defaults; (iii) any unscheduled draws on debt service reserves reflecting 
financial difficulties; (iv) unscheduled draws on credit enhancement facilities reflecting 
financial difficulties; (v) substitution of credit or liquidity providers, or their failure to 
perform; (vi) adverse tax opinions or events affecting the tax-exempt status of the 2006 
Series B Bonds; (vii) modifications to rights of the holders of the 2006 Series B Bonds; 
(viii) the giving of notice of optional or unscheduled redemptiou of any 2006 Series B 
Bonds; (ix) defeasance of the 2006 Series B Bonds or any portion thereof; (x) release, 
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substitution, or sale of property securing repayment of the 2006 Series B Bonds; and (xi) 
rating changes with respect to the 2006 Series B Bonds or the Company or any obligated 
person, within the meaning of the Rule. 

(c) The Company will file in a timely manner with each Repository notice of 
a failure by the Company to file any ofthe notices or reports referred to in paragraphs (a) 
and (b) above by the due date. 

The Company may amend its Continuing Disclosure Agreement (and the Trustee shall 
agree to any amendment so requested by the Company that does not change the duties of the 
Trustee thereunder) or waive any provision thereof, but only with a change in circumstances that 
arises fi'Oln a change in legal requirements, change in law, or change in the nature or status of the 
Company with respect to the 2006 Series B Bonds or the type of business conducted by the 
Company; provided that the undeltaking, as amended or following such waiver, would have 
complied with the requirements of the Rule on the date of issuance of the 2006 Series B Bonds, 
after taking into account any amendments to the Rule as well as any change in circumstances, 
and the amendment or waiver does not materially impair the interests of the holders of the 2006 
Series B Bonds to which such undeltaking relates, in the opinion of the Trustee or counsel expert 
in federal securities laws acceptable to both the Company and the Trustee, or is approved by the 
Beneficial Owners of a majority in aggregate principal amount of the outstanding 2006 Series B 
Bonds. The Company acknowledges that its undertakings plll'suant to the Rule described under 
this heading are intended to be for the benefit for the holders of the 2006 Series B Bonds and 
shall be enforceable by the holders of those 2006 Series B Bonds or by the Trustee on behalf of 
such holders. Any breach by the Company of these undertakings pursuant to the Rule will not 
constitute an event of default under the Indentures, the Loan Agreements or the 2006 Series B 
Bonds. 

2008 Series A Bonds 

The Rule generally requires that "obligated persons" such as the Company agree to 
provide (i) continuing disclosure on an annual basis of celtain financial information and 
operating data and (ii) notices of certain specified events that could affect the credit underlying 
the payment obligations of the securities. However, offerings of securities that are subject 
purchase by the issuer on the demand of the holder, such as will be the case with respect to the 
2008 Series A Bonds while bearing interest in a Daily Rate Period or a Weekly Rate Period, or 
while bearing interest in a Flexible Rate Period of 270 days or less, are exempt from these 
requirements. If the 2008 Series A Bonds are remarketed in a mode other than the Daily Rate 
Period, the Weekly Rate Period or the Flexible Rate Period, the Company may in the future 
become subject to these continuing disclosure obligations of the Rule with respect to such 2008 
Series A Bonds. 
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This Reoffering Circular has been duly approved, executed and delivered by the 
Company. 

ss 

KENTUCKY UTILITIES COMPANY 

By: lsi Daniel K. Arbough 
Daniel K. Arbough 
Treasurer 
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Appendix A 

[DELETED AND REPLACED- SEE APPENDIX A TO SUPPLEMENT DATED DECEMBER 
1,2010] 
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APPENDIXn 

Opinions of Bond Counsel and 
Forms of Conversion Opinions of Bond Counsel 
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APPENDIX B-1 

Opinion of Bond Counsel dated February 23, 2007 relating to the 2006 Series B Bonds 
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Re: $54,000,000 County of Carroll, Kentucky, Environmental Facilities Revenue Refunding 
Bonds, 2006 Series B (Kentucky Utilities Company Project) 

We hereby certify that we have examined certified copies of the proceedings of record of 
the County of Carroll, Kentucky (the "County"), acting hy and through its Fiscal Court as its 
duly authorized goveming body, preliminary to and in connection with the issuance by the 
County of its Environmental Facilities Revenue Refunding Bonds, 2006 Series B (Kentucky 
Utilities Company Project), dated their date of issuance, in the aggregate principal amount of 
$54,000,000 (the "Bonds"). The Bonds are issued under the provisions of Sections 103.200 to 
103.285, inclusive, of the Kentucky Revised Statutes (the "Act"), for the purpose of providing 
funds which will be used, with other funds provided by Kentucky Utilities Company (the 
"Company") for the current refunding of $54,000,000 aggregate principal amount of the 
County's Collateralized Solid Waste Disposal Facilities Revenue Bonds (Kentucky Utilities 
Company Project) 1994 Series A, dated November 23, 1994 (the "Prior Bonds"), which were 
issued for the purpose of financing a portion of the costs of construction, acquisition, installation 
and equipping of certain solid waste disposal facilities to serve the Ghent Generating Station of 
the Company in Carroll County, Kentucky (the "Project") in order to provide for the collection, 
storage, treatment, processing and final disposal of solid wastes, as provided by the Act. 

The Bonds mature on October I, 2034 and bear interest initially at the Dutch Auction 
Rate, as defined in the Indenture, hereinafter described, subject to change as provided in such 
Indenture. The Bonds will be subject to optional and mandatory redemption prior to maturity at 
the times, in the manner and upon the terms set forth in the Bonds. From such examination of 
the proceedings of the Fiscal Court of the County referred to above and from an examination of 
the Act, we are of the opinion that the County is duly authorized and empowered to issue the 
Bonds under the laws of the Commonwealth of Kentucky now in force. 

We have examined an executed counterpart of a certain Loan Agreement, dated as of 
October I, 2006 (the "Loan Agreement"), between the County and the Company and a certified 
copy of the proceedings of record of the Fiscal Court of the County preliminary to and in 
connection with the execution and delivery of the Loan Agreement, pursuant to which the 
County has agreed to issue the Bonds and to lend the proceeds thereof to the Company to 
provide funds to pay and discharge, with other funds provided by the Company, the Prior Bonds. 
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The Company has agreed to make Loan payments to the Trustee at times and in amounts fully 
adequate to pay maturing principal of, interest on and redemption premium, if any, on the Bonds 
as same become due and payable. From such examination, we afe of the opinion that such 
proceedings of the Fiscal Court of the County show lawful authority for the execution and 
delivery of the Loan Agreement; that the Loan Agreement has been duly authorized, executed 
and delivered by the County; and that the Loan Agreement is a legal, valid and binding 
obligation of the County, enforceable in accordance with its telms, subject to the qualification 
that the enforcement thereof may be limited by laws relating to bankruptcy, insolvency or other 
similar laws affecting creditors' rights generally, including equitable provisions where equitable 
remedies are sought. 

We have also examined an executed counterpart of a certain Indenture of Trust, dated as 
of October I, 2006 (the "Indenture"), by and between the County and Deutsche Bank Trust 
Company Americas, as trustee (the "Trustee"), securing the Bonds and setting forth the 
covenants and undertakings of the County in connection with the Bonds and a certified copy of 
the proceedings of record of the Fiscal Court ofthe County preliminary to and in connection with 
the execution and delivery of the Indenture. Pursuant to the Indenture, certain of the County's 
rights under the Loan Agreement, including the right to receive payments thereunder, and all 
moneys and securities held by the Trustee in accordance with the Indenture (except moneys and 
securities in the Rebate Fund created thereby) have been assigned to the Trustee, as security for 
the holders oflhe Bonds. From such examination, we are of the opinion that such proceedings of 
the Fiscal Comt of the County show lawful authority for the execution and delivery of the 
Indenture; that the Indenture has been duly authorized, executed and delivered by the County; 
and that the Indenture is a legal, valid and binding obligation upon the parties thereto according 
to its terms, subject to the qualification that the enforcement thereof may be limited by laws 
relating to bankruptcy, insolvency or other similar laws affecting creditors' rights generally, 
including equitable provisions where equitable remedies are sought. 

In our opinion the Bonds have been validly authorized, executed and issued in 
accordance with the laws of the Commonwealth of Kentucky now in full force and effect, and 
constitute legal, valid and binding special obligations of the County entitled to the benefit of the 
security provided by the Indenture and enforceable in accordance with their terms, subject to the 
qualification that the enforcement thereof may be limited by laws relating to bankruptcy, 
insolvency or other similar laws affecting creditors' rights generally, including equitable 
provisions where equitable remedies are sought. The Bonds are payable by the County solely 
and only from payments and other amounts derived from the Loan Agreement and as provided in 
the Indenture. 

In our opinion, under existing laws, including current statutes, regulations, administrative 
rulings and official interpretations by the Internal Revenue Service, subject to the exceptions and 
qualifications contained in the succeeding paragraphs, interest on the Bonds is excluded from the 
gross income of the recipients thereof for federal income tax purposes, except that no opinion is 
expressed regarding such exclusion from gross income with respect to any Bond during any 
period in which it is held by a "substantial user" of the Project or a "related person," as such 
terms are used in Section 147(a) of the Internal Revenue Code of 1986, as amended (the 
"Code"), Interest on the Bonds is a separate item of tax preference in determining alternative 
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minimum taxable income for individuals and. corporations under the Code. In arriving at this 
opinion, we have relied upon representations, factual statements and certifications of the 
Company with respect to certain material facts which are solely within the Company's 
knowledge in reaching our conclusion, inter alia, that not less than 95% of the net proceeds of 
the Prior Bonds were used to finance solid waste disposal facilities qualified for financing under 
Section 142(a)(6) of the Code and the Act. Further, in arriving at the opinion set forth in this 
paragraph as to the exclusion from gross income of interest on the Bonds, we have assumed and 
this opinion is conditioned on, the accuracy of and continuing compliance by the Company and 
the County with representations and covenants set forth in the Loan Agreement and the Indenture 
which are intended to assure compliance with certain tax-exempt interest provisions ofthe Code. 
Such representations and covenants must be accurate and must be complied with subsequent to 
the issuance of the Bonds in order that interest on the Bonds be excluded from gross income for 
federal income tax purposes. Failure to comply with certain of such representations and 
covenants in respect of the Bonds subsequent to the issuance of the Bonds could cause the 
interest thereon to be included in gross income for federal income tax purposes retroactively to 
the date of issuance of the Bonds. We express no opinion (i) regarding the exclusion ofintcrest 
on any Bond from gross income for federal income tax purposes on or after the date on which 
any change, including any interest rate conversion, permitted by the documents (other than with 
approval of this film) is taken which adversely affects the tax treatment of the Bonds or (ii) as to 
the treatment for purposes of federal income taxation of interest on the Bonds upon a 
Determination of Taxability. We are further of the opinion that interest on the Bonds is excluded 
from gross income of the recipients thereof for Kentucky income tax purposes and that the 
Bonds are exempt from ad valorem taxation by the Commonwealth of Kentucky and all political 
subdivisions thereof. 

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

(a) The Code provides for a "branch profits tax" which subjects to tax, at a rate of 
30%, the effectively connected earnings and profits of a foreign corporation which engages in a 
United States trade or business. Interest on the Bonds would be includable in the amount of 
effectively connected earnings and profits and thus would increase the branch profits tax 
liability. 

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

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

Holders of the Bonds should be aware that the ownership of the Bonds may result in 
collateral federal income tax consequences. For instance, the Code provides that, for taxable 
years beginning after December 31, 1986, property and casualty insurance companies will be 
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required to reduce their loss reserve deductions by 15% of the tax-exempt interest received on 
certain obligations, such as the Bonds, acquired after August 7, 1986. (For purposes of the 
immediately preceding sentence, a portion of dividends paid to an affiliated insurance company 
may be treated as tax-exempt interest.) The Code further provides for the disallowance of any 
deduction for interest expenses incurred by banks and certain other financial institutions 
allocable to carrying certain tax-exempt obligations, such as the Bonds, acquired after August 7, 
1986. The Code also provides that, with respect to taxpayers other than such financial 
institutions, such taxpayers will be unable to deduct any portion of the interest expenses incurred 
or continued to purchase or carry the Bonds. The Code also provides, with respect to 
individuals, that interest on tax-exempt obligations, including the Bonds, is included in modified 
adjusted gross income for purposes of determining the taxability of social security and railroad 
retirement benefits. Furthermore, the earned income credit is not allowed for individuals with an 
aggregate amount of disqualified income within the meaning of section 32 of the Code, which 
exceeds $2,200. Interest on the Bonds will be taken into account in the calculation of 
disqualified income. 

We have received opinions of John R. McCall, Esq., General Counsel of the Company 
and Jones Day, Chicago, Illinois, counsel to the Company, of even date herewith. In rendering 
this opinion, we have relied upon said opinions with respect to the matters therein. We have also 
received an opinion of even date herewith of Hon. James C. Monk, County Attorney of the 
County and relied upon said opinion with respect to the matters therein. Said opinions are in 
forms satisfactory to us as to both scope and content. 

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

In rendering the foregoing opinions, we are passing upon only those matters specifically 
set forth in such opinions and are not passing upon the investment quality of the Bonds or the 
accuracy or completeness of any statements made in connection with any offer or sale thereof. 
The opinions herein are expressed as of the date hereof and we assume no obligation to 
supplement or update such opinions to reflect any facts or circumstances that may hereafter come 
to our attention or any changes in law that may hereafter occur. 

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

Respectfully submitted, 

~=D~@'~e 

460894v.l 
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APPENDIX B-2 

Opinion of Bond Coullsel dated October 17, 2008 relating to the 2008 Series A Bonds 
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October 17,2008 

Re: $77,947,405 "County of Carroll, Kentucky, Environmental Facilities Revenue Bonds, 
2008 Series A (Kentucky Utilities Company Project)" 

We hereby certifY that we have examined certified copies of the proceedings of record of 
the County of Carroll, Kentucky (the "County"), acting by and through its Fiscal Court as its 
duly authorized governing body, preliminary to and in connection with the issuance by the 
County of its Environmental Facilities Revenue Bonds, 2008 Series A (Kentucky Utilities 
Company Project), dated their date of issuance, in the aggregate principal amount of$77,947,405 
(the "Bonds"). The Bonds are issued under the provisions of Sections 103.200 to 103.285, 
inclusive, of the Kentucky Revised Statutes (the "Act"), for the purpose of providing funds 
which will be used, with other funds provided by Kentucky Utilities Company (the "Company") 
for the purposes of (i) financing a portion of the costs of construction, acquisition, installation 
and equipping of certain solid waste disposal facilities to serve the Ghent Generating Station of 
the Company in Carroll County, Kentucky (the "Construction Project") in order to provide for 
the collection, storage, treatment and final disposal of solid wastes, as provided by the Act in the 
principal amount of $18,026,265, and (ii) currently refunding (a) $13,266,950 outstanding 
principal amount of County of Carroll, Kentucky, Environmental Facilities Revenue Bonds, 
2005 Series A (Kentucky Utilities Company Project) (the "2005 Series A Bonds"), (b) 
$13,266,950 outstanding principal amount of County of Carroll, Kentucky, Environmental 
Facilities Revenue Bonds, 2005 Series B (Kentucky Utilities Company Project) (the "2005 
Series B Bonds"), (c) $16,693,620 outstanding principal amount of County of Carroll, Kentucky, 
Environmental Facilities Revenue Bonds, 2006 Series A (Kentucky Utilities Company Project) 
(the "2006 Series A Bonds") and (d) $16,693,620 outstanding principal amount of County of 
Carroll, Kentucky, Environmental Facilities Revenue Bonds, 2006 Series C (Kentucky Utilities 
Company Project) (the "2006 Series C Bonds" and, together with the 2005 Series A Bonds, the 
2005 Series B Bonds and the 2006 Series A Bonds, the "Refunded Bonds"), which were issued 
for the purpose of financing all or a portion of the qualified costs of acquisition, construction, 
installation and equipping of certain solid waste disposal facilities to serve the Ghent Generating 
Station of Company in Carroll County, Kentucky (the "Refunding Project" and, together with the 
Construction Project, the "Project"), as provided by the Act. 
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The Bonds mature on February 1,2032, and bear interest initially at the Flexible Rate, as 
defined in the Indenture, hereinafter described, subject to change as provided in such Indenture. 
The Bonds will be subject to optional and mandatory redemption prior to maturity at the times, 
in the manner and upon the terms set forth in the Bonds. From such examination of the 
proceedings of the Fiscal Court of the County referred to above and from an examination of the 
Act, we are of the opinion that the County is duly authorized and empowered to issue the Bonds 
under the laws of the Commonwealth of Kentucky now in force. 

We have examined an executed counterpart of a certain Loan Agreement, dated as of 
August 1, 2008 (the "Loan Agreement"), between the County and the Company and a certified 
copy of the proceedings of record of the Fiscal Court of the County preliminary to and in 
connection with the execution and delivery of the Loan Agreement, pursuant to which the 
County has agreed to issue the Bonds and to lend the proceeds thereof to the Company to 
provide funds to finance a portion of the costs of the acquisition, construction, installation and 
equipping of the Construction Project and to pay and discharge with other funds provided by the 
Company, the Refunded Bonds. The Company has agreed to make Loan payments to the 
Trustee at times and in amounts fully adequate to pay maturing principal of, interest on and 
redemption premium, if any, on the Bonds as same become due and payable. From such 
examination, we are of the opinion that such proceedings of the Fiscal Court of the County show 
lawful authority for the execution and delivery of the Loan Agreement; that the Loan Agreement 
has been duly authorized, executed and delivered by the County; and that the Loan Agreement is 
a legal, valid and binding obligation of the County, enforceable in accordance. with its terms, 
subject to the qualification that the enforcement thereof may be limited by laws relating to 
bankruptcy, insolvency or other similar laws affecting creditors' rights generally, including 
equitable provisions where equitable remedies are sought. 

We have also examined an executed counterpart of a certain Indenture of Trust, dated as 
of August I, 2008 (the "Indenture"), by and between the County and Deutsche Bank Trust 
Company Americas, as trustee (the "Trustee"), securing the Bonds and setting forth the 
covenants and undertakings of the County in connection with the Bonds and a certified copy of 
the proceedings of record of the Fiscal Court of the County preliminary to and in connection with 
the execution and delivery of the Indenture. Pursuant to the Indenture, certain of the County's 
rights under the Loan Agreement, including the right to receive payments thereunder, and all 
moneys and securities held by the Trustee in accordance with the Indenture (except moneys and 
securities in the Rebate Fund created thereby) have been assigned to the Trustee, as security for 
the holders of the Bonds. From such examination, we are of the opinion that such proceedings of 
the Fiscal Court of the County show lawful authority for the execution and delivery of the 
Indenture; that the Indenture has been duly authorized, executed and delivered by the County; 
and that the Indenture is a legal, valid and binding obligation upon the parties thereto according 
to its terms, subject to the qualification that the enforcement thereof may be limited by laws 
relating to bankruptcy, insolvency or other similar laws affecting creditors' rights generally, 
including equitable provisions where equitable remedies are sought. 
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In our opinIOn the Bonds have been validly authorized, executed and issued in 
accordance with the laws of the Commonwealth of Kentucky now in full force and effect, and 
constitute legal, valid and binding special obligations of the County entitled to the benefit of the 
security provided by the Indenture and enforceable in accordance with their terms, subject to the 
qualification that the enforcement thereof may be limited by laws relating to bankruptcy, 
insolvency or other similar laws affecting creditors' rights generally, including equitable 
provisions where equitable remedies are sought. The Bonds are payable by the County solely 
and only from payments and other amounts derived from the Loan Agreement and as provided in 
the Indenture. 

In our opinion, under existing laws, including current statutes, regulations, administrative 
rulings and official interpretations by the Internal Revenue Service, subject to the exceptions and 
qualifications contained in the succeeding paragraphs, (i) interest on the Bonds is excluded from 
the gross income of the recipients thereof for federal income tax purposes, except that no opinion 
is expressed regarding such exclusion from gross income with respect to any Bond during any 
period in which it is held by a "substantial user" of the Project or a "related person," as such 
terms are used in Section 147(a) of the Internal Revenue Code of 1986, as amended (the "Code") 
and (ii) interest on the Bonds is a separate item of tax preference in determining alternative 
minimum taxable income for individuals and corporations under the Code. In arriving at this 
opinion, we have relied upon representations, factual statements and certifications of the 
Company with respect to certain material facts which are solely within the Company's 
knowledge in reaching our conclusion, inter alia, that not less than 95% of the proceeds of the 
Bonds will be used to finance or refinance solid waste disposal facilities qualified for financing 
under Section 142(a)(6) of the Code and the Act. Further, in arriving at the opinion set forth in 
this paragraph as to the exclusion from gross income of interest on the Bonds, we have assumed 
and this opinion is conditioned on, the accuracy of and continuing compliance by the Company 
and the County with representations and covenants set forth in the Loan Agreement and the 
Indenture which are intended to assure compliance with certain tax-exempt interest provisions of 
the Code. Such representations and covenants must be accurate and must be complied with 
subsequent to the issuance of the Bonds in order that interest on the Bonds be excluded from 
gross income for federal income tax purposes. Failure to comply with certain of such 
representations and covenants in respect of the Bonds subsequent to the issuance of the Bonds 
could cause the interest thereon to be included in gross income for federal income tax purposes 
retroactively to the date of issuance of the Bonds. We express no opinion (i) regarding the 
exclusion of interest on any Bond from gross income for federal income tax purposes on or after 
the date on which any change, including any interest rate conversion, permitted by the 
documents (other than with approval of this firm) is taken which adversely affects the tax 
treatment of the Bonds or (ii) as to the treatment for purposes of federal income taxation of 
interest on the Bonds upon a Determination of Taxability. We are further of the opinion that 
interest on the Bonds is excluded from gross income of the recipients thereof for Kentucky 
income tax purposes and that the Bonds are exempt from ad valorem taxation by the 
Commonwealth of Kentucky and all political subdivisions thereof. 

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

(a) The Code provides for a "branch profits tax" which subjects to tax, at a 
rate of 30%, the effectively connected earnings and profits of a foreign corporation which 
engages in a United States trade or business. Interest on the Bonds would be includable 
in the arnount of effectively connected earnings and profits and thus would increase the 
branch profits tax liability. 

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

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

Holders of the Bonds should be aware that the ownership of the Bonds may result in 
collateral federal income tax consequences. For instance, the Code provides that, for taxable 
years beginning after December 31, 1986, property and casualty insurance companies will be 
required to reduce their loss reserve deductions by 15% of the tax-exempt interest received on 
certain obligations, such as the Bonds, acquired after August 7, 1986. (For purposes of the 
immediately preceding sentence, a portion of dividends paid to an affiliated insurance company 
may be treated as tax-exempt interest.) The Code further provides for the disallowance of any 
deduction for interest expenses incurred by banks and certain other financial institutions 
allocable to carrying certain tax-exempt obligations, such as the Bonds, acquired after August 7, 
1986. The Code also provides that, with respect to taxpayers other than such financial 
institutions, such taxpayers will be unable to deduct any portion of the interest expenses incurred 
or continued to purchase or carry the Bonds. The Code also provides, with respect to 
individuals, that interest on tax-exempt obligations, including the Bonds, is included in modified 
adjusted gross income for purposes of determining the taxability of social security and railroad 
retirement benefits. Furthermore, the earned income credit is not allowed for individuals with an 
aggregate amount of disqualified income within the meaning of Section 32 of the Code, which 
exceeds $2,200. Interest on the Bonds will be taken into account in the calculation of 
disqualified income. 

We have received opinions of John R. McCall, Esq., General Counsel of the Company, 
and Jones Day, Chicago, lIIinois, counsel to the Company, of even date herewith. In rendering 
this opinion, we have relied upon said opinions with respect to the matters therein. We have also 
received an opinion of even date herewith of Hon. James C. Monk, County Attorney of the 
County and relied upon said opinion with respect to the matters therein. Said opinions are in 
forms satisfactory to us as to both scope and content. 
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We express no opinion as to the title to, the description of, or the existence or priority of 
any liens, charges or encumbrances on, the Project. 

In rendering the foregoing opinions, we are passing upon only those matters specifically 
set forth in such opinions and are not passing upon the investment quality of the Bonds or the 
accuracy or completeness of any statements made in connection with any offer or sale thereof. 
The opinions herein are expressed as of the date hereof and we assume no obligation to 
supplement or update such opinions to reflect any facts or circumstances that may hereafter come 
to our attention or any changes in law that may hereafter occur. 

We are members of the Bar of the Commonwealth of Kentucky and do not purport to be 
experts on the laws of any jurisdiction other tban the Commonwealth of Kentucky and the 
United States of America, and we express no opinion as to the laws of any jurisdiction other than 
those specified. 

Respectfully submitted, 

431986.131513/541099.1 
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APPENDIX B-3 

(Form of Conversion Opinion of Bond Counsel) 
(2006 Series B Bonds) 

County of Carroll, Kentucky 
Carrollton, Kentucky 4 I 008 

December 19,2008 

Deutsche Bank Trust Company Americas, 
as Trustee 
Summit, New Jersey 07901 

Re: Conversion to Weekly Rate Period of $54,000,000 "County of Carroll, Kentucky, 
Environmental Facilities Revenue Refunding Bonds, 2006 Series B (Kentucky Utilities 
Company Project)" 

Ladies and Gentlemen: 

This opinion is being furnished in accordance with the requirements of the Indenture of 
Trust, dated as of October I, 2006 (the "Indenture"), between the County of Carroll, Kentucky 
(the "Issuer") and Deutsche Bank Trust Company Americas, as Trustee (the "Trustee"), 
pertaining to $54,000,000 principal amount of County of Carroll, Kentucky, Environmental 
Facilities Revenue Refunding Bonds, 2006 Series B (Kentucky Utilities Company Project), dated 
February 23, 2007 (the "Bonds"), in order to satisfy certain requirements of Section 2.02(e)(i) of 
the Indenture. Pursuant to Section 2.02(e)(i) of the Indenture, the interest rate on the Bonds is 
being converted fi'om a Dutch Auction Rate to a Weekly Rate effective on December 19, 2008, 
the Conversion Date. The terms used herein denoted by initial capitals and not otherwise defined 
shall have the meanings specified in the Indenture. 

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

Based upon the foregoing, as of the date hereof, we are of the opinion that the conversion 
of the interest rate on the Bonds as described herein (a) is authorized or permitted by the Act and 
the Indenture and (b) will not adversely affect the validity of the Bonds or any exclusion from 
gross income for federal income tax purposes to which interest on the Bonds would otherwise be 
entitled. Interest on the Bonds is not and will not be excluded fi'om gross income during any 
period when the Bonds are held by the Company or a "related person" of the Company as 
defined in Section 147(a) of the Internal Revenue Code of1986, as amended. 

In rendering this opinion, we assume, without verifying, that the Issuer and the Company 
have complied and will comply with all covenants contained in the Indenture, the Loan 
Agreement between the Issuer and the Company, dated October I, 2006, and other documents 
relating to the Bonds. We rendered our approving opinion at the time of the issuance of the 
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Bonds relating to, among other things, the validity of the Bonds and the exclusion fi'om federal 
income taxation of interest on the Bonds. We have not been requested to update or continue 
such opinion and have not undertaken to do so. Accordingly, we do not express any opinion 
with respect to the Bonds except as set forth above. 

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

We express no opinion herein as to the investment quality of the Bonds or the adequacy, 
accuracy or completeness of any information fUl'l1ished to any person in connection with any 
offer or sale of the Bonds. 

Respectfully submitted, 

STOLL KEENON OGDEN PLLC 
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APPENDIX B-4 

(Form of Conversion Opinion of Bond Counsel) 
(2008 Series A Bonds) 

County of Carroll, Kentucky 
Carrollton, Kentucky 41008 

December 19, 2008 

Deutsche Bank Trust Company Americas, 
as Trustee 
Summit, New Jersey 0790 I 

Re: Conversion to Weekly Rate Period of $77,947,405 "County of Carroll, Kentucky, 
Environmental Facilities Revenue Bonds, 2008 Series A (Kentucky Utilities Company 
Project)" 

Ladies and Gentlemen: 

This opinion is being furnished in accordance with the requirements of the Indenture of 
Trust, dated as of August I, 2008 (the "Indenture"), between the County of Carroll, Kentucky 
(the "Issuer") and Deutsche Bank Trust Company Americas, as Trustee (the "Trustee"), 
pertaining to $77,947,405 principal amount of County of Carroll, Kentucky, Environmental 
Facilities Revenue Bonds, 2008 Series A (Kentucky Utilities Company Project), dated 
October 17, 2008 (the "Bonds"), in order to satisfy certain requirements of Section 2.02(e)(i) of 
the Indenture. Pursuant to Section 2.02(e)(i) of the Indenture, the interest rate on the Bonds is 
being convelted from a Flexible Rate to a Weekly Rate effective on December 19, 2008, the 
Conversion Date. The terms used herein denoted by initial capitals and not otherwise defined 
shall have the meanings specified in the Indenture. 

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

Based upon the foregoing, as of the date hereof, we are ofthe opinion that the conversion 
of the interest rate on the Bonds as described herein (a) is authorized or permitted by the Act and 
the Indenture and (b) will not adversely affect the validity of the Bonds or any exclusion from 
gross income for federal income tax purposes to which interest on the Bonds would otherwise be 
entitled. Interest on the Bonds is not and will not be excluded j1'01n gross income during any 
period when the Bonds are held by the Company or a "related person" of the Company as 
defined in Section 147(a) of the Internal Revenue Code of 1986, as amended. 

In rendering this opinion, we assume, without verifying, that the Issuer and the Company 
have complied and will comply with all covenants contained in the Indenture, the Loan 
Agreement between the Issuer and the Company, dated August 1, 2008, and other documents 
relating to the Bonds. We rendered our approving opinion at the time of the issuance of the 
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Bonds relating to, among other things, the validity of the Bonds and the exclusion from federal 
income taxation of interest on the Bonds. We have not been requested to update or continue 
such opinion and have not undettaken to do so. Accordingly, we do not express any opinion 
with respect to the Bonds except as set forth above. 

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

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

Respectfully submitted, 

STOLL KEENaN OGDEN PLLC 
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APPENDIXC 

Commerzbank AG, New Yor\{ Branch 

Commerzbank Aktiengesellschaft ("Commerzbank" or the "Bank") is a major German 
private-sector bank. Its products and services for retail and corporate customers extend to all 
aspects of banking. The Bank is also active in specialized fields - patiially covered by its 
subsidiaries - such as mortgage banking and real-estate business, leasing and asset management. 
Its services are concentrated on managing customers' accounts and handling payment 
transactions, loan, savings and investment plans, and also on securities transactions. Additional 
financial services are offered within the fi'amework of the Bank's "bancassurance" strategy of 
cooperating with leading companies in finance-related sectors, including home loan savings 
schemes and insurance products. The Commerzbank Group's operating business has been 
categorized into six segments: Private and Business Customers, Mittelstandsbank, Central & 
Eastern Europe, Corp orates & Markets, Commercial Real Estate as well as Public Finance and 
Treasury. On August 31, 2008, Commerzbank announced that Commerzbank and Allianz SE 
have agreed upon the sale of 100% of Dresdner Bank AG to Commerzbank. The transaction will 
occur in two steps and is expected to be completed by the end of 2009, subject to regulatory and 
antitrust approvals. 

As of September 30, 2008, the Commerzbank Group had total assets of approximately 
595.6 billion euros and total shareholders' equity of approximately $15.257 billion euros. The 
shares of Commerzbank are fully paid -up and are in bearer form. They are listed on all seven 
German stock exchanges as well as on the London Stock Exchange and the Swiss Exchange 
based in Zurich. There is also a sponsored-ADR program in the USA. 

In the Federal Republic of Germany ("Germany"), Commerzbank manages a nationwide 
branch network covering all customer segments fi'om its headquarters in Frankfurt am Main. 
Abroad, Commerzbank has branches, representative offices and key subsidiaries in 
approximately 50 countries. 

Commerzbank conducts extensive banking business in the United States, concentrating 
primarily in corporate lending, letter of credit and bankers' acceptance facilities, syndicated loan 
transactions and treasury operations including foreign exchange transactions. Commerzbank has 
branches in New York, Chicago and Los Angeles and has an agency office in Atlanta. 

For further information on the Commerzbank Group, a copy of Commerzbank's annual 
report can be obtained by contacting Ms. Karin Rapaglia at 2 World Financial Center, New 
York, New York 10281. 

Commerzbank is authorized to conduct general banking business and to provide financial 
services under and, subject to the requirements set fOlih in, the German Banking Act 
(Kreditwesengesetz). The Bank is subject to comprehensive regulation and supervision by the 
German Financial Services Supervisory Authority (Bundesanstalt fUr 
Finanzdienstleistungsaufsicht) and by the German central bank (Deutsche Bundesbank). The 
European Central Bank regulates Commerzbank in relation to minimum reserves on deposits. In 
addition, Commerzbank is subject to regulation by the countries in which it operates. 
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The New York Branch of Commerzbank is licensed by the Superintendent of Banks of 
the State of New York. It is subject to the banking laws of the State of New York and is 
examined annually by the New York State Banking Depattment. Commerzbank's branches in 
Chicago and Los Angeles are subject to similar regulation by the states in which they operate. In 
addition to being subject to state laws and regulations, Commerzbank is also subject to federal 
regulation under the International Banking Act, as amended, (the "IBA") and, through the IBA, 
the Bank Holding Company Act, as amended, (the "BHCA"). In this regard, the Commerzbank 
U.S. branches and the Atlanta Agency are also examined annually by the Federal Reserve Banks 
in the states in which they are located. 
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Supplement, dated December I, 2010 to Reoffering Circular dated December 10, 2008, as 
supplemented as of December 16,2008 and October 29, 2010 (the "Reoffering Circular") 

$12,900,000 
County of Mercer, Kentucky 
Solid Waste Disposal Facility Revenue Bonds, 2000 Series A 
(Kentucky Utilities Company Project) 

Effective as of December 1, 2010, through December 1, 2011 (the Letter ofO'edit 
(as defined below) expiration date, subject to extension or earlier termination), payment ofthe 
principal of and interest on the above-referenced bonds (the "Bonds") when due will be paid 
with funds drawn under an irrevocable transferable direct pay letter of credit (the "Letter of 
Credit") issued by 

WELLS FARGO BANK, NATIONAL ASSOCIATION 

The Letter of Credit will permit the Tl'Ustee to draw with respect to the Bonds up to an 
amount sufficient to pay (i) the principal thereof (or that portion of the purchase price 
corresponding to principal) plus (ii) interest thereon (or that portion of the purchase price 
corresponding to interest) at an assumed rate of 10% pel' annum for at least 45 days. 

The Bonds will continue to bear interest at a Weekly Rate, determined by the 
Remarketing Agent in accordance with the Indenture, payable on the first Business Day of each 
calendar month, commencing on January 3, 2011. The interest rate period, interest rate and 
Interest Rate Mode will be subject to change under certain conditions, as described in the 
Reoffering Circular. The Bonds are subject to optional redemption, extraordinary optional 
redemption, in whole or in part, and mandatory redemption following a determination of 
taxability prior to maturity, as described in the Reoffering Circular. The Bonds are subject to 
mandatory purchase on any date on which the Bonds are converted to a different Interest Rate 
Mode and upon the expiration of the Letter of Credit or any Alternate Credit Facility. 

This supplement contains a description of the Letter of Credit and Wells Fargo Bank, 
National Association, the issuer of the Letter of Credit. For purposes of the Reoffering Circular, 
the Letter of Credit is a "Credit Facility" and Wells Fargo Bank, National Association is a 
"Credit Facility Issuer." Except as otherwise specified herein, information in the Reoffering 
Circular referred to above has not been amended or modified and the information contained 
herein is qualified by reference to, and should be read in conjunction with, the Reoffering 
Circular, including information incorporated therein by reference. Terms not otherwise defined 
herein shall have the meanings ascribed to them in such Reoffering Circular. 

CHl·i780274v4 
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The eighth paragraph under the section of the ReojJering Circular captioned "Introductol)' 
Statement" is hereby amended to read in its entirety as follows: 

Effective December 1, 2010, the Company will cause to be delivered an irrevocable 
transferable direct pay letter of credit (the "Letter ofO'edit"), issued by Wells Fargo Bank, 
National Association (the "Bank"), to provide for the timely payment of principal of and accrued 
interest (calculated for at least 45 days at the maximum rate of I 0% per annum) on, and purchase 
price of, the Bonds. The Company will be required to reimburse the Bank for all amounts drawn 
by the Trustee under the Letter of Credit pursuant to the terms of a certain letter agreement, to be 
dated as of December 1,2010 (the "Reimbursement Agreement"), between the Company and the 
Bank. The Letter of Credit will expire on December 1, 2011, unless extended or earlier 
terminated. 

* * * * 

The section of the Reofforing Circular captioned "The Letter of Credit" is hereby amended to 
read in its entirety as follows: 

THE LETTER OF CREDIT 

The following summarizes certain provisions of the Letter of Credit and the 
Reimbursement Agreement, to which reference is made for the detailed provisions thereof 
Unless otherwise defined in this ReojJering Circular, capitalized terms in the following SUl11m{/]J' 
are lIsed as defined in the Letter of Credit and the Reimbursement Agreement. The Company is 
permitted under the Indenture to deliver an Alternate Credit Facility to replace the Letter of 
Credit. Any such Alternate Credit Facility mllst meet certain requirements described in the 
Indenture. 

The Letter of Credit 

The Letter of Credit will be an irrevocable transferable direct pay letter of credit issued 
by the Bank in order to provide additional security for the payment of principal of, purchase 
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price of, interest on and premium, if applicable, on any date when payments under the Bonds are 
due, including principal and interest payments and payments upon tender, redemption, 
acceleration or maturity ofthe Bonds. The Letter of O'edit will provide for direct payments to or 
upon the order of the Trustee as set forth in the Letter of Credit in amounts sufficient to pay such 
amounts in accordance with the terms thereof, 

The Letter of Credit will be issued in an amount equal to the aggregate principal amount 
of the outstanding Bonds, plus an amount that represents interest accrued thereon at an assumed 
rate of 10% per annum for 45 days (the "Credit Amount"). The Trustee, upon compliance with 
the terms of the Letter ofO'edit, is authorized to draw up to (a) an amount sufficient (i) to pay 
principal of the Bonds, when due, whether at maturity or upon redemption or acceleration, and (ii) 
to pay the portion of the purchase price of the Bonds delivered for purchase pursuant to a 
demand for purchase by the owner thereof 01' a mandatory tender for purchase and not 
remarketed (a "Liquidity Drawing") equal to the principal amount of the Bonds, plus (b) an 
amount not to exceed 45 days of accrued interest on such Bonds at an assumed rate of 10% per 
annum (i) to pay interest on the Bonds, when due, and (ii) to pay the portion ofthe interest 
accrued on the Bonds as of any Liquidity Drawing, 

The amount available under the Letter of Credit will be automatically reduced by the 
amount of any drawing thereunder, subject to reinstatement as described below. With respect to 
a drawing by the Trustee solely to pay interest on the Bonds on an Interest Payment Date, the 
amount available under the Letter ofO'edit will be automatically reinstated in the amount of 
such drawing effective on the earlier of (i) receipt by the Bank from the Company of 
reimbursement of any drawing solely to pay interest in full or (ii) at the opening of business on 
the eleventh calendar day after the date the Bank honors such drawing, unless the Trustee has 
received written notice from the Bank by the tenth calendar day after the date the Bank honors 
such drawing the Bank is not so reinstating the available amount due to the Company's failure to 
reimburse the Bank for such drawing in full, or that an event of default has occurred and is 
continuing under the Reimbursement Agreement and, in either case, directing, an acceleration of 
the Bonds pursuant to the Indenture, With respect to a Liquidity Drawing under the Letter of 
Credit, the amount available under the Letter ofO'edit will be automatically reduced by the 
principal amount of the Bonds purchased with the proceeds of such drawing plus the amount of 
accrued interest on such Bonds. In the event of the remarketing of the Bonds purchased with the 
proceeds of a Liquidity Drawing, the amount available under the Letter of Credit will be 
automatically reinstated upon receipt by the Bank or the Trustee on the Bank's behalf of an 
amount equal to such principal amount plus accrued interest. 

The Letter of Credit will terminate on the earliest to occur of: 

(i) the Bank's close of business on December 1,2011 (such date, as extended 
from time to time in accordance with the Letter of Credit is defined as the "Stated 
Expiration Date"); 

(ii) the Bank's close of business on the date which is five Business Days 
following the date of receipt by the Bank of a certificate from the Trustee certifYing that 
(a) no Bonds remain Outstanding within the meaning of the Indenture, (b) all drawings 
required to be made under the Indenture and available under the Letter of Credit have 
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been made and honored, (c) an Alternate Credit Facility has been delivered to the Trustee 
in accordance with the Indenture to replace the Letter of Credit or (d) all of the 
outstanding Bonds were convelted to Bonds bearing interest at a rate other than the Daily 
Rate or the Weekly Rate; 

(iii) the Bank's close of business on the date of receipt by the Bank of a 
celtificate fl:om the Trustee confirming that the Trustee is required to terminate the Letter 
of Credit in accordance with the terms ofthe Indenture; 

(iv) the date on which the Bank receives and honors an acceleration drawing 
celtificate; or 

(v) the Bank's close of business on the date which is 30 days after receipt by 
the Trustee of written notice j}-om the Bank of an Event of Default under the 
$400,000,000 Revolving Credit Agreement dated as of November I, 2010 among the 
Company, the lending institutions party thereto fi'om time to time and Wells Fargo Bank, 
National Association, as Administrative Agent (the "Credit Agreement") and instructing 
the Trustee to draw under the Letter ofO·edit. 

The Reimbursement Agreement 

Pursuant to the Reimbursement Agreement, the Company is obligated to reimburse the 
Bank for all amounts drawn under the Letter of Credit, and to pay interest on all such amounts. 
The Company has also agreed to pay the Bank a periodic fee for issuing and maintaining the 
Letter of Credit. 

The Reimbursement Agreement, through incorporation of the terms ofthe Credit 
Agreement, imposes various covenants and agreements, including various financial and 
operating covenants, on the Company. Such covenants include, but are not limited to, covenants 
relating to (i) inspection of the books and financial records of the Company; (ii) mergers or 
consolidations; and (iii) disposition of assets. Any such covenants may be amended, waived or 
modified at any time by the Bank and without the consent of the Trustee or the holders of the 
Bonds. Under certain circumstances, the failure ofthe Company to comply with such covenants 
may result in a mandatory tender or acceleration ofthe Bonds. 

An Event of Default under the Credit Agreement will constitute an Event of Default 
under the Reimbursement Agreement. The following events will constitute an Event of Default 
under the Credit Agreement: 

(i) the Borrower shall fail to pay when due any principal on any Loans under the 
Credit Agreement or Reimbursement Obligations; or 

(ii) the Company shall fail to pay when due any interest on the Loans under the 
Credit Agreement and Reimbursement Obligations, any fee or any other amount payable 
hereunder or under any other Loan Document for five (5) days following the date such payment 
becomes due thereunder; or 
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(iii) the Company shall fail to observe or perform certain covenants or 
agreements contained in the Credit Agreement, including those related to mergers, disposition of 
assets and capitalization ratios; or 

(iv) the Company shall fail to give notice of a Default or Event of Default under 
the Credit Agreement within a specified number of days following knowledge of such 
occurrence; or 

(v) the Company shall fail to observe or petform any covenant or agreement 
contained in the Credit Agreement or any notes issued thereunder (other than those covered 
above) for thirty (30) days after written notice thereof has been given to the defaulting patty by 
the administrative agent, or at the request of the required lenders; or 

(vi) any representation, warranty or certification made by the Company in the 
Credit Agreement or any notes issued thereunder or in any celtificate, financial statement or 
other document delivered pursuant hereto or thereto shall prove to have been incorrect in any 
material respect when made or deemed made; or 

(vii) the Company shall (i) fail to pay any principal or interest, regardless of 
amount, due in respect of any Material Debt beyond any period of grace provided with respect 
thereto, or (ii) fail to observe or perform any other term, covenant, condition or agreement 
contained in any agreement or instrument evidencing or governing any such Material Debt 
beyond any period of grace provided with respect thereto if the effect of any failure referred to in 
this clause (ii) is to cause, or to permit the holder or holders of such Debt or a trustee on its or 
their behalfto cause, such Debt to become due prior to its stated maturity; or 

(viii) the Company shall commence a voluntary case or other proceeding seeking 
liquidation, reorganization or other relief with respect to itself or its debts under any bankruptcy, 
insolvency or other similar law now or hereafter in effect or seeking the appointment of a trustee, 
receiver, liquidator, custodian or other similar official of it or any substantial part of its property, 
or shall consent to any such relief or to the appointment of or taking possession by any such 
official in an involuntary case or other proceeding commenced against it, or shall make a general 
assignment for the benefit of creditors, or shall fail generally to pay, or shall admit in writing its 
inability to pay, its debts as they become due, or shall take any corporate action to authorize any 
of the foregoing; or 

(ix) an involuntaty case or other proceeding shall be commenced against the 
Company seeking liquidation, reorganization or other relief with respect to it or its debts under 
any bankruptcy, insolvency or other similar law now or hereafter in effect or seeking the 
appointment of a trustee, receiver, liquidator, custodian or other similar official of it or any 
substantial part of its property, and such involuntary case or other proceeding shall remain 
undismissed and unstayed for a period of 60 days; or an order for relief shall be entered against 
the Company under the Bankruptcy Code; or 

(x) any member of the ERISA Group shall fail to pay when due an amount or 
amounts aggregating in excess of $50,000,000 which it shall have become liable to pay under 
Title IV of ERISA; or notice of intent to terminate a Material Plan shall be filed under Title IV of 
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ERISA by any member of the ERISA Group, any plan administrator or any combination of the 
foregoing; or the PBGC shall institute proceedings under Title IV of ERISA to terminate, to 
impose liability (other than for premiums under Section 4007 of ERISA) in respect of, or to 
cause a trustee to be appointed to administer any Material Plan; or a condition shall exist by 
reason of which the PBGC would be entitled to obtain a decree adjudicating that any Material 
Plan must be terminated; or there shall occur a complete or partial withdrawal from, or default, 
within the meaning of Section 4219(c)(5) of ERISA, with respect to, one or more Multiemployer 
Plans which could reasonably be expected to cause one or more members ofthe ERISA Group to 
incur a current payment obligation in excess of $50,000,000; or 

(xi) the Company shall fail within sixty (60) days to pay, bond or otherwise 
discharge any judgment or order for the payment of money in excess of $20,000,000, entered 
against the Company that is not stayed on appeal or otherwise being appropriately contested in 
good faith; or 

(xii) a Change of Control shall have occurred; 

For purposes ofthe foregoing: 

"Change of Control" means (i) the acquisition by any person, or two or more persons 
acting in concert, of beneficial ownership of25% or more of the outstanding shares of voting 
stock of PPL Corporation or its successors or (ii) the failure at any time of PPL Corporation or its 
successors to own 80% or more of the outstanding shares ofthe voting stock in the Company. 

"Credit Agreement" means the $400,000,000 Revolving Credit Agreement dated as of 
November I, 20 I ° among the Company, the lending institutions party thereto from time to time 
and Wells Fargo Bank, National Association, as Administrative Agent. 

"Material Debt" means debt (other than the notes issued under the Credit Agreement) of 
the Company in a principal or face amount exceeding $50,000,000 
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Appendix C of the Reojforing Circular is hereby amended to read in its entirety as follows: 

Wells Fargo Bank, National Association 

The information under this heading has been provided solely by Wells Fargo Bank, 
National Association and is believed to be reliable. This ir?/ormation has not been verified 
independently by the Company. the Issuer or the Remarketing Agent. The Company, the Issuer 
and the Remarketing Agent make 110 representation whatsoever as to the accuracy, adequacy or 
completeness of such iJ?/ormation. 

Wells Fargo Bank, National Association 

Wells Fargo Bank, National Association (the "Bank") is a national banking association 
organized under the laws of the United States of America with its main office at 101 North 
Phillips Avenue, Sioux Falls, South Dakota 57104, and engages in retail, commercial and 
corporate banking, real estate lending and trust and investment services. The Bank is an indirect, 
wholly owned subsidiary of Wells Fargo & Company, a diversified financial services company, 
a financial holding company and a bank holding company registered under the Bank Holding 
Company Act of 1956, as amended, with its principal executive offices located in San Francisco, 
California. 

Each quarter, the Bank files with the FDIC financial reports entitled 
"Consolidated Reports of Condition and Income for Insured Commercial Banks with Domestic 
and Foreign Offices," commonly referred to as the "Call Reports." The Bank's Call Reports are 
prepared in accordance with regulatory accounting principles, which may differ from generally 
accepted accounting principles. The publicly available portions of Call Reports filed by the 
Bank with the FDIC may be obtained from the FDIC, Disclosure Group, Room F518, 550 17th 

Street, N.W., Washington, D.C. 20429 at prescribed rates, or from the FDIC on its Internet site at 
http://www.fdic.gov, or by writing to Corporate Secretary's Office, Wells Fargo Center, Sixth 
and Marquette, MAC N9305-173, Minneapolis, MN 55479. 

The Letter of Credit will be solely an obligation of the Bank and will not be an 
obligation of, or otherwise guaranteed by, Wells Fargo & Company, and no assets of Wells 
Fargo & Company or any affiliate of the Bank or Wells Fargo & Company will be pledged 
to the payment thereof. Payment of the Letter of Credit will not be insured by the FDIC. 

The information contained in this section, including financial information, relates to and 
has been obtained from the Bank, and is furnished solely to provide limited introductory 
information regarding the Bank and does not purport to be comprehensive. Any financial 
information provided in this section is qualified in its entirety by the detailed information 
appearing in the Call Reports referenced above. The delivery hereof shall not create any 
implication that there has been no change in the affairs ofthe Bank since the date hereof. 

Appendix A of the Reoffering Circular is hereby amended to read in its entirety asfollows: 
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Appendix A 

Kentucky Utilities Company-

Financial Statements and Additional Information 

This Appendix A includes the Selected Financial Data presented below relating to 
Kentucky Utilities Company ("KU''), certain risk factO/'S associated with KU, Pro Forma 
Condensed Financial 1Jifor1l1ation (Unaudited), a description of the Business of KU, 
Management's Discussion and Analysis of Financial Condition and Results of Operations 
("Management's Discllssion and Analysis"), the Consolidated Financial Statements as of 
December 31, 2009 and 2008 and for the Years Ended December 31, 2009, 2008 and 2007 
(Audited) (the "Consolidated Financial Statements '') and the Condensed Financial Statements 
as of September 30, 2010 and December 31,2009 and for the Three and Nine Months Ended 
September 30, 2010 and 2009 (Unaudited) (the "Condensed Consolidated Financial 
Statements ''). 

The iJiformation contained in this Appendix A relates to and has been obtained ji-om KU 
and ji-om other sources as shown herein. The delivery of this Supplement shall not create any 
implication that there has been no change in the ({!fairs of KU since the date hereof, or that the 
iJiformation contained or il/cO/porated by rejerence in this Appendix A is correct at any time 
subsequent to its date. In this Appendix A, ''KU'~ "the Company'~ "we'~ "us" or "0111''' refer to 
Kentucky Utilities Company. 

Summary 

Kentucky Utilities Company 

Kentucky Utilities Company, incorporated in Kentucky in 1912 and in Virginia in 1991, is a 
regulated public utility engaged in the generation, transmission, distribution and sale of electric 
energy in Kentucky, Virginia and Tennessee. We provide electric service to approximately 
515,000 customers in 77 counties in central, southeastern and western Kentucky, to 
approximately 29,000 customers in 5 counties in southwestern Virginia and to 5 customers in 
Tennessee. Our service area covers approximately 6,600 square miles. During the first three 
quarters of 2010, approximately 99% of the electricity generated by us was produced by our 
coal-fired electric generating stations. The remainder is generated by a hydroelectric power plant 
and natural gas and oil fueled combustion turbines ("CTs"). In Virginia, we operate under the 
name Old Dominion Power Company. We also sell wholesale electric energy to 12 
municipalities. 

KU is a wholly-owned subsidiary of LG&E and KU Energy LLC. On November 1, 
2010, PPL Corporation purchased all of the interests of LG&E and KU Energy LLC and, 
indirectly, all of the stock of the Company from E.ON AG, making KU an indirect wholly
owned subsidiary of PPL Corporation. KU's affiliate, Louisville Gas and Electric Company 
("LG&E"), is a regulated public utility engaged in the generation, transmission, distribution and 
sale of electric energy and natural gas in Kentucky. 
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RISK FACTORS 

An investment ill the Bonds involves a number of risks. Risks described below should be carefully considered 
together with the other information included in this Supplement, including this Appendix A. Any of the events or 
circumstances described as risks befoll' could result in a significant OJ' material ad\'el'se e:.ffect 011 our business, 
results of operations, cashjloll's ol'jinancial condition, and a corresponding decline in the price at OJ' 0111' ability 10 

repay, the Bonds. The risks and uncertainties described beloll' JJlay no/ be the only risks Gnd uncertainties that we 
face. Additionall'isks Gnd uncertainties no/ clirrently known OJ' tha/we currently deem immaterial may also result in 
a significant 01' material adverse effect on our business, results of operations, cashjlow orfinancial condition. 

Risl{s related to the Company 

Ollr husiness is subject to signijlcaltt and complex gOl'ernmental regulation. 

Various federal and state entities, including but not limited to the Federal Energy Regnlatory Commission 
(UFERC"), the Kentucky Public Service Commission (the "Kentucky Commission"), the Virginia State Corporation 
Commission (the "Virginia Commission") and the Tennessee Regulatory Authority, regulate many aspects of our 
utility operations, including: 

• the rates that we may charge and the terms and conditions of our service and operations; 

• financial and capital structure matters; 

, siting and construction of facilities; 

• mandatory reliability and safety standards, and other standards of conduct; 

• accounting, depreciation, and cost allocation methodologies; 

• tax matters; 

• affiliate restrictions; 

• acquisition and disposal of utility assets and securities; and 

• various other matters. 

Such regulations or changes thereto may subject us to higher operating costs or increased capital expenditures and 
failure to comply could result in sanctions or possible penalties. In any rate-setting proceedings, federal or state 
agencies, intervenors and other permitted parties may challenge our rate requests and ultimately reduce, alter or limit 
the rates we seek. 

Our profitability is highly dependent on our ability to recover the costs of providing euergy and utility services to 
our customers and earn an adequate return on our capital investments. \Ve currently provide services to our retail 
customers at rates approved by one or more federal or state regulatory commissions, including those commissions 
referred to above. \Vhile these rates are generally regulated based on an analysis of our costs incurred in a base year, 
the rates we are allowed to charge mayor may not match our costs at any given time. \Vhile rate regulation is 
premised on providing a reasonable opportunity to earn a reasonable rate of return on invested capital, there can be 
no assurance that the applicable regulatory commissions will consider all of our costs to have been prudently 
incurred or that the regulatOlY process in which rates are determined will always result in rates that will produce full 
recovery of our costs or an adequate return on our capital investments. If our costs are not adequately recovered 
through rates, it could have an adverse affect on our business, results of operations, cash flows or financial 
condition. 

We have agreed, subject to certain limited exceptions such as fuel and environmental cost recoveries, that no base 
rate increase would take effect for our Kentucky retail customers before January 1,2013. 
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Transmission lind illterstate market aclil'ities of file Company, as weI/lis oIlIer aspects o/the business, are 
subject to slgllificallt FERC regllialioll. 

OUf business is subject to extensive regulation by the FERC covering matters including rates charged to 
transmission users, market-based or cost-based rates applicable to wholesale customers; interstate power market 
structure; construction and operation of transmission facilities; mandatory reliability standards; standards of conduct 
and affiliate restrictions and other matters. Existing FERC regulation, changes thereto or issuances of new rules or 
situations of non-compliance, including but not limited to the areas of market-based tariff authority, Revenue 
Sufficiency Guarantee (URSO") resettlements in the Midwest Independent Transmission System Operator, Inc. 
market, mandatory reliability standards and natural gas transportation regulation can affect the earnings, operations 
or other activities of the Company. 

Changes in transmission and wholesale power market structures could increase costs or ret/lice re)'ellues. 

\Vholesale revenues fluctuate with regional demand, fuel prices and contracted capacity. Changes to transmission 
and wholesale power market structures and prices may occur in the future, are not estimable and may result in 
unforeseen effects on energy purchases and sales, transmission and related costs or revenues. These can include 
commercial or regulatory changes affecting power pools, exchanges or markets in which we participate. 

IVe undertake siglllj1cant capital projects alUl these actil'lties are subject to unforeseen costs, delays or/allures, 
as well as risk o/inadequate recol'ery o/resulting costs. 

Our business is capital intensive and requires significant investments ill energy generation and distribution and 
other infrastructure projects, such as projects for environmental compliance. The completion of these projects 
without delays or cost overruns is subject to risks in many areas, including: 

• approval, licensing and permitting; 

• land acquisitiou and the availability of suitable land; 

• skilled labor or equipment shOltages; 

• construction problems or delays, including disputes with third party intervenors; 

• increases in commodity prices or labor rates; 

• contractor performance; 

• environmental considerations and regulations; 

• weather and geological issues; and 

• political, labor and regulatory developments. 

Failure to complete our capital projects on schedule or on budget, or at all, could adversely affect our financial 
performance, operations and future growth. 

Our costs of compliance witlt, ant/liabilities linder, em'irolllllelltallaws are siglllj1cant alld are subject to 
continuing challges. 

Extensive federal, state and local environmental laws and regulations are applicable to our air emissions, water 
discharges and the management of hazardous and solid waste, among other areas; and the costs of compliance or 
alleged non-compliance cannot be predicted with certainty but could be material. In addition, our costs may increase 
significantly if the requirements or scope of environmental laws or regulations, or similar rules, are expanded or 
changed from prior versions by the relevant agencies. Costs may take the form of increased capital or operating and 
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maintenance expenses; monetary fines, penalties or forfeitures or other restrictions. Many of these environmental 
law considerations are also applicable to the operations of our key suppliers, or customers, such as coal producers, 
industrial power users, etc., and may impact the costs oftheir products or their demand for our services. 

OUI' operating results are affected by weatlter conditions, iucludillg storms and setlsonal temperature l'ar/ations, 
as well as by significant m{l/l~made or accldelltal disturbances, illcluding terrorism or lIatural disasters. 

These weather or other factors call significantly affect OUl' finances or operations by changing demand levels; 
causing outages; damaging infrastructure or requiring significant repair costs; affecting capital markets and general 
economic conditions or impacting future growth. 

JVe (Ire subject to operatiollal alldjlnflltcial risks regardillg potential de)'elopments concernillg global climate 
challge. 

Various regulatory and industry initiatives have been implemented or are under development to regulate or 
otherwise reduce emissions of greenhollse gases ("GHOs"), which are emitted from the combustion of fossil fuels 
such as coal and natural gas, as occurs at our generating stations. Such developments could include potential federal 
or state legislation or industry initiatives allocating or limiting GHG emissions; establishing costs or charges on 
GHG emissions or on fuels relating to such emissions; requiring GHG capture and sequestration; establishing 
renewable portfolio standards or generation fleet-diversification requirements to address GHG emissions; promoting 
energy efficiency and conservation; changes in transmission grid construction, operation or pricing to accommodate 
GHG-related initiatives; or other measures. Our generation fleet is predominantly coal-fired and may be highly 
impacted by developments in this area. Compliance with any new laws or regulations regarding the reduction of 
GHG emissions could result in significant changes to the Company's operations, significant capital expenditures by 
the Company and a significant increase in our cost of conducting business. \Ve may face strong competition for, or 
difficulty in obtaining, required GHG~compliallce related goods and services, including construction services, 
emissions allowances and financing, insurance and other inputs relating thereto. Increases in our costs or prices of 
producing or selling electric power due to GHG~related developments could materiaIly reduce or otherwise affect 
the demand, revenue or margin levels applicable to our power, thus adversely affecting our financial condition or 
results of operations. 

We ure subject to physical, market ullll ecollomlc risks relutillg to potell/lal effects of climute chaltge. 

Climate change may produce changes in weather or other environmental conditions, including temperature or 
precipitation changes, such as warming or drought. These changes may affect farm and agriculturally-dependent 
businesses and activities, which are an important part of Kentucky's economy, and thus may impact consumer 
demand for electric powel'. Temperature increases could result in increased overall electricity volumes or peaks and 
precipitation changes could result in altered availability of water for plant cooling operations. These or other 
meteorological changes could lead to increased operating costs, capital expenses or power purchase costs by the 
Company. Conversely, climate change could have a number of potential impacts tending to reduce demand. 
Changes may entail more frequent or more intense storm activity, which, if severe, could temporarily disrupt 
regional economic conditions and adversely affect electricity demand levels. As discussed in other risk factors, 
storm outages and damage often directly decrease revenues or increase expenses, due to reduced usage and higher 
restoration charges, respectively. GHG regulation could increase the cost of electric power, particularly power 
generated by fossil-fuels, and such increases could have a depressive effect on the regional economy. Reduced 
economic and consumer activity in our service area both generally and specific to certain industries and consumers 
accustomed to previously low-cost power, could reduce demand for our electricity. Also, demand for our services 
could be similarly lowered should consumers' preferences or market factors move to\vard favoring energy 
efficiency, low-carbon power sources or reduced electric usage generally. 

Ollr bllsilless is subject to risks associated wltlt local, llatiollal alld worldwide ecollomic couditiolls. 

The consequences of prolonged recessionary conditions may include a lower level of economic activity and 
ullcertainty or volatility regarding energy prices and the capital and commodity markets. A lower level of economic 
activity might result in a decline in energy consumption, unfavorable changes in energy and commodity prices and 
slower customer growth, which may adversely affect our future revenues and growth. Instability in the financial 
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markets, as a result of recession or otherwise, also may affect the cost of capital and our ability to raise capita1. A 
deterioration of economic conditions may lead to decreased production by our industrial customers and, therefore, 
lower consumption of electricity. Decreased economic activity may also lead to fewer commercial and industrial 
customers and increased unemployment, which may in turn impact residential customers' ability to pay. Further, 
worldwide economic activity has an impact on the demand for basic commodities needed for utility infrastructure. 
Changes in global demand may impact the ability to acquire sufficient supplies and the cost of those commodities 
may be higher than expected. 

01lr business is concenlmteli In Ille Mldwesl Uniteli Stales, speclf/cally Kenlucky. 

Although we also operate in Virginia and Tennessee, the majority of our operations are concentrated in Kentucky. 
Local and regional economic conditions, such as population growth, industrial growth, expansion and economic 
development or employment levels, as well as the operational or financial performance of major industries or 
customers, can affect the demand for energy and OUf results of operations. Significant industries and activities in our 
service territory include automotive; aluminum and steel smelting and fabrication; chemical processing; coal, 
mineral and ceramic-related activities; educational institutions; health care facilities; paper and pulp processing and 
water utilities. Any significant downturn in these industries or activities or in local and regional economic conditions 
in our service area may adversely affect the demand for electricity in our service territory. 

JVe are subject to operational risks relating to our genefllting plants, trmlsmissiollfaeililies, distribution 
equipment, information technology systems amI other assets ant! aetil'itIes. 

Operation of power plants, transmission and distribution facilities, information technology systems and other 
assets and activities subjects the Company to many risks, including the breakdown or failure of equipment; 
accidents; security breaches, viruses or outages affecting information technology systems; labor disputes; 
obsolescence; delivery/transportation problems and disruptions of fuel supply and performance below expected 
levels. Occurrences of these events may impact our ability to conduct our business efficiently or lead to increased 
costs, expenses or losses. 

Although we maintain customary insurance coverage for certain of these risks in common with some other 
utilities, we do not have insurance covering our transmission and distribution system, other than substations, because 
we have found the cost of such insurance to be prohibitive. If we are unable to recover the costs incurred in restoring 
our transmission and distribution properties following damage as a result of tornados or other natural disasters or to 
recover the costs of other liabilities arising from the risks of our business, through a change in our rates or otherwise, 
or if such recovery is not received on a timely basis, we may not be able to restore losses or damages to our 
properties without an adverse effect on our financial condition, results of operations or our reputation. 

JVe are subject to liability risks relating to our generating, transmission, distributioll and retail businesses. 

Conduct of our physical and commercial operations subjects liS to many risks, including risks of potential 
physical injury, property damage or other financial affects, caused to or caused by employees, customers, 
contractors, vendors, contractual or financial counterparties and other third-parties. 

lVe couid be llegatil'ely affected by rising Illterest rates, dOJVngrades to Ollr bOJu/ cJ'edit ratings or other negative 
del'elopments III Ollr ability to access capital markets. 

In the ordinary course of business, we are reliant upon adequate long-term and shorHerm financing means to 
fund our significant capital expenditures, debt interest or maturities and operating needs. As a capital-intensive 
business, we are sensitive to developments in interest rate levels; credit rating considerations; insurance, security or 
collateral requirements; market liquidity and credit availability and refinancing steps necessaty or advisable to 
respond to credit market changes. Changes in these conditions could result in increased costs and decreased liquidity 
to the Company. 
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. lYe are subject to commodity price risk, credit risk, cOllnterpart), risk (fnd otlter risks associatel/ witlz the energy 
business. 

General market or pricing developments or failures by cQunterparties to perform their obligations relating to 
energy, fuels, other commodities, goods, services or payments could result in potential increased costs to the 
Company. 

IVe are subject to risks associated witlt defined benefit retirement plans, healtkcare plalls, wages and other 
employee-related mat/ers. 

\Ve sponsor pension and postretirement benefit plans for our employees. Risks with respect to these plans include 
adverse developments in legislation or regulation, future costs or funding levels, returns on investments, market 
fluctuations, interest rates and actuarial matters. Changes in health care rules, market practices or cost structures can 
affect our current or future funding requirements or liabilities. \Vithout sustained growth in our investments over 
time to increase the value of our plan assets, we could be required to fund our plans with significant amounts of 
cash. \Ve are also subject to risks related to changing wage levels, whether related to collective bargaining 
agreements or employment market conditions, ability to attract and retain key personnel and changing costs of 
providing health care benefits. 

IVe are subject to risks associated wit" federal and state tax regalatiolls. 

Changes in taxation as well as the inherent difficulty in quantifYing potential tax effects of business decisions 
could negatively impact our results of operations. \Ve are required to make judgments in order to estimate our 
obligations to taxing authorities. These tax obligations include income, property, sales and use and employment
related taxes. \Ve also estimate our ability to utilize tax benefits and tax credits. Due to the revenue needs of the 
states and jurisdictions in which we operate, various tax and fee increases may be proposed or considered. \Ve 
cannot predict whether legislation or regulation will be introduced or the effect on the Company of any such 
changes. If enacted, any changes could increase tax expense and could have a negative impact on our results of 
operations and cash flows. 
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PRO FORMA CONDENSED FINANCIAL INFORMATION (UNAUDITED) 

On November I, 2010, PPL Corporation completed the purchase of all of the outstanding limited liability 
company interests ofLG&E and KU Energy LLC, our parent, for cash consideration of $2,467 million. In addition, 
PPL Corporation assumed. through consolidation, $764 million of outstanding debt, net of$163 million repurchased 
and held for reissnance, and repaid all indebtedness owed by our parent and its subsidiaries to subsidiaries of E.ON 
AG. 

The Unaudited Pro Forma Condensed Financial Statements rpro forma financial statements") have been derived 
from our historical financial statements. 

The historical financial information has been adjusted in the pro forma financial statements to give effect to pro 
forma events that are: (1) directly attributable to the acquisition; (2) factually supportable; and (3) with respect to the 
statement of operations. expected to have a continuing impact on our results. Specifically, such pro forma 
adjustments include: 

• Repayment of intercompany debt by us to E.ON AG and its affiliates, initially by intercompany loans fi'om a 
subsidiary ofPPL Corporation; 

• Adjustments to push down the new basis of accounting recorded by PPL Corporation on the post-acquisition 
balance sheet of the Company; and 

• The subsequent issuance of the $1,500,000,000 of taxable first mortgage bonds by the Company assuming 
proceeds equal to the principal amounts thereof and the use of such proceeds thereafter to repay the 
intercompany debt. 

The Unaudited Pro Forma Condensed Statements of Operations ("pro forma statements of operations") for the 
nine months ended September 30,2010 and for the year ended December 31,2009 give effect to the adjustments as 
if they were completed on January I, 2009. The Unaudited Pro Forma Condensed Balance Sheet ("pro forma 
balance sheet") as of September 30, 20 I 0 gives effect to the adjustments as ifthey were completed on September 30, 
2010. 

Assumptions and estimates underlying the pro forma adjustments are described in the accompanying notes, which 
should be read in conjunction with the pro forma financial statements. Generally accepted accounting principles in 
the United States permit up to one year from the date of acquisition to finalize all purchase accounting adjustments, 
therefore, the final amounts recorded as of the date of the acquisition may differ materially from the information 
presented in these pro fonna financial statements. These estimates are subject to change pending further review of 
the assets acquired and liabilities assumed. 

The pro forma financial statements have been presented for illustrative purposes only and are not necessarily 
indicative of results of operations and financial position that would have been achieved had the pro forma events 
taken place on the dates indicated, or the future results of operations or financial position ofthe company. 

The following pro forma financial statements should be read in conjunction with: 

• the accompanying notes to the pro forma financial statements; 

• the 2009 Annual Financial Statements and the Third Quarter Financial Statements, contained elsewhere in this 
Appendix A. 
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Pro Forma Condensed Statement of Operations 

Operating Revenues .................... " .......................................................... . $ 
Operating Expeuses 
Fuel for electric generation ....................................................................... . 
Po,ver purchased .............................................................. " .. " ................... . 
Other operation and tnailltenance .............................................. " ............. . 
Depreciation, accretion, and amortization ................................................ . 
Total Operating Expenses ..... "".""."".""."."""".""".""",,.,,""",,.,,"",, .. 
Operating Illconlc ................................................................................... .. 
Other incolne, net ...................................................................................... . 
Interest Expense." ................................ " .................................................... . 
Interest Expense - Affiliates ................ "" ............................... " .... ""." .... . 
Income from Continuing Operations Before Income Taxes ............... .. 
Income Taxes ............................................................................................. . 
Income from Continuing Operations After Income Taxes .................. . 

Nine l\Ionths Ended September 30.2010 
Actual Adlustments Pro Forma 

1,146 

391 
135 
251 
106 
883 
263 

2 
5 

55 
205 

76 
129 

(Unaudited) 
(Millions of dollars) 

$ 44(a) 
---1,ill(a) 

II 
_4(b) 

7 

$ 1.146 

391 
135 
251 
106 
883 
263 

2 
49 

216 
80 

136 

The accompanying Notes to Pro Forma Condensed Financial Statements are an integral part of these pro forma 
financial statements. See Note 3 for information on pro forma adjustment references. 
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Pro Forma Condensed Statement of Operations 

Year Emled December 31, 2009 
Actual Adjustments Pro Forma 

(Unaudited) 
(Millions of dollars) 

Operating Revenues ................................................................................ . $ 1,355 $ 1,355 
Operating Expenses 
Fuel for electric generation ...................................................................... .. 434 434 
Po\ver purchased ............................... " ..................................................... .. 199 199 
Other operation and Inailltenance ............................................................. . 320 320 
Depreciation, accretion, and amortization ............................................... .. 133 133 
Total Operating Expenses ......................................................................... . 1,086 1,086 
Operating IIlC0J11e .................... " .............................................................. . 269 269 
Other incolne, net ..................................................................................... . 6 6 
Interest Expense ........................................................................................ . 6 59(a) 65 
Interest Expense - Affiliates ................................................................... . 69 @)(a) 
Income from Continuing Operations Before Income Taxes ................ . 200 10 210 
Incollle Taxes ............................................................................................ . 67 --.1(b) 71 
Income from Continuing Operations After Income Taxes .................. . 133 6 139 

The accompanying Notes to Pro Forma Condensed Financial Statements are an integral part of these pro forma 
financial statements. See Note 3 for information on pro forma adjustment references. 
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Pro Forma Condensed Balance Sheet 

Actual 

Current Assets 
Cash and cash equivalents ......................................................................... $ 2 
Accounts receivable................................................................................... 200 
Fuel, Inaterials and snpplies....................................................................... 140 
Regulatory assets ............ ....... ....... ... ..... ... ........................................ ....... ... 14 
Prepayments and other current assets ..................................................... ". _-,--'.1,-1 
Total Current Assets .................................................................................. 367 
Investment in unconsolidated venture.................................................... 12 
Property, Plant and Equipment, l1et ....................................................... 4.470 
Deferred debits and other assets 
Regulatory assets ...................................................................................... . 215 
Goodwill ................................................................................................... . 
Other intangibles ....................................................................................... . 
Other noncurrent assets .............................................................................. __ ~4,,6 
Total deferred debits and other assets........................................................ 261 
Total Assets ............................................................................................... 5.110 

September 30. 2010 
Adjustments 

(Unaudited) 
(1\IiIIlons ofdolJars) 

$ 140(c) 

140 
68(d) 
30(1) 

(16)(e) 
573(f) 
201(g) 

l1(h) 
769 

1007 

Pro Forma 
~ 

$ 142 
200 
140 

14 
11 

507 
80 

4,500 

199 
573 
201 

57 
1,030 
6,117 

The accompanying Notes to Pro Forma Condensed Financial Statements are an integral part of these pro forma 
financial statements. See Note 3 for information on pro forma adjustment references. 
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Pro Forma Condensed Balance Sheet 

September 30. 2010 
Actual Adjustments Pro Forma Entity 

Liabilities and Equity 
Current Liabilities 
Current portion long-term debt .................................................................. $ 
Current potion long-term debt - affiliated company ............................... . 
Note payable - affiliate ........................................................................... . 
Accounts payable ...................................................................................... . 
Regulatory liabilities ................................................................................. . 
Other current liabilities ............................................................................. . 
Total Current Liabilities ........................................................................... . 
Long-term Debt. ....................................................................................... . 
Long-term Debt - Affiliates .................................................................. . 
Deferred Credits and Other Liabilities 
Deferred income taxes and investment tax credit ..................................... . 
Accumulated provision for pensions and related benefits ..................... " .. 
Asset retirelnent obligations ............................... " .................................... . 
RegulatOly liabilities ................................................................................. . 
Other liabilities ......................................................................................... . 
Total Deferred Credits and Other Liabilities ............................................ . 
Commitments and Contingent Liabilities 
Total Equity .............................................................................................. . 
Total Liabilities and Equity ..................................................................... $ 

228 
33 $ 
61 

176 
12 
62 

572 
123 

1,298 

482 
160 
59 

367 
20 

1,088 

2,029 
511Q $ 

(Unaudited) 
(Millions of dollars) 

(33)U) 

(18)(i) 

(51) 
1,501U) 

(1,298)U) 

27(p) 
--{k) 
(4)(1) 

201(m) 
17(n) 

241 

614(0) 
1007 

228 

61 
158 

12 
62 

521 
1,624 

509 
160 

55 
568 

37 
1,329 

2,643 
$ 6,111 

The accompanying Notes to Pro Forma Condensed Financial Statements are an integral part of these pro fonna 
financial statements. See Note 3 for information on pro forma adjustment references. 
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NOTES TO PRO FORMA CONDENSED FINANCIAL STATEMENTS 
(Unaudited) 

Note 1- Basis ofPl'o Forma Presentation 

The pro forma statements of operations for the nine months ended September 30,2010 and for the year ended 
December 31, 2009 give effect to the adjustments as if they were completed on January 1, 2009. The pro forma 
balance sheet as of September 30,2010 gives effect to the adjustments as if they were completed on September 30, 
2010. 

The pro forma financial statements have been derived from our historical financial statements. Assumptions and 
estimates underlying the pro forma adjustments are described in the accompanying notes, which should be read in 
conjunction with the pro forma financial statements. Since the pro forma financial statements have been prepared 
based upon preliminary estimates, the final amounts recorded at the date of the acquisition may differ materially 
from the information presented. These estimates are subject to change pending further review of the assets acquired 

. and liabilities assumed. 

The pro forma financial statements reflect the push down of the new basis of accounting for our assets and 
liabilities arising from the acquisition by PPL Corporation being accounted for based on the guidance provided by 
accounting standards for business combinations. In accordance with this accounting guidance, the assets acquired 
and the liabilities assumed have been measured at fair value by PPL Corporation and the difference between these 
assets and liabilities and the purchase price has been recorded as goodwill (this process is generally referred to as a 
purchase price allocation). In accordance with SEC guidance for whollywowned subsidiaries, these fair value 
measurements and an allocated pOltion of goodwill have been pushed down and recorded on our pro fonna financial 
statements as presented in Note 2. The fair value measurements utilize estimates based on key assumptions of the 
acquisition, and historical and current market data. These fail' value measurements and the related pro forma 
adjustments included herein may be revised as additional information becomes available and as additional analyses 
are performed. The final purchase price allocation may differ materially from the information presented. As noted 
above, the pro forma financial statements also include adjustments to reflect the issuance of the Bonds, with 
proceeds assumed to equal the principal amount thereof and used to repay indebtedness owed by us to a subsidiary 
of PPL Corporation. The indebtedness was incurred to repay loans from a subsidiary of E.ON AG in connection 
with the PPL Corporation acquisition. The preliminary result of all these adjustments is presented in Note 2. 

The amounts utilized in determining the pro forma adjustments presented on the Proforma Condensed Financial 
Statements are also set forth and described in Note 3. 

For the purpose of measuring the estimated fair value of the assets acquired and liabilities assumed, PPL 
Corporation has applied the accounting guidance for fair value measurements. Fair value is defined as the price that 
would be received to sell an asset or paid to transfer a liability in an orderly transaction between market participants 
at the measurement date. 

For purposes of measuring the fair value of the majority of property, plant and equipment and regulatory assets 
acquired and regulatory liabilities' assumed, as reflected in the pro forma financial statements, PPL has determined 
that the fair value equaled their net book value, due to the regulatory environment in which they operate. The 
regulatory commissions allow for earning a rate of return on the book values of the regulated asset bases at rates 
determined to be fair and reasonable. Since there is no current prospect for deregulation, the expectation is that these 
operations will remain in a regulated environment for the foreseeable future and this presentation represents the 
highest and best use of these assets. In addition, certain fair value adjustments have been reflected on the balance 
sheet with an offsetting regulatory asset or liability based upon agreement with the regulatOlY commissions that 
purchase accounting adjustments will not impact customers and, therefore, will not be included in any cost recovery 
mechanisms or rates on a prospective basis .. 
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Note 2 - Preliminary Push Down of Purchase Price Allocation and Replacement of Debt 

Preliminary Purchase Price Allocation 

The prelimin8lY allocation of the purchase price to the fair value of assets acquired and liabilities assumed 
includes pro forma adjustments primarily related to the fair value of equity investments, contractual arrangements, 
goodwill, noncurrent liabilities and long-term debt and related deferred income taxes. The preliminary allocation of 
the purchase price, including the replacement of debt, is as follows (ill 11lillions): 

Current assets ....................................................................................................................................... $ 
Property, plant and eqnipment ........................................................................................................... .. 
Investtllents ......................................................................................................................................... . 
Goodwill ............................................................................................................................................ .. 
Other intangibles ............................................................................................................................... .. 
Regulatory assets and other noncurrent assets .................................................................................... . 
Current liabilities ............................................................................................................................... .. 
Noncurrent liabilities .......................................................................................................................... . 
Long-term debt .................................................................................................................................. .. 
Total Equity ....................................................................................................................................... $ 

Note 3 - Pro Forma Adjustments 

The adjustments included in the pro forma financial statements are as follows: 

Adjustments to Pro Forma Condensed Statements of Operations 

507 
4,500 

80 
573 
201 
256 

(521) 
(1,329) 
(1,624) 
2643 

(a) Interest expense- Reflects the change in interest expense from the extinguishment of indebtedness owed by 
us to a subsidiaty of E.ON AG, and replacement with the taxable first mortgage bonds and the application of 
proceeds thereof. The interest expense was adjusted assuming a weighted-average interest rate of 3.9%. No 
adjustment has been made for the actual rates. 

(b) Income taxes - Reflects the income tax effect of the pro fonna adjustments, which was calculated using an 
estimated statutory income tax rate of 40%. Income tax expense includes adjustments for state taxes and certain 
federal income tax items that are calculated on a combined or consolidated basis. 

Adjustments to Pro Forma Condensed Balance Sheet 

(c) Cash - Reflects $1,500 million of estimated proceeds from the taxable first mOltgage bonds. This amount 
was offset by a $1,331 million of estimated repayment of the indebtedness and payables owed to subsidiaries of 
E.ON AG and its affiliates, the repayment of $18 million of affiliate accounts payable, and approximately 
$11 million related to the payment of debt issuance costs. 

(d) Investments - Reflects the fair value adjustment of $68 million related to our equity method investment in 
Electric Energy, Inc. 

(e) Regulatol)' assets - Reflects the offsetting regulatory asset related to the fair value adjustments associated 
with the fair value of debt, coal contracts and asset retirement obligations. These fair value adjustments have been 
reflected on the balance sheet with an offsetting regulatory asset based upon agreement with the regulatory 
commissions that purchase accounting adjustments will not impact customers and, therefore, will not be included in 
any cost recovery mechanisms or rates on a prospective basis. 

(f) Goodll'i1/- Reflects the preliminary estimate of the excess of the purchase price paid over the net fair value 
of our assets acquired and liabilities assumed. This excess is calculated as follows (in millions): 
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Purchase price ............................................................................................................................................. $ 2,643 
Less: Fair value of net assets acquired........................................................................................................ 2,070 
Estimated goodwill resulting from the acquisition..................................................................................... 573 
Less: pre-existing goodwill. ........................................................................................................................ ::--==::= 
Pro forma goodwill adjustment .................................................................................................................. $ 573 

PPL Corporation has not yet completed its goodwiH allocation evaluation, but will allocate the final al110unt of 
goodwill to its reporting units that are expected to benefit from the business combination in accordance with 
applicable accounting guidance. The resulting goodwill that will ultimately be allocated and pushed down to us 
could differ materially from the amount presented. 

(g) Other ill/angibles - Reflects the recognition of$188 million related to the fair value of celiain coal contracts 
and $13 million related the fair value of emission aIIowances. 

(h) Olher noncurrent assets - Reflects the capitalization of $11 million of estimated debt issuance costs incurred 
with the issuance of the Bonds. 

(i) Aeeolili/s payable - Reflects the payment of affiliate accounts payable to E.ON AG and its affiliates. 

(j) Deb/ - Reflects the adjustments to repay $1,331 million of indebtedness owed by us to a subsidiary ofE.ON 
AG and its affiliates. This decrease is offset by the issuance of$I,500 million of the Bonds at an assumed weighted
average interest rate of 3.9%. No adjustment has been made for the actual rates. In addition, an increase of 
$1 million was recorded to reflect the fair value of the assumed debt. The ultimate fair value determination of the 
debt will be based on prevailing market interest rates at the completion of the acquisition and the adjustment will be 
amortized as an adjustment to interest expense over the remaining life of the debt issues. 

(k) Accumulated provision jor pensions and related benefits - The accrued pension obligations have not been 
adjusted as the information required to make such adjustment was not yet available. The resulting adjustment could 
differ materially from the amount presented. 

(I) Asset retirement obligations - Reflects a $4 million adjustment to record the fair value of asset retirement 
obligations. As a result, the associated regulatory assets of $34 million were written off, and $30 million related to 
property, plant and equipment, net, were recorded. 

(m) Regula/OJ)' liabilities - Reflects the offsetting regulatOlY liability related to the fair value adjustments 
associated with the fair value of emission allowances and coal contracts. These fair value adjustments have been 
reflected on the balance sheet with an offsetting regulatory liability based upon agreement with the regulatOlY 
commissions that purchase accounting adjustments will not impact customers and therefore, will not be included in 
any cost recovery mechanisms or rates 011 a prospective basis. 

(n) Other noncurrent liabilities - Reflects the recognition of the fair value of certain coal contracts. 

(0) Equity- Reflects the net purchase accounting adjustments to increase our historical equity balance of 
$2,029 million to recognize the $2,643 million of equity from the purchase price, including the push down of 
$573 million of goodwill resulting from acquisition and other fair value adjustments previously discussed. 

(p) Deferred income taxes - Represents estimated deferred taxes calculated at our estimated statutory tax rate of 
40% applied to certain fair value adjustments recorded to the assets acquired and liabilities assumed, excluding 
goodwill. 
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MANAGEMENT'S DISCUSSION AND ANALYSIS 

The following discussion and analysis by management foclIses on those factors that had a material effect on our 
results of operations and financial condition during the periods presented and should be read in connection with the 
financial statements and notes included elsewhere in this Appendix A. The discussion contains certain forward
looking statements that involve risk and uncertainties. See "Risk Factors." 

Years Ended December 31, 2009, 2008 and 2007 

Results of Operations 

The electric utility business is affected by seasonal temperatures. As a result, operating revenues (and associated 
operating expenses) are not generated evenly throughout the year. 

Net Income 

Net income in 2009 decreased $25 million compared to 2008. The decrease was primarily the result of decreased 
operating revenues ($50 million), decreased equity in earnings ($29 million), decreased other income - net 
($3 million) and increased interest expense ($3 million), partially offset by decreased operating expenses 
($59 million) and decreased income taxes ($1 million). 

Net income in 2008 decreased $9 million compared to 2007. The decrease was primarily the result of increased 
operating expenses ($140 million) and increased interest expense ($16 million), partially offset by increased 
operating revenues ($133 million), decreased income taxes ($9 million), increased equity in earnings ($4 million) 
and increased other income - net ($1 million). 

Revenues in 2009 decreased $50 million compared to 2008 primarily due to: 

• Decreased wholesale sales ($75 million) due to lower sales volumes to LG&E ($60 million) and third-parties 
($16 million). These lower volumes were primarily due to lower economic demand caused by low spot market 
pricing during most of 2009, and due to higher scheduled coal-fired generation unit outages during 2009. Via a 
mutual agreement, we sell our higher cost electricity to LG&E for its wholesale sales and we purchase LG&E's 
lower cost electricity to serve our native load. These decreases were partially offset by increased prices 
($1 million) for sales to LG&E due to the higher cost of fuel inventory. 

• Decreased retail sales volumes delivered ($55 million) due to reduced consumption by residential customers as 
a result of milder weather and significant 2009 storm outages as well as low energy usage by industrial and 
commercial customers as a result ofweakelled economic conditions. 

• Decreased fhel costs billed to customers through a fuel adjustment clause ($2 million) due to a refund of power 
purchased costs from Owensboro Municipal Utilities ("OMU") ($6 million), partially offset by increased fuel 
prices ($4 million). 

• Decreased gains in unrealized energy marketing financial swaps ($2 million). 

Partially offset by: 

• Increased environmental cost recovelY surcharge ($50 million) due to increased recoverable capital spending. 

• Decreased merger surcredit ($13 million) due to the surcredit termination in February 2009. 

• Increased DSM cost recovery ($9 million) due to increased recoverable program spending. 
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• Increased miscellaneous revenue ($6 million) resulting from the assessment of late payment fees beginning in 
the second quarter of2009. 

• Increased retail sales revenue from base rates ($5 million) due to the increase in Virginia rates in November 
2009, and application of the Kentucky base rate settlement resulting in higher customer charge and demand 
revenue, partially offset by lower energy revenue. 

• Decreased value delivery team ("VDTH) process surcredit ($1 million) due to termination in August 2008. 

Revenues in 2008 increased $133 million compared to 2007 primarily due to: 

• Increased fuel costs billed to customers through the fuel adjustment clause ($52 million) due to increased fuel 
prices 

• Increased wholesale sales ($48 million) due to higher sales volumes and prices. Volumes increased to LG&E 
($34 million) and third-parties ($10 million) as a result of excess generation made available by LG&E via a 
mutual agreement. We sell our higher cost electricity to LG&E for LG&E to make wholesale sales and we 
purchase LG&E's lower cost electricity to serve our native load. Both the Company and LG&E experienced 
lower native load requirements due to milder weather and the weakening economy, and increased generation 
due to fewer scheduled coal-fired generation unit outages during 2008, resulting in higher volumes available for 
wholesale sales. Pricing to third-paJ1ies increased as a result of higher fuel costs ($2 million). Wholesale sales 
also increased due to gains in energy marketing financial swaps ($2 million). 

• Increased environmental cost recovery surcharge ($43 million) due to increased recoverable capital spending 

• Increased DSM cost recovery ($2 million) due to additional conservation programs 

• Increased transmission sales ($2 million) due to higher sales to LG&E 

• Decreased merger surcredit ($2 million) due to a lower rate approved by the Kentucky Commission in 
June 2008 

• Decreased VDT Sl!Ccredit ($1 million) due to its termination in August 2008. 

Partially offset by: 

• Decreased retail sales volumes delivered ($17 million) due to a 26% decrease in cooling degree days and 
weakening economic conditions 

E'l:pellses 

Fuel for electric generation comprises a large component of total operating expenses. Increases or decreases in the 
cost of fuel are reflected in retail rates through the fuel adjustment clause, subject to the approval of the Kentucky 
Commission, the Virginia Commission and the FERC. 

Electric Generation Erpeme 

Expenses related to fuel for electric generation decreased $79 million in 2009 compared to 2008 primarily due to: 

• Decreased volumes of fuel usage ($97 million) due to decreased native load and wholesale sales 

Partially offset by: 

• Increased commodity and transportation costs for coal ($18 million) 

Expenses related to fuel for electric generation increased $52 million in 2008 compared to 2007 primarily due to: 
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• Increased commodity and transportation costs for coal and natural gas ($39 million) 

• Increased generation ($13 million) due to increased utilization of coal-fired generation units as a result of fewer 
scheduled outages in 2008 

Power Purchased E'pense 

Power purchased expense decreased $22 million in 2009 compared to 2008 primarily due to: 

• Decreased prices for purchases used to serve retail customers ($18 million) due to lower spot market pricing 
and increased availability of power from OMU 

• Decreased purchases from LG&E due to lower prices ($7 million) and lower volumes ($2 million). Via a 
mutual agreement, we purchase LG&E's lower cost electricity to serve our native load. LG&E provided lower 
volumes due to its increased scheduled coal-fired outages during the fourth quarter of2009. 

• Decreased power purchased expense ($6 million) due to a refund of power purchased costs related to the OMU 
settlement. 

Partially offset by: 

• Increased third-party purchased volumes for native load ($8 million) primarily due to scheduled coal-fired 
generation unit outages. 

• Increased demand payments for third-party purchases ($3 million) on long-term contracts. 

Power purchased expense increased $53 million in 2008 compared to 2007 primarily due to: 

• Increased prices for purchases used to serve retail customers ($24 million) due to higher market prices, 
influenced by higher fuel costs 

• Increased power purchased from LG&E via a mutual agreement due to higher volumes ($8 million) and higher 
prices ($8 million). We purchase LG&E's lower cost electricity to serve oU\' native load. LG&E was able to 
provide higher volumes due to its reduced native load requirements as a result of milder weather and the 
weakening economy. 

• Increased demand payments ($7 million) for energy purchased on a long-term contract 

• Increased third-party power purchase volume for native load ($5 million) due to increased unscheduled coal
fired generation unit outages 

• Increased expenses ($1 million) dne to activities in the PJM Interconnection LLC market for the entire year of 
2008 compared to only one quarter in 2007 

Olher Operation and Alajntenance Emenses 

Other operation and maintenance expenses increased $45 million in 2009 compared to 2008 primarily due to 
increased other operation expenses ($30 million) and increased other maintenance expenses ($15 million). 

Other operation expenses increased $30 million in 2009 compared to 2008 primarily dne to: 

• Increased pension expense ($20 miIIion) due to lower 2008 pension asset investment performance. 

• Increased steam expense ($7 million) due to utilization of selective catalytic reductions year-round. 
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• Increased administrative and general expense ($5 million) due to increased DSM program spending as well as 
consulting fees for software training and increased labor and benefit costs, partially offset by decreased legal 
expenses mainly related to OMU in 2008, which case was settled in the second qUalier of2009. 

Partially offset by: 

• Decreased generation expense ($2 million) due to scheduled unit outages and routine maintenance 

Other maintenance expenses increased $15 million in 2009 compared to 2008 primarily due to: 

• Increased steam expense ($7 million) due to increased scope of work for scheduled outages. 

• Increased distribution expense ($5 million) as a result of increased repairs and higher tree trimming expense in 
2009 ($3 million) and higher storm related expense in 2009 ($2 million). 

• Increased transmission expense ($2 million) primarily due to increased overhead line maintenance for North 
American Electric Reliability Corporation ("NERC") mandatOlY reliability compliance. 

• Increased administrative and general expense ($1 million) due to increased labor and system maintenance 
contracts resulting from completion of a significant in-house customer information system project. 

Other operation and maintenance expenses increased $20 million in 2008 compared to 2007 primarily due to 
increased other operation expenses ($16 million) and increased maintenance expenses ($4 million). 

Other operation expenses increased $16 million in 2008 compared to 2007 primarily due to: 

• Increased outside services ($4 million) due to increased legal expenses as a result of on-going litigation, mainly 
withOMU 

• Increased cost of cOllsumables ($4 million) due to contract pricing and commissioning and start up costs of flue 
gas desulfurization systems (,IFGDs") 

• Increased transmission expense ($2 million) due to increased native load purchases fi'om LG&E and the 
additional costs to comply with growing SERC Reliability Corporation and NERC Mandatory Reliability 
Standards 

• Increased distribution expense ($2 million) due to storm restoration 

• Increased uucollectible accounts ($2 million) due to the weakening economy 

• Increased property taxes ($2 million) due to net decrease in expense in 2007 as a result ofthe application of coal 
tax credits 

Other maintenance expenses increased $4 million in 2008 compared to 2007 primarily due to increased 
maintenance of overhead conductors and devices ($4 million) resulting from storm restoration. 

Income fj'om Eguilv im'estment'i 

Equity income from Electric Energy, Inc. ("EEr'), in which we own 20% of the common stock, decreased 
$29 million in 2009 compared to 2008 primarily due to lower earnings resulting from decreased market prices. 

Equity income in EEl increased $4 million in 2008 primarily due to an increased average price per mega-watt 
hour sold in 2008 over the price for 2007. 
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Olher Income - Net 

Other income - net decreased $3 million in 2009 compared to 2008 primarily due to: 

• Decreased $2 million due to discontinuance of allowance for funds used during construction on environmental 
cost recovery projects as a result of the FERC rate case. 

• Decreased $lmi1lion due mainly to depreciation expense on joinHlse assets related to Trimble County Unit 2 
("TC2") transferred from LG&E and currently held for future use. 

Other income -net increased $1 million in 2008 compared to 2007, primarily due to: 

• Increased $3 million due to allowance for funds used during construction related to several large multi-year 
projects 

• Increased $1 million due to net losses on the sale of property in 2007 

Partially offset by: 

• Decreased $2 million due to lower income earned on bond deposits for special projects 

• Decreased $1 million due to settlement for Brown Station new source review litigation and related programs 

interest El;vense 

Interest expense increased $3 million in 2009 compared to 2008 primarily due to increased interest expense to 
affiliated companies ($13 million) resulting from additional debt, pattially offset by decreased interest expense 
($8 million) due to lower interest rates on bonds and ($2 million) due to lower interest rates on intercompany shOit 
term borrowings. 

Interest expense increased $16 million in 2008 compared to 2007 primarily due to increased interest expense to 
affiliated companies ($17 million) due to additional debt, partially offset by decreased interest expense ($1 million) 
due to interest received on reacquired debt. 

Depreciation 

Depreciation expense decreased $3 million in 2009 compared to 2008, primarily due to the decrease in 
depreciation rates that became effective in February 2009, mainly related to an increase in the estimated useful lives 
on transmission and distribution assets. 

Depreciation expense increased $15 million in 2008 compared to 2007, primarily due to al1 increase in capital 
assets that were placed in service in 2008. 

Income Tar Erpense 

Components ofincome tax expense are shown in the table below: 

..1!!Q2.. ...1l!!llL 2007 
(In millions) 

Current - federal ........................................................................................................... $ (5) $ 46 $ 28 
- state .......................................................................................................................... I 10 13 

Deferred - federal- net .............................................................................................. 43 (10) (5) 
- state -net ............................................................................................................... 7 (3) (1) 

Investment tax credit - deferred ................................................................................... 21 25 43 
Alnortization ofinveshllent tax credit .......................................................................... ,,--== _ill 
Total inC0l11e tax expense ." ........................................................................................... ,~ $ 68 Lll 
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Deferred federal and state income tax expense increased in 2009 compared to 2008, primarily due to temporary 
differences related to storm costs and depreciation. The temporary differences also resulted in an offsetting decrease 
to current federal and state taxes in 2009. Current federal income tax expense increased and investment tax credit
deferred decreased primarily due to claiming $18 million less in investment tax credits in 2008. Current state income 
tax decreased due to coal credits claimed in 2008. Deferred federal income tax expense decreased in 2008 compared 
to 2007, primarily due to adjusting prior year estimates to actual based on the filed tax return. 

Cash Flows from Operating Activities 

Cash provided by operations in 2009 was $39 million less than cash provided by operations in 2008 and was 
primarily the result of decreases in cash due to changes in: 

• Storm restoration expenses ($55 million) deferred for fhture recovery as regulatory assets 

• Accounts receivable ($16 million) due to timing of payments received from the Illinois Municipal Electric 
Agency ("I MEA") and the Indiana Municipal Power Agency ("IMP A") in 2008 

• Pension and postretirement funding ($15 million) due to increased contributions made in 2009 

• Accounts payable ($12 million) primarily due to fuel purchases and timing of payments 

• Prepayment and other current assets ($2 million) 

These decreases were partially offset by increases in cash due to changes in: 

• Earnings, net of non-cash items ($49 million)'l) 

• Materials and supplies ($5 million) primarily due to a decrease in cash used for coal inventory 

• Other ($7 million) 

(1) Management uses the term "earnings, net of non-cash items" in its discussion of cash flows from operating 
activities to describe net income adjusted by income or expenses not requiring cash currently, including 
depreciation, accretion, amortization, deferred income taxes, investment tax credits, provision for pension 
and postretirement benefits and other non-cash items. Although Hearnings, net of non-cash items" may not 
be a measure determined in accordance with accounting principles generally accepted in the United States, 
the measure facilitates the analysis by management and investors of the Companies' cash flows from 
operating activities. 

Cash provided by operations in 2008 was $19 million less than cash provided by operations in 2007 and was 
primarily the result of decreases in cash due to changes in: 

• Materials and supplies ($55 million) primarily due to increased fuel inventory volumes and higher fuel costs 

• Earnings, net of non-cash items ($15 millioni1
) 

• Other ($12 million) primarily due to changes in utility plant and customer advances for construction 

• Prepayment and other current assets ($2 million) 

• \Vind storm regulatory asset ($2 million) due to new regulatory asset for Hurricane Ike restoration expenses 

These decreases were partially offset by increases in cash due to changes in: 

• Accounts receivable ($28 million) due to timing of payments received from lMEA and IMPA 
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, Accounts payable ($24 million) primarily due to construction accruals related to FOD projects and TC2 

• Pension and postretirement funding ($14 million) due to contributions made in 2007 

, Other current liabilities ($1 million) 

Cash Flows from Investing Activities 

The primary use of funds for investing activities continues to be for capital expenditures. Net cash used for 
investing activities decreased $188 million in 2009 compared to 2008 primarily due to decreased capital 
expenditures of $170 million, assets purchased from LO&E of $10 million in 2008 and changes in restricted cash 
fi·om bonds issued in 2008 used to fund environmental equipment of $8 million. Restricted cash represents the 
escrowed proceeds cfthe pollution control bonds, which are disbursed as qualifying costs are incurred. 

Net cash used for investing activities decreased $42 million in 2008 compared to 2007 primarily due to decreased 
capital expenditures of $63 million, partially offset by decreased restricted cash of $11 million and an asset 
purchased from LO&E of $10 million. Restricted cash represents the escrowed proceeds of the pollution control 
bonds, which are disbursed as qualifying costs are incurred. 

Cash Flows frolll FinAncing Activities 

Net cash provided by financing activities decreased $151 million due to decreased long-term borrowings from 
affiliated company of $100 million, lower equity contributions in 2009 of $70 million and reduced issuance of tax
exempt bonds in 2009 totaling $17 million, all of which were partially offset by an increase of short-term borrowing 
from affiliate of$36 million. 

Net cash provided by financing activities decreased $15 million in 2008 compared to 2007, primarily due to 
decreased long-term borrowings from affiliated company of $198 million, reacquisition of bonds of $80 million, 
retirement of pollution control bonds of $60 million and issuance of pollution control bonds of $1 million, partially 
offset by the retirement of first mortgage bonds of $107 million in 2007, increased infusions from our Parent of 
$70 million, decreased repayment of shOli-term borrowings from affiliate - net of $67 million, reissuance of 
reacquired bonds of$63 million and retirement of reacquired bonds of$17 million. 

See Note 7 to our 2009 Annual Financial Statements and Note 8 to our Third Quarter Financial Statements, each 
included elsewhere in this Appendix A, for information of redemptions, maturities and issuances of long-term debt. 

Results of Operations 

Net Income 

Three Months Ended September 30, 2010, Compared to 
Three Months Ended September 30, 2009 

Net income was $54 million for the three months ended September 30, 2010, compared to $66 million for the 
same period in 2009. The decrease was primarily the result ofthe following (In millions of$): 
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Three Months 
Ended 

September 30. 
2010 

Total operating revenues ...................................................................................... $ 416 
Total operating expenses ...................................................................................... ---.lll 
Operating income ................................................................................................ 105 
Interest expense to affiliated companies............................................................... 18 
Other income (expense) -net ............................................................................. __ UJ 
Incolne before incolne taxes .... " ............ "............................................................ 86 

lucorne tax expense .............................................................................................. ~ 
Net income ........................................................................................................... £ S4 

Re~'eltlieS 

2009 
$ 341 
~ 

125 
18 

-----iZ) 
105 

---...J2 
$ 66 

Increase 
(Decrease) 

$ 75 
--.2,l 

(20) 

__ 1 
(19) 

_Sf.) 
U!2) 

The $75 million increase in operating revenues in the three months ended September 30, 2010, was primarily due 
to (in millions of$): 

Increase 
Wecrease) 

Retail sales volumes(a)............................................................................................................................... $ 40 
Retail base rates(b) ........ ......... ......... ............... ................... ............................. ............ .......... ........... .... ....... 14 
ECR surcharge due to increased recoverable capital spending................................................................... 10 
Retail fuel adjustment clause (UF AC") costs billed to customers due to higher fuel prices ....................... 6 
Other ........................................................................................................................................................... __ 5 

$ 75 

(a) Primarily due to increased consumption by residential customers as a result of increased cooling degree days 
and higher energy usage by industrial customers as a result of improved economic conditions and increased 
cooling degree days. 

(b) Primarily due to higher rates effective August 1, 2010. See Note 2 to our Third Quarter Financial Statements, 
included elsewhere in this Appendix A, for further discussion ofthe 2010 Kentucky rate case. 

Expenses 

Fuel for electric generation comprises a large component oftotal operating expenses. Increases or decreases in the 
cost of fuel are reflected in retail rates through the F AC, subject to the approval of the Kentucky Commission, the 
Virginia Commission and the FERC. Operating expenses follow (in millions of$): 

Thrce Months 
Endcd 

Fuel for electric generation .................................................................................. . 
Po\ver purchased................................................................................................... 41 
Other ope;ation and .maintenance ~xp~llses.......................................................... 86 
DepreCiation, accretIOn and amortization ............................................................. ~ 
Total operating expenses ..................................................................................... $ 311 

Electric Generation Eyvense 

$ 114 
47 
22 

--.ll 
L2J.G 

Increase 
(Decrease) 

$ 32 
(6) 
64 

__ 5 

L25 

The $32 million increase in fuel for electric generation in the three months ended September 30, 2010, was 
primarily due to increased volumes of fuel usage due to increased retail sales volumes. 
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The $6 million decrease in power purchased expense in the three months ended September 30, 2010, was 
primarily due to (in millions of$): 

Increase 
(Decrease) 

Third-party purchased volumes for native load............................................................................................ $ (8) 
Demand payments for third-party purchase ........... " ..................................... ".............................................. (4) 
Prices for purchases used to serve retail clIstolners ...................................................................................... __ 6 

U0 

Other Operation and Alainlel1ance Ewenses 

Other operation and maintenance expenses increased $64 miJIioll in the three months ended September 30, 2010, 
due to $55 million of increased maintenance expenses, and $9 million of increased other operation expenses. These 
increases were primarily due to distribution expenses ($53 million related to maintenance and $4 million related to 
other operations) incurred in the first quarter of 2009 for wind and ice storm restoration that were reclassified to a 
regulatory asset in the third quarter of2009. 

Income Tar Erpense 

See Note 7 to our Third Qualier Financial Statements, included elsewhere in this Appendix A, for a reconciliation 
of differences between the U.S. federal income tax expense at statutory rates and our income tax expense. 
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Results of Operations 

Net Income 

Nine Months Ended September 30, 2010, Compared to 
Nine Months Ended September 30, 2009 

Net income was $129 million for the nine months ended September 30, 2010, compared to $99 million for the 
same period in 2009. The increase was primarily the result of the following (in millious of$): 

Nine Months Ended 
Sentember 30. 

2010 2009 
Total operating revenues ...................................................................................... $ 1,146 $ 1,009 
Total operating expenses ...................................................................................... _----:8"'8'C3 8 12 
Operating income ................................................................................................ 263 197 
Interest expense to affiliated companies............................................................... 55 51 
Other income (expense) - net ............................................................................. (3) 2 
Incolne berore illCOlue taxes ................................................................................ 205 148 
Income tax expense .............................................................................................. 76 49 
Net incolne ........................................................................................................... $ 129 $ 99 

Rel'elllles 

Increase 
mecrease) 
$ 137 
~ 

66 
4 

-----ill 
57 

----.XL 
$ 30 

The $137 million increase in operating revenues in the nine months ended September 30, 20 I 0, was primarily due 
to (in millions of$): 

Increase 
<Decrease) 

Retail sales volullles( a) ........ ........ ....... .................................... ............ ........... ....... ...... ................ ......... ............ $ 98 
Retail base rates(b) ............ .......... ....... ............ ................................... ......... ............................. .......... .............. 14 
ECR surcharge due to increased recoverable capital spending........................................................................ 10 
Miscellaneous operating revenue( c) ................................................................................................................ 8 
DSM revenue due to increased recoverable program spending....................................................................... 6 
Other ................................................................................................................................................................ __ 1 

$ 137 

(a) Primarily due to increased consumption by residential customers as a result of increased cooling and heating 
degree days and higher energy usage by industrial customers as a result of improved economic conditions and 
increased cooling and heating degree days. 

(b) Primarily due to higher rates effective August I, 2010. See Note 2 to our Third Quarter Financial Statements, 
included elsewhere in this Appendix A, for further discussion ofthe 2010 Kentucky rate case. 

(c) Primarily related to increased late payment charges and transmission service revenues. 
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E'(pellses 

Fuel for electric generation comprises a large component aftotal operating expenses. Increases or decreases in the 
cost of fuel are reflected in retair rates through the F AC, subject to the approval of the Kentucky Commission, the 
Virginia Commission and the FERC. Operating expenses follow (In millions of $): 

Fuel for electric generation ................................................................. " .......... . 
Po\ver purchased ............................................................................................. . 
Other operation and maintenance expenses .................................................... . 
Depreciation, accretion and amortization ....................................................... . 
Total operating expenses ............................................................................... . 

Electric Generation E\pense 

Nine Months Ended 
Sentember 30. 

2010 
$ 391 

135 
251 
~ 
lLa81 

2009 
$ 329 

154 
230 

---.22 
SJll 

Increase 
!Decrease) 

$ 62 
(19) 
21 

__ 7 
,L2l 

The $62 million increase in fuel for electric generation in the nine months ended September 30, 2010, was 
primarily due to (In millions of$): 

Fuel usage volumes due to increased 

Increase 
(Decrease) 

native load and wholesale sales ................................................................................................................... $ 73 
Commodity and transportation costs for 
coal......... ................ ...... ........ .................................... ............. .............. ....... ......... ....... ..... ................ ............ ---Dl) 

~ 

Power Purchased Etpeme 

The $19 million decrease in power purchased expense in the nine months ended September 30, 20 I 0, was 
primarily due to (In millions of$): 

Increase 
!Decrease) 

Third-party purchased volumes for native load ............................................................................................ $ (16) 
Purchases from LG&E due to volume(a) ..................................................................................................... (13) 
Demand payments for third-party purchases ................................................................................................ (5) 
Prices for purchases used to serve retail customers ...................................................................................... 7 
OMU settlement received in 2009(b) ........................................................................................................... 6 
Purchases from LG&E due to fuel costs....................................................................................................... __ 2 

~ 

(a) Primarily due to increased consumption by residential customers at LG&E as a result of increased cooling and 
heating degree days and increased coal-fired generation outages in the first six months of 2010 and higher 
energy usage by industrial customers as a result of improved economic conditions and increased cooling and 
heating degree days. See Note 1 ° to our Third Quarter Financial Statements, included elsewhere in this 
Appendix A, for futiher discussion of the mutual agreement for wholesale sales and purchases between the 
Companies. 

(b) See Note 9 to our Third Quarter Financial Statements, included elsewhere in this Appendix A, for further 
discussion of the OMU settlement. 

Other Operation and A1aintenGnce Etvenses 

Other operation and maintenance expenses increased $21 million in the nine months ended September 30,2010, 
due to $19 million of increased other operation expenses and $2 million of increased maintenance expenses. 
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Other Operation Etvenses 

The $19 million increase in other operation expenses in the nine months ended September 30, 2010 was primarily 
due to (in millions of$): 

Increase 
(Decrease) 

Transmission expense( a) ......... ......... ..... ......... ........... ............ ................ .............. ..... ....................................... $ 7 
Administrative and general(b) .......... ..... ......... ............... ........ ........... ..... ................ ........... .................... ........... 6 
Steam expense due to increased generation in 2010........................................................................................ 5 
Other .......................................... ,........ ......................... ............... ........ .............................. ............................... __ 1 

$ 19 

(a) Primarily due to transmission expense for a third party pursuant to a settlement agreement, the establishment of 
a regulatory asset approved by the Kentucky Commission for the EKPC settlement in 2009, net of nine months 
of amortization expense recorded in 2010, and increased transmission expense due to transmission charges for 
PERC jurisdictional municipal customers now unbundled from energy. 

(b) Primarily due to increased bad debt expense due to higher billed revenues, implementation of a late payment 
charge and a higher net charge-off percentage, increased labor costs, and increased insurance cost. 

Interest E"pense to Afilliated Companies 

The $4 million increase in interest expense to affiliated companies in the nine months ended September 30,2010, 
was primarily due to increased intercompany notes outstanding. 

Income Tax Etpense 

See Note 7 to our Third Quarter Financial Statements, included elsewhere in this Appendix A, for a reconciliation 
ofdifTerences between the U.S. federal income tax expense at statutory rates and our income tax expense. 

Liquidity and Capital Resources 

September 30, 
2010 

December 31, 
2009 

(in millions) 

Cash and cash equivalents .......................................................................................... . $ 2 $ 2 
Current portion of long-term deb!.. .................. """'"'''''''''''''''' .................................. . 228 228 
Current portion oflong-term debt to affiliated company ............................................ . 33 33 
Notes payable to affiliated company ......................................................................... .. 61 45 

Activity in our cash and cash equivalents in the nine months ended September 30, 2010, included the following: 

Cash provided by operating activities .................................................................................... , .................. .. 
Construction expenditures ........................................................................................................................ .. 
A net increase in short-term borrowings from affiliated company ............................................................ . 
Expenditures to purchase assets frolll affiliate ........................................................................................... . 
Payment of dividends ................................................................................................................................ . 

Increase 
<Decrease) 

(In millions) 
$ 300 

(218) 
16 

(48) 
----12Q) 
$ 

\Ve use net cash generated from our operations, external financing, financing from affiliates and/or infusions of 
capital from our Parent mainly to fund construction of plant and equipment. As of September 30, 2010, we had a 
1V0rking capital deficiency of $205 million, primarily due to the terms of certain tax-exempt bonds totaling 
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$228 million which allow the investors to put the bonds back to the Company causing them to be classified as 
current portion oflong-tenll debt. We believe we have adequate liquidity facilities to repurchase any bonds put back 
to the Company. \Vorking capital deficiencies can be funded through an intercompany money pool agreement or 
through a syndicated credit facility as described below. We believe that our sources of funds will be sufficient to 
meet the needs of our business in the foreseeable future. 

On November 1, 2010, we entered into a new $400 million unsecured Revolving Credit Agreement, expiring 
December 31, 2014. Under this credit facility, we have the ability to make cash borrowings and to request the 
lenders to issue letters of credit. Borrowings will generally bear interest at LIBOR-based rates plus a spread, 
depending upon our senior unsecured long-term debt rating. The new credit facility contains a financial covenant 
requiring our debt to total capitalization to not exceed 70% and other customary covenants. Under certain 
conditions, we may request that the facility's capacity be increased by up to $100 million. This new credit facility 
replaced an existing bilateral line of credit totaling $35 million that was terminated on the effective date of the new 
facility. 

In addition, we maintain letter of credit facilities under which foUl' letters of credit have been issued totaling 
$198 million, which support existing pollution control bonds totaling approximately $195 million. We plan to 
substitute letters of credit issued under our new Revolving Credit Agreement for these letters of credit currently 
supporting pollution control bonds. After the substitution, we plan to terminate these letter of credit facilities. 

\Ve also participate in an intercompany money pool agreement wherein our Parent and/or LG&E make funds 
available to us at market-based rates (based on highly rated commercial paper issues) up to $400 million. 

\Ve, through OUl' Parent, sponsor pension and postretirement benefit plans for our employees. The performance of 
the capital markets affects the values ofthe assets that are held in trust to satisfY future obligations under the defined 
benefit pension plans. The market value of the combined investments, including the impact of benefit payments, 
within the plans increased by approximately 15% for the year ended December 31, 2009. The benefit plan assets and 
obligations of OUl' Parent and the Company are remeasured annually using a December 31 measurement date. 
Itwestment gains in 2009 resulted in a decrease to the plans' unfunded status upon actuarial revaluation of the plans, 
while investment losses in 2008 had the opposite effect. OUl' 2009 pension cost was approximately $20 million 
higher than 2008. We anticipate our 2010 pension cost will be approximately $5 million less than the 2009 expense. 
The amount of future funding will depend upon the actual return on plan assets, the discount rate and other factors, 
but we fund our pension obligations in a manner consistent with the Pension Protection Act of 2006. In January 
2010, we made a voluntary contribution to our pension plan of$13 million. 

Future Capital Requirements 

Our cOl1stmction program is designed to ensure that there will be adequate capacity and reliability to llleet the 
electric needs of our service area and to comply with environmental regulations. These needs are continually being 
reassessed and appropriate revisions are made, when necessary, in construction schedules. At September 30, 2010, 
we estimated our capital expenditures for the three-year period ending December 31,2012 to total approximately 
$1,125 million, consisting primarily of on-going construction related to generation assets totaling approximately 
$305 million, ash pond and landfill projects totaling approximately $210 million, on-going construction related to 
distribution assets totaling approximately $245 million, selective catalytic reduction projects totaling approximately 
$155 million, installation of FGDs on Ghent and Brown units totaling approximately $125 million, information 
technology projects totaling approximately $35 million, other projects totaling approximately $25 million and 
construction ofTC2 totaling approximately $25 million (including $5 million for environmental controls). 

In addition to the amounts above, evolving environmental regulations will likely increase the level of capital 
expenditures above the amounts currently expected over the next several years. \Vith respect to NAAQS, CA TR, 
CAMR (each as defined and described under "Business ~ Environmental Matters") replacement and coal 
combustion byproducts developments, based on a preliminary analysis of proposed regulations, we may be required 
to consider actions such as upgrading existing emissions controls, installing additional emissions controls, upgrading 
byproducts disposal and storage and possible early replacement of coal-fired units. Our capital expenditures 
associated with such actions are preliminarily estimated to be in the $1.7 billion range over the next 10 years, 
although final costs may substantially vary. With respect to potential developments in water discharge, revised PCB 
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standards, or GHG initiatives, costs in such areas cannot be estimated due to the preliminary status or uncertain 
outcome of such developments, but would be in addition to the above amounts and could be substantial. See Note 9 
to our Third Quarter Financial Statements, included elsewhere in this Appendix A, for further discussion of 
environmental matters. 

Future capital requirements may be affected in varying degrees by factors slIch as electric energy demand load 
growth, changes in construction expenditure levels, rate actions by regulatory agencies, new legislation, changes in 
commodity prices and labor rates, changes in environmental regulations and other regulatory requirements. Credit 
market conditions can affect aspects ofthe availability, terms or methods in which we fund our capital requirements. 
\Ve anticipate funding future capital requirements through operating cash flow, issuance of debt (including issuance 
of first mortgage bonds) and/or infusions of capital from our Parent. 

\Ve have a variety offunding alternatives available to meet our capital requirements. \Ve maintain a $400 million 
unsecured revolving credit facility with a maturity date of December 31, 2014, and we participate in an 
intercompany money pool arrangement wherein our Parent and/or LG&E make funds of up to $400 million 
available to the Company at market-based rates. 

Regulatory approvals are required for the Company to incur additional debt. The Virginia Commission and the 
FERC authorize the issuance of short-term debt while the Kentucky Commission, the Virginia Commission and the 
Tennessee Regulatory Authority authorize the issuance of long-term debt. In November 2009, we received a two
year authorization from the FERC to borrow up to $400 million in short-term funds. \Ve also have authorization 
fi'om the Virginia Commission that expires at the end of 20 II allowing short-term borrowing of up to $400 million. 
We currently believe this authorization provides the necessary flexibility to address any liquidity needs. As of 
September 30,2010, we have borrowed $61 million ofthis authorized amount. 

In September 2010 the Kentucky Commission, and in October 2010 the Virginia Commission and the Tennessee 
Regulatory Authority, issued orders in the Company's respective financing cases associated with the PPL 
acquisition. The orders each authorized the Company to: 

• issue notes to a PPL affiliate to repay previously outstanding debt with an affiliate ofE.ON AG; 

• issue first mortgage bonds up to $1.556 billion to 

• refund notes due to affiliates and 

• fund our cash needs; 

• issue first mortgage bonds to secure and collateralize existing pollution control debt obligations; 

• enter into and perform obligations under hedging agreements in connection with the issuance of the above first 
mortgage bonds; and 

• enter into a multi-year revolving credit facility in an amount not to exceed $400 million. 

See Notes 7, 8 and 9 to our 2009 Annual Financial Statements and Notes 8 and 9 to our Third Quarter Financial 
Statements, each included elsewhere in this Appendix A, for additional information. 
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Contractual ObJigations 

The following table is provided to summarize contractual cash obligations, as estimated by the Company at 
December 31, 2009. \Ve anticipate cash from operations and external financing will be sufficient to fund future 
obligations. 

Pal'ments Due b1' Period 
Contractual Cash Obligations ..1Q!lL 2011 ...1Q!L ..JQ!L ..1llli... Thereafter Total 

(In millions) 
Short-term debt(a) .................................................... $ 45 $ $ $ $ $ $ 45 
Long-term debt(b)(j) ................................................ 33 50 175 100 1,324(b) 1,682 
Interest on long-term debt to affiliated 

company(c)(k) ....................................................... 73 72 71 67 61 424 768 
Interest on fixed rate bonds(d) ................................. 2 2 2 2 2 21 31 
Operating leases(e) .................................................. 7 6 5 4 4 3 29 
Unconditional power purchase obligations(f) .......... 16 10 10 II 12 177 236 
Coal and gas purchase obligations(g) ...................... 391 307 145 88 92 1,023 
Postretirement benefit plan obligations(h)............... 5 6 6 6 6 34 63 
Other obligations(i) .............................. : ................... .---:n __ 5 62 
Total contractual cash obligations ........................... $ 629 $ 408 $ 289 $ 353 $ 277 S 1,283 $ 3232 

(a) Represents borrowings from affiliated company due within one year. 

(b) Includes $228 million of pollution control bonds classified as current liabilities, which bonds are subject to 
tender for purchase at the option of the holder and to mandatory tender for purchase upon the occurrence of 
certain events. Maturity dates for these bonds range from 2023 to 2034. 

(c) Represents future interest payments on long-term debt to affiliated company. 

Cd) Represents interest on fixed rate long-term bonds. Future interest obligations on variable rate long-term bonds 
cannot be quantified. 

(e) Represents flIture operating lease payments. 

(f) Represents future minimum payments under OMU and Ohio Valley Electric Corporation power purchase 
agreements through May 2010 and 2026, respectively. 

(g) Represents contracts to purchase coal and natural gas transportation. Obligations for 2015 and 2016 are 
indexed to future market prices and are not included above, since prices will be set in the future using the 
contracted methodology. 

(h) Represents currently projected cash flows for the postretirement benefit plan as calculated by the actuary. 

(i) Represents construction commitments, including commitments for Te2 and the FODs. 

Gl Includes long-term debt to affiliate of $1,298 million in long-term debt and $33 million in shOli-term debt, 
which was replaced with other affiliate borrowings at the time of the PPL acquisition of our Parent, which 
borrowings will be repaid with proceeds ofthe Bonds. 

(k) Debt to affiliate will be repaid with the proceeds ofthe Bonds, thereby modifYing future interest obligations. 

Off-Balance Sheet Arrangements 

We have very limited off-balance sheet activity. See Note 9 to our 2009 Annual Financial Statements, included 
elsewhere in this Appendix A, for more information. 
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As a company with significant coal-fired generating assets, we could be substantially impacted by pending or 
future environmental rules or legislation requiring mandatory reductions in GHG emissions or other air emissions, 
imposing more stringent standards on discharges to waterways, establishing additional requirements for the handling 
or disposal of coat combustion byproducts, or addressing other environmental matters. However, the precise impact 
on our operations, including the reduction targets and deadlines that would be applicable, cannot be determined prior 
to the finalization of such requirements. 

The cost to the Company and the effect on our business of complying with potential GHG restrictions will depend 
upon the details ofthe programs ultimately enacted. Some of the design elements which may have the greatest effecl 
on the Company include (a) the required levels and timing of any carbon caps or limits, (b) the emission sources 
covered by such caps or limits, (c) transition and mitigation provisions, such as phase-in periods, free allowances or 
price caps, Cd) the availability and pricing of relevant GHG-reduction technologies, goods or services and 
(e) economic, market and clIstomer reaction to electricitY price and demand changes due to GHG limits. "While the 
costs to comply with future GHG developments are not currently determinable, such costs could be significant. 

Ultimately, environmental matters or potential environmental matters represent an important element of current 
Or future potential capital requirements, future unit retirement or replacement decisions, supply and demand for 
electricity, operating and maintenance expenses or compliance risks for the Company. \Vhile we currently anticipate 
that many of such direct costs or effects may be recoverable through rates or other regulatory mechanisms, 
pat1icularly with respect to coal~related generation, the availability, timing or completeness of such rate recovery 
cannot be assured. Ultimately, climate change matters could result in material effects on our results of operations, 
liquidity and financial condition. 

Growing global, national and local attention to climate change matters has led to the development of various 
international, federal, regional and state laws and regulations directly or indirectly relating to emissions of GHGs, 
including carbon dioxide, which is emitted from the combustion of fossil fuels such as coal and natural gas, as 
occurs at our generating stations. In particular, beginning in January 2011, GHG emissions from statiollalY sources, 
including our generating assets, will be subject to regulation by the EPA under the Prevention of Significant 
Deterioration and Title V provisions of the federal Clean Air Acl through the GHG "tailoring" rule. Other 
developing laws and regulations include a variety of mechanisms and stmctures to regulate GHGs, including direct 
limits or caps, emission allowances or taxes, renewable generation requirements or standards and energy efficiency 
or conservation measures, and may require investments in transmission, alternative fuel or carbon sequestration or 
other emission reduction technologies. See "Business ~ Environmental Matters," Note 9 to our 2009 Annual 
Financial Statements and Note 9 to our Third Qum1er Financial Statements, each included elsewhere in this 
Appendix A, for additional information. 

Quantitative and Qualitative Disclosures about l\lal'l{et Risk 

\Ve conduct energy trading and risk management activities to maximize the value of power sales from physical 
assets we own. Energy trading activities are principally forward financial transactions to manage price risk and are 
accounted for as non~hedging derivatives on a mark-te-market basis in accordance with the derivatives and hedging 
topic of the Financial Accounting Standards Board's C"FASB") Accounting Standards Codification C"ASC"). 

The Company manages its cost of borrowing by utilizing both fixed and floating rate debt. The exposure to 
floating rate debt can be mitigated through the use of in Ie rest rate swaps. We currently do not have any interest rate 
swaps in place. 

For more information, see Note 3 to our 2009 Annual Financial Statements and Note 4 to our Third Quarter 
Financial Statements, each included elsewhere in this Appendix A. 

Critical Accounting PoIicieslEstimates 

Preparation of financial statements and related disclosures in compliance with generally accepted accounting 
principles requires the application of appropriate technical accounting rules and guidance, as well as the use of 
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estimates. The application of these policies necessarily involves judgments regarding future events, including legal 
and regulatory challenges and anticipated recovery of costs. These judgments could materially impact the financial 
statements and disclosures based on vatying assumptions, which may be appropriate to use. In addition, the financial 
and operating environment also may have a significant effect, not only on the operation of the business, but on the 
results reported through the application of accounting measures used in preparing the financial statements and 
related disclosures, even if the nature of the accounting policies applied has not changed. Specific risks for these 
critical accounting policies are described in the notes to our audited and unaudited financial statements included 
elsewhere in this Appendix A. Each of these has a higher likelihood of reslilting in materially different reported 
amounts under different conditions or using different assumptions. Events rarely develop exactly as forecasted, and 
the best estimates routinely require adjustment. 

Recent accounting pronoullcements and critical accounting policies and estimates including unbilled revenue, 
allowance for doubtful accounts, regulatory mechanisms, pension and postretirement benefits and income taxes are 
detailed in Notes I, 2, 5, 6 and 9 to ollr 2009 Annual Financial Statements and Notes 1, 2, 6, 7 and 9 to our Third 
Quarter Financial Statements, each included elsewhere in this Appendix A. 

Controls and Procedures 

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

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

As of December 31, 2009, we are not subject to the internal control and other requirements of the Sarbanes-Oxley 
Act of2002 and associated rules ("Sarbanes-Oxley") and consequently are not required to evaluate the effectiveness 
of our internal control over financial reporting pursuant to Section 404 of Sarbal1es-Oxley. However, management 
has assessed the effectiveness of our internal control over financial reporting as of December 31,2009, using the 
criteria set forth by the Committee of Sponsoring Organizations of the Treadway Commission in Internal Control ~ 
Integrated Framework. Management has concluded that, as of December 31, 2009, our internal control over 
financial reporting was effective based on those criteria. There have been no changes in our internal control over 
financial reporting that occurred during the twelve months ended December 31,2009, or during the nine months 
ended September 30,2010, that have materially affected, or are reasonably likely to materially affect our internal 
control over financial repolting. 

The effectiveness of our internal control over financial reporting as of December 31,2009, has been audited by 
PricewaterhouseCoopers LLP, an independent accounting firm, as stated in its report which is included within our 
2009 Annual Financial Statements included elsewhere in this Appendix A. 
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BUSINESS 

Overview 

Kentucky Utilities Company, incorporated in Kentucky in 1912 and in Virginia in 1991, is a regulated public 
utility engaged in the generation, transmission, distribution and sale of electric energy in Kentucky, Virginia and 
Tennessee. -We provide electric selvice to approximately 515,000 customers in 77 counties in central, southeastern 
and western Kentucky, to approximately 29,000 customers in 5 counties in southwestern Virginia and to 
5 customers in Tennessee. OUf service area covers approximately 6,600 square miles. During the first three quarters 
of 2010, approximately 99% of the electricity generated by us was produced by our coal-fired electric generating 
stations. The remainder is generated by a hydroelectric power plant and natural gas and oil fueled combustion 
turbines ('lCTs!'). In Virginia, we operate under the name Old Dominion Power Company. We also sell wholesale 
electric energy to 12 municipalities. 

Our affiliate, Louisville Gas and Electric Company ("LG&E"), is a regulated public utility engaged in the 
generation, transmission, distribution and sale of electric energy and the distribution and sale of natural gas in 
Kentucky. We and LG&E became indirect wholly-owned subsidiaries ofPPL Corporation on November 1, 2010. 

Opel'3tiolls 

The sources of our operating revenues and volume of sales for the year ended December 31, 2009 were as 
follows: 

Reyenue % Rcycnuc Volume % Volume 
($ in millions. Volume in GWII) 

Industrial & Commercial ..................................................................... $ 637 47% 10,171 49% 
Residential ......................................................................................... .. 480 35% 6,594 31% 
Municipals .......................................................................................... . 91 7% 1,848 9% 
Other Retail ................. ""'''' ............................................................... . 118 9% 1,647 8% 
Wholesale(I) ........................................................................................ .,-~<Z 
Total .................................................................................................... ~S~_ 

29 ~% ~ __ 3% 
1,355 .10.0.% ~ .10.0.% 

(l) Includes trausactions between the Company and LG&E 

Our business is affected by seasonal temperatures. As a result, operating revenues (and associated operating 
expenses) are not generated evenly throughout the year. \Ve frequently experience dual peaks in winter and summer; 
our peak load in 2009 of 4,640 megawatts ("Mw") occurred on January 16, when the temperature reached a low of 
-3 degrees Fahrenheit in Lexington. 

Our retail electric rates contain a F AC, whereby increases and decreases in the cost of fuel for electric generation 
are reflected in the rates charged to retail electric customers. The FAC allows us to adjust customers' accounts for 
the difference between the fuel cost component of base rates and the actual fuel cost, including transportation costs. 
Refunds to customers occur if the actual costs are below the embedded cost component. Additional charges to 
customers occur if the actual costs exceed the embedded cost component. The amount of the regulatory asset or 
liability is the amount that has been under- or over-recovered due to timing or adjustments to the mechanism. 

Kentucky law permits liS to recover the costs of complying with the Federal Clean Ail' Act, including a return of 
operating expenses, and a return of and on capital invested, through the environmental cost recovery ('IECR!') 
mechanism. Pursuant to this mechanism, a regulatory asset or liability is established in the amount that has been 
under- or over-recovered due to timing or adjustments to the mechanism. This mechanism includes construction 
work in progress and a return on equity, currently set at 10.63%. 

We have contracts with the Tennessee Valley Authority ("TVA") to act as our transmission Reliability 
Coordinator and Southwest Power Pool, Inc. ('ISPPll) to function as our independent transmission operator, pursuant 
to FERC requirements. With respect to certain of these matters, we have submitted filings with the FERC and the 
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Kentucky Commission proposing to approve agreed-upon continuations of these arrangements beyond their 
previous September 2010 expiration dates. The Kentucky Commission approved the continuation of this 
arrangement on October 27, 2010, and FERC approval is anticipated in 2010. 

\Ve and LG&E jointly dispatch our generation units with the lowest cost generation used to serve retail native 
load. When we have excess generation capacity after serving our own retail native load and our generation cost is 
lower than that of LG&E, LG&E purchases electricity from us. When LG&E has excess generation capacity after 
serving its own retail native load and its generation cost is lower than that of ours, we purchase electricity from 
LG&E. These transactions are recorded as intercompany wholesale sales and purchases and are recorded by each 
company at a price equal to the seller's fuel cost. Savings realized from purchasing electricity intercompany instead 
of generating from their own higher costs units or purchasing from the market are shared equally between the two 
companies. The volume of energy each company has to sell to the other is dependent upon its native load needs and 
its available generation. See Note 11 to our 2009 Annual Financial Statements and Note IOta our Third Quarter 
Financial Statements, each included elsewhere in this Appendix A. 

Properties 

Our power generating system includes coal-fired units operated at our four steam generating stations. Natural gas 
and oil fueled CTs supplement the system during peak or emergency periods. As of December 31,2009, we owned 
all 01' a portion of, and operated the following generating stations* while targeting a 13%-15% reserve margin: 

2009 Heat 
Rate 

(Btu/KWh) Plant ________ ~L~oc~awti~"'~I _______ :Ulli~~ 
Steam Turbines 

Ghent-Units 1-4 ............................. Carroll County, KY 
E.W. Brown -- Units 1-3 .............. Mercer County, KY 
Green River -- Units 3-4 ............... Muhlenberg County, KY 
Tyrone-Unit 3 ................................ Woodford County, KY 

Total Coal-fired Generation ....... .. 
Combustion Turbines 
Trimble County -- Units 
5-10 ............................................... Trimble County, KY 
E.W. Brown -- Units 5-11* .......... Mercer County, KY 
Secondary CTs' ............................. Fayette/Jefferson County, KY 

Total Gas-fired Generation .......... . 
Hydroelectric Stations 
Dix Dam ........................................ Mercer County, KY 

Total Hydroelectric Generation .. . 
In Construction 
Trimble County -- Unit 2" .......... Trimble County, KY 

Gralld Tota!.. ................................. . 

10,882 
10,630 
11,352 
13,156 

11,603 
15,424 
57,458 

NA 

NA 

Summer 
Capability 2009 

Plant Rating Generation 
.Ill!£. Jl!.£L (Mw) GWh 

ST Coal 1,918 11,346 
ST Coal 697 2,505 
ST Coal 163 625 
ST Coal ~ ----.1:\ 

2,849 14,500 

CT Gas 632 129 
CT Gas 757 56 
CT Gas --.llQ __ 0 

1,499 185 

NA Hydro --.21 ~ 
24 69 

ST Coal NA ~ 
A.m ~ 

* Some of these ullits are jointly owned with LG&E and others (capability ratings reflect our ownership share). 
See Note 10 to our 2009 Annual Financial Statements, included elsewhere in this Appendix A, for information 
regarding jointly-owned units. 

** At November 1,2010, TC2, a new 760-Mw capacity base-load, coal fired unit that will be joiutly owned by the 
Company (60.75%) and LG&E (14.25%) and unrelated third parties, remains under constmction with 
completion expected by year-end 2010. 
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At December 31, 2009, our transmission system included 130 substations (52 of which are shared with the 
distributiou system) with a total capacity of approximately 13,016 Megavolt-ampere ("MVA") and approximately 
4,040 miles of lines. The distribution system included 479 substations (52 of which are shared with the transmission 
system) with a total capacity of approximately 6,973 MVA, 14,136 miles of overhead lines and 2,209 miles of 
underground conduit. 

Substantially all of our real and tangible personal property located in Kentucky and used or to be used in 
connection with the generation, transmission and distribution of electricity, subject to certain exclusions and 
exceptions, is subject to the lien of the Mortgage, as described in "Description of the Bonds - Security; Lien of the 
Mortgage." 

We own 20% of the common stock of EEl, which OWllS and operates a 1, 162-Mw generating station in southern 
Illinois. EEl generally sells its production into the wholesale market. Additional information regarding property and 
investments is provided in Notes 1, 9 and 10 to our 2009 Annual Financial Statements and Note 9 to our Third 
Quarter Financial Statements, each included elsewhere in this Appendix A. 

COllstructloll amI Flltllre Capital Requlremellts 

The Company and LG&E are currently constructing a new 760-Mw capacity base-load, coal fired unit, TC2, 
which will be jointly owned by the Company (60.75%) and LG&E (14.25%), together with the Illinois Municipal 
Electric Agency and the Indiana Municipal Power Agency. Each owner is responsible for its proportionate share of 
the capital cost during construction, and fuel, operation and maintenance cost when Te2 begins operation, which is 
scheduled to occur by year-end 2010. The contract price and its components attributable to us, currently 
approximating $697 million (including $192 million for environmental controls) are subject to a number of potential 
adjustments which may serve to increase or decrease the ultimate construction price paid or payable to the 
contractor. 

Our construction program is designed to ensure that there will be adequate capacity and reliability to meet the 
electric needs of our service area and to comply with environmental regulations. These needs are continually being 
reassessed, and appropriate revisions are made, when necessaty, in construction schedules. At September 30,2010, 
we estimated our capital expenditures for the three-year period ending December 31,2012, including those for TC2, 
to total approximately $1.1 billion, consisting primarily of the following: 

Construction of generation assets ....................................................................................................... . 
Construction of distribution assets ...................................................................................................... . 
Ash pond and landfill projects ........................................................................................................... .. 
BrownSCR ........................................................................................................................................ .. 
Installation ofFGDs on Ghent and Brown units ............................................................................... .. 
Infonnation technology projects ........................................................................................................ .. 
Other projects .................................................................................................................................... .. 
Construction ofTC2 (includes $5 million for envirolllllental controls) .............................................. . 

(S in millions) 
$ 305 

245 
210 
155 
125 
35 
25 
25 

$ 1 125 

In addition to the amounts above, evolving environmental regulations will likely increase the level of capital 
expenditures over the next several years. See "Business - Environmental Matters." Future capital requirements 
may be affected in varying degrees by factors such as electric energy demand, load growth, changes in construction 
expenditure levels, rate actions by regulatory agencies, new legislation, changes in commodity prices and labor 
rates, further changes in environmental regulations and other regulatory requirements. Credit market conditions can 
affect aspects of the availability, terms or methods in which we fund our capital requirements. \Ve anticipate funding 
future capital requirements through operating cash flow, debt and/or infusions of capital from our Parent. 

For a discussion of liquidity, capital resources and financing activities, see "Management's Discussion and 
Analysis." 
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Coal-fired generating units provided approximately 99% of our net kilowatt-hour ("Kwhl) generation for 2009. 
The remaining net generation for 2009 was provided by natural gas and oil fueled CT peaking units and a 
hydroelectric plant. Coal is expected to be the predominant fuel used by us in the foreseeable future, with natural gas 
and oil being used for peaking capacity and flame stabilization in coal-fired boilers or in emergencies. We have 110 

nuclear generating units and have no plans to build any in the foreseeable future. 

Fuel inventory is maintained at levels estimated to be necessary to avoid operational disruptions at the coal-fired 
generating units. Reliability of coal deliveries cali be affected from time to time by a number of fhctors including 
fluctuations in demand, coal mine production issues and other supplier or transporter operating difficulties. 

\Ve have entered into coal supply agreements with various suppliers for coal deliveries for 2010 and beyond, and 
normally augment our coal supply agreements with spot market purchases. \Ve have a coal inventory policy which 
we believe provides adequate protection under most contingencies. 

For our existing units, we expect to continue purchasing coal from western and eastern Kentucky, \Vest Virginia, 
southern Indiana, southern Illinois and Ohio for the foreseeable future. \Vith the installation ofFGDs, we expect our 
use of higher sulfur coal to increase. Following commercial operation of the Ilew TC2 unit, we may purchase smaIl 
quantities of ultra low sulfur content coal from \Vyoming for blending. Coal is delivered to our generating stations 
by a mix of transportation modes, including barge, truck and rail. 

Rates and Regulation 

\Ve are subject to the jurisdiction of the Kentucky Commission, the Virginia Commission, the Tennessee 
Regulatory Authority and the FERC in virtually all matters related to electric utility regulation, and as such, our 
accounting is subject to the regulated operations guidance of the F ASB ASC. Given our competitive position in the 
marketplace and the status of regulation in Kentucky and Virginia, there are no plans or intentions to discontinue the 
application ofthe regulated operatious guidance ofthe FASB ASC. 

Our Kentucky base rates are calculated based on a return on capitalization (common equity, long~term debt and 
notes payable) including certain regulatory adjustments to exclude non-regulated investments and environmental 
compliance plans recovered separately through the ECR mechanism. Currently, none of the regulatOlY assets or 
regulatory liabilities are excluded from the return on capitalization utilized in the calculation of Kentucky base rates; 
therefore, a return is earned on all Kentucky regulatory assets. Our Virginia base rates are calculated based on a 
return on rate base Cnet utility plant less deferred taxes and miscellaneous deductions). All regulatory assets and 
liabilities are excluded from the return on rate base utilized in the calculation of Virginia base rates. 

PPL Acquisition. In September 2010, the Kentucky Commission approved the September 2010 settlement 
agreement among PPL and all of the intervening parties to PPL's joint application to the Kentucky Commission for 
approval of its acquisition of ownership and control of our Parent, the Company and LG&E. In the settlement, the 
parties agreed that we and LG&E would commit that no base rate increases would take effect before January 1, 
2013. The Company's rate increase that took effect on August I, 2010 Cas described below) wiII not be impacted by 
the settlement. Under the terms of the settlement, we retain the right to seek approval for the deferral of 
"extraordinary and uncontrollable costs." Interim rate adjustments will continue to be permissible during that period 
for existing fuel, environmental and DSM recovery mechanisms. The agreement also substitutes an acquisition 
savings shared deferral mechanism for the requirement that the Company file a synergies plan with the Kentucky 
Commission. This mechanism, which will be in place until the earlier of five years or the first day of the year in 
which a base rate increase becomes effective, permits the Company to earn up to a 10.75% return on equity. Any 
earnings above a 10.75% return on equity wiII be shared with customers on a 50%/50% basis. The Kentucky 
Commission order and the settlement agreement contained a number of other commitments with regard to 
operations, workforce, community involvement and other matters. 

In October 2010, both the Virginia Commission and the Tennessee Regulatory Authority approved the transfer of 
control of the Company from E.ON US Investments Corp. to PPL. Each of these orders contained certain 
commitments with regard to operations, workforce, community involvement and other matters. 
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In October 2010, the FERC approved the September 2010 settlement agreement among the Company, LG&E, 
other applicants and protesting parties. The settlement agreement includes various conditional commitments, such as 
a continuation of certain existing undetiakings with protesters in prior cases, an agreement not to terminate certain 
of our municipal customer contracts prior to January 2017, an exclusion of any transaction~related costs from 
wholesale energy and tariff customer rates to the extent that we have agreed to not seek the same transaction-related 
cost from retail customers and agreements to coordinate with protesters ill certain open or on-going matters. 

Kentucky Rate Case. In January 20lO, we filed an application with the Kentucky Commission requesting an 
increase in electric base rates of approximately 12%, or $135 million annually, including an 11.5% return on equity. 
\Ve requested the increase, based on the twelve month test year ended October 31, 2009, to become effective on and 
after March 1, 2010. The requested rates were suspended until August 1, 2010. A number of intervenors entered the 
rate case, including the office of the Attorney General of Kentucky (the "AG") Kentucky Attorney General's office, 
certain representatives of industrial and low-income groups and other third parties, and submitted filings challenging 
our requested rate increases, in whole or in part. A hearing was held on June 8, 2010. \Ve and all of the intervenors 
except the AG agreed to a stipulation providing for an increase in electric base rates of $98 million on an annual 
basis and filed a request with the Kentucky Commission to approve such stipulation. In July 2010, the Kentucky 
Commission issued al1 order in the proceeding approving all the provisions of the stipulation, with rates effective on 
and after August 1,2010. 

Virginia Rate Case. In June 2009, we filed an application with the Virginia Commission requesting an increase 
in electric base rates for our Virginiajurisdictionai customers in an amount of$12 million annually or approximately 
21 %. The proposed increase reflected a proposed rate of return on rate base of 8.586% based on a return on equity of 
12%. During December 2009, we and the Virginia Commission Staff agreed to a stipulation and recommendation 
authorizing base rate revenue increases of $11 million annually and a return on rate base of 7.846% based on a 
10.5% return on common equity. A public hearing was held during January 2010. As permitted, pursuant to a 
Virginia Commission order, we elected to implement the proposed rates effective November 1, 2009, on an interim 
basis. In March 2010, the Virginia Commission issued an order approving the stipulation, with the increased rates to 
be put into effect as of April 1, 2010. As part of the stipulation, we refimded approximately $1 million in interim 
rate amounts in excess of the ultimate approved rates. During August 2010, a report was filed with the Virginia 
Commission detailing the costs ofthe refunds, the accounts charged and confirming that applicable refunds had been 
applied. 

FERC Wholesale Rale Case. In September 2008, we filed an application with the FERC for increases in electric 
base rates applicable to wholesale power sales contracts or interchange agreements involving, collectively, twelve 
Kentucky municipalities. The application requested a shift from an all-in stated unit charge rate to an unbundled 
formula rate, including an annual adjustment mechanism. In May 2009, the FERC issued an order approving a 
settlement among the parties in the case, incorporating increases of approximately 3% from prior rates and a return 
on equity of 11%. In May 2010, we submitted to the FERC the proposed current annual adjustment to the formula 
rate. This updated rate became effective on July 1, 2010, subject to certain review procedures by the wholesale 
requirements customers and the FERC, including potential refunds in the case of disallowed costs or charges. 

By mutual agreement, the parties' settlement of the 2008 application left outstanding the issue of whether we 
must allocate to the municipal customers a portion of renewable resources we may be required to procure on behalf 
of our retail ratepayers. In August 2009, the FERC accepted the issue for briefing and the parties completed briefing 
submissions during 2009. An order was issued by the FERC in July 2010, indicating that we are not required to 
allocate a portion of any renewable resources to the twelve municipalities, thus resolving the remaining issue. 

Refund of Over-Coliecled AII/GlIllls. On July 15, 2010, our Parent, on behalf of the Company and LG&E, 
submitted an informational filing indicating it had inadvertently over-collected certain costs related to the 
independent transmission organization and reliability coordinator in rates charged pursuant to the Attachment 0 
formula rate included in the companies' open access transmission tariff. Total refunds being issued in connection 
with the inadvertent recovery are approximately $1.2 million. No action has been taken by FERC with respect to this 
informational filing. 
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Storm Restoration. In January 2009, a significant ice storm passed through our service territory causing 
approximately 199,000 customer outages and was followed closely by a severe wind storm in February 2009 that 
caused approximately 44,000 customer outages. We incurred $57 million in incremental operation and maintenance 
expenses and $33 million in capital expenditures related to the restoration following the two storms. We filed an 
application with the Kentucky Commission in April 2009, requesting approval to establish a regulatory asset and 
defer for future recovery approximately $62 million in incremental operation and maintenance expenses related to 
the storm restoration. In September 2009, the Kentucky Commission issued an order allowing us to establish a 
regulatory asset of up to $62 million based on our actual costs for storm damages and service restoration due to the 
Januaty and February 2009 storms. In September 2009, we established a regulatory asset of $57 million for actual 
costs incurred. \Ve received approval in our current base rate case to recover this asset over a ten year period 
beginning August 1,2010. 

In September 2008, high winds from the remnants of Hurricane Ike passed through the service territory causing 
significant outages and system damage. In October 2008, we filed an application with the Kentucky Commission 
requesting approval to establish a regulatOlY asset, and defer for future recovery, approximately $3 million of 
expenses related to the storm restoration. In December 2008, the Kentucky Commission issued an order allowing us 
to establish a regulatory asset of up to $3 million based on our actual costs for storm damages and service restoration 
due to Hurricane Ike. In December 2008, we established a regulatory asset of $2 million for actual costs incurred. 
\Ve received approval in our current electric base rate cases to recover this asset over a ten year period beginning 
August 1,2010. 

2008 Rate Case. In July 2008, we filed an application with the Kentucky Commission requesting an increase in 
base electric rates. In conjunction with the filing of the application for a change in base rates, based on previous 
orders by the Kentucky Commission approving settlement agreements among all interested parties, the VOT 
surcredit terminated in August 2008. The VDT surcredit was a regulatory mechanism that reduced rates as the result 
of changes made to reduce operating costs following a previous acquisition transaction involving our Parent. In 
February 2009, the Kentucky Commission issued an order approving a settlement agreement among liS, the AG, the 
Kentucky Industrial Utility Consumers, Inc. and all other parties to the rate case, under which our base electric rates 
decreased by $9 million annually effective February 6, 2009, at which time the merger surcredit (which originated as 
part of our Parent's merger with KU Energy Corporation in 1998) terminated. 

Rale MeehalllslIls 

FAC. Our retail electric rates contain a FAC, whereby increases and decreases in the cost of fuel for electric 
generation are reflected in the rates charged to retail electric customers. The F AC allows us to adjust cllstomers' 
accounts for the difference between the fuel cost component of base rates and the actual fuel cost, including 
transportation costs. Credits to customers occur if the actual costs are below the embedded cost component. 
Additional charges to customers occur if the actual costs exceed the embedded cost component. A regulatory asset 
or liability is established in the amount that has been under- or over-recovered due to timing or adjustments to the 
mechanism. 

ECR. Kentucky law permits us to recover the costs of complying with the Federal Clean Air Act and those 
federal, state and local environmental requirements that apply to coal combustion wastes and by-products from 
facilities utilized for production of energy from coal, including a return of operating expenses, and a return of and on 
capital invested, through the ECR mechanism. Pursuant to this mechanism, a regulatory asset or liability is 
established in the amount that has been under- or over-recovered due to timing or adjustments to the mechanism. 
This mechanism includes construction work in progress and a rehun on equity, currently set at 10.63%. 

DSA1. Our rates contain a DSM provision which includes a rate mechanism that provides for concurrent recovery 
of DSM costs and provides an incentive for implementing DSM programs. The provision allows us to recover 
revenues from lost sales associated with the DSM programs based on program plan engineering estimates and post
implementation evaluations. 

For a further discussion of current rates and regulatory matters, see Notes 2, 9 and 12 to our 2009 Annual 
Financial Statements and Notes 2 and 9 to our Third Qualter Financial Statements, included elsewhere in this 
AppendixA. 
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General. Protection of the environment is a major priority for us and a significant element of our business 
activities. Ollr properties and operations are subject to extensive environmental-related oversight by federal, state 
and local regulatory agencies, including via air quality, water quality, waste management and similar laws and 
regulations. Therefore, we must conduct our operations in accordance with numerous permit and other requirements 
issued under or contained in such laws or regulations. 

Climate Change. Growing global, national and local attention to climate change matters has led to the 
development of various international, federal, regional and state laws and regulations directly or indirectly relating 
to emissions of GHOs, including carbon dioxide, which is emitted from the combustion of fossil fuels such as coal 
and natural gas, as occurs at our generating stations. In particular, beginning in Janual)' 2011, GHG emissions from 
stational)' sources, including our generating assets, witt be subject to regulation by the EPA under the Prevention of 
Significant Deterioration and Title V provisions of the federal Clean Air Act through the GHG "tailoring" rule, 
Other developing laws and regulations include a variety of mechanisms and structures to regulate OHGs, including 
direct limits or caps, emission allowances or taxes, renewable generation requirements or standards and energy 
efficiency or conservation measures, and may require investments in transmission, alternative fuel or carbon 
sequestration or other emission reduction technologies. 

While the final terms and impacts of such developments cannot be estimated, we, as a primarily coal-fired utility, 
could be adversely affected. Among other emissions, GHGs include carbon-dioxide, which is produced via the 
combustion of fossil-fuels such as coal and natural gas. Our generating fleet is approximately 63% coal-fired, 37% 
oil/gas-fired and less than I % hydroelectric based on capacity. During 2009, we produced approximately 99% of our 
electricity from coal and 1% fi'om natural gas combustion, on a megawatt-hours basis. During 2009, our emissions 
of GHGs were approximately 14.2 million metric tons of carbon-dioxide equivalents from our owned or controlled 
generation sources. \Vhile our generation activities account for the bulk of our OHG emissions, other GHG sources 
at the Company include operation of motor vehicles and powered equipment, evaporation associated with gas 
pipelines, refrigerating equipment and similar activities. 

Ambient Air Quality. The Clean Air Act requires the EPA to periodically review the available scientific data for 
six criteria pollutants and establish concentration levels in the ambient air sufficient to protect the public health and 
welfare with an extra margin for safety. These concentration levels are known as National Ambient Air Quality 
Standards (IINAAQS"). Each state must identifY "nonattainment areas" within its boundaries that fail to comply with 
the NAAQS and develop a state implementation plan ("SIP") to bring such nonattainment areas into compliance. If 
a state fails to develop an adequate plan, the EPA must develop and implement a plan. As the EPA increases the 
stringency of the NAAQS through its periodic reviews, the attainment status of various areas may change, thereby 
triggering additional emission reduction obligations under revised SIPs aimed to achieve attainment. 

In 1997, the EPA established new NAAQS for ozone and fine particulates that required additional reductions in 
SO, and NOx emissions from power plants. In 1998, the EPA issued its final ''NOx SIP Call" rule requiring 
reductions in NOx emissions of approximately 85% from 1990 levels in order to mitigate ozone transport from the 
midwestern U.S. to the nOl1heastern U.S. To implement the new federal requirements, Kentucky amended its SIP in 
2002 to require electric generating units to reduce their NOx emissions to 0.15 pounds weight per MMBtu on a 
company-wide basis. In 2005, the EPA issued the Clean Air Interstate Rule ("CAlR") which required additional SO, 
emission reductions of70% and NOx emission reductions of65% from 2003 levels. The CAIR provided for a two
phase cap and trade program, with initial reductions of NO x and S02 emissions due by 2009 and 2010, respectively, 
and final reductions due by 2015. In 2006, Kentucky proposed to amend its SIP to adopt state requirements similar 
to those under the federal CAIR. 

In July 2008, a federal appeals court issued a ruliug fiuding deficiencies in the CAIR and vacating it. In 
December 2008, the Court amended its previous order, directing the EPA to promulgate a new regulation, but 
leaving the CAIR in place in the interim. The remand of the CAIR results in some uncertainty with respect to certain 
other EPA or state programs and proceedings and our compliance plans relating thereto, due to the interconnection 
of the CAIR with such associated programs. 
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In January 2010, the EPA proposed a revised NAAQS for ozone which would increase the stringency of the 
standard. In addition, the EPA published final revised NAAQS for nitrogen dioxide ("NO,") and SO, in Febmary 
2010 and June 2010, respectively, which are more stringent than previous standards. Depending on the level of 
action determined necessary to bring local nonattainment areas into compliance with the revised NAAQS, our power 
plants are potentially subject to requirements for additional reductions in S02 and NOx emissions. 

In July 2010, the EPA issued the proposed the Clean Air Transport Rule ("CATR"), which serves to replace the 
CAIR. The CATR provides for a two-phase SO, reduction program with Phase I reductions due by 2012 and 
Phase II reductions due by 2014. The CATR provides for NOx reductions in 2012, but the EPA advised that it is 
studying whether additional NOx reductions should be required for 2014. The CATR is more stringent than the 
CAIR as it accelerates celiain compliance dates and provides for only intrastate and limited interstate trading of 
emission allowances. In addition to its preferred approach, the EPA is seeking comment on alternative approaches, 
including Olle which would provide for individual emission limits at each power plant. The EPA has announced that 
it will propose additional "transport" rules to address compliance with revised NAAQS for ozone and particulate 
matter which will be issued by the EPA in the future, as discussed below. 

Hazardous Ail' Pollutants. As provided in the Clean Air Act, the EPA investigated hazardous air pollutant 
emissions from electric utilities and submitted a report to Congress identifying mercury emissions from coal-fired 
power plants as warranting further study. In 2005, the EPA issued the Clean Air Mercury Rule ("CAMR") 
establishing mercury standards for new power plants and requiring all states to issue new SIPs including mercury 
requirements for existing power plants. The EPA issued a model rule which provides for a two-phase cap and trade 
program with initial reductions due by 2010 and final reductions due by 2018. The CAMR provided for reductions 
of 70% from 2003 levels. The EPA closely integrated the CAMR and CAIR programs to ensure that the 2010 
mercury reduction targets would be achieved as a "co-benefit" of the controls installed for purposes of compliance 
with the CAIR. In addition, in 2006, the Metro Louisville Air Pollution Control District adopted rules aimed at 
regulating additional hazardous air pollutants from sources including power plants. 

In Febl1laty 2008, a federal appellate court issued a decision vacating the CAMR. The EPA has entered into a 
consent decree requiring it to promulgate a utility Maximum Achievable Control Technology rule to replace the 
CAMR, with a proposed rule due by March 2011 and a final rule due by November 2011. Depending on the final 
outcome ofthe rulemaking, the CAMR could be replaced by new rules with different or more stringent requirements 
for reduction of mercmy and other hazardous air pollutants. Kentucky has also repealed its corresponding state 
mercury regulations. 

Ash POl1ds and Coal-Combustion BYPl'oducts. The EPA has undetiaken various initiatives in response to a 
December 2008 impoundment failure at the TV A IS Kingston power plant, which resulted in a major release of coal 
combustion bypro ducts into the environment. The EPA issued information requests to utilities throughout the 
country, including the Company, to obtain information on their ash ponds and other impoundments. In addition, the 
EPA inspected a large number of impoundments located at power plants to determine their structural integrity. The 
inspections included several of our impoundments, which the EPA found to be in satisfactOlY condition except for 
certain impoundments at the Mill Creek and Cane RUIl stations, which were determined to be in fair condition. In 
June 2010, the EPA published proposed regulations for the management of coal combustion byproducts. The EPA 
has proposed two altematives: (I) regulation of coal combustion byproducts in landfills and ash ponds as a 
hazardous waste or (2) regulation of coal combustion byproducts as a solid waste with minimum national standards. 
Under both alternatives, the EPA has proposed safety requirements to address the structural integrity of ash ponds. 
In addition, the EPA will consider potential refinements of the provisions for beneficial reuse of coal combustion 
byproducts. 

Water Discharges and PCB Regulations. The EPA has also announced plans to develop revised effluent 
limitation guidelines governing discharges from power plants and standards for cooling water intake structures. The 
EPA has further announced plans to develop revised standards governing the use of polychlorinated biphenyls 
("PCBs") in electrical equipment. The Company is monitoring these ongoing regulatory developments but will be 
unable to determine the impact until such time as new rules are finalized. 

Impact of Pending and Future Environmental Developments. As a company with significant coal-fired 
generating assets, we will likely be substantially impacted by pending or future environmental rules or legislation 
requiring mandatory reductions in OHG emissions or other air emissions, imposing more stringent standards on 
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discharges to waterways, or establishing additional requirements for handling or disposal of coal combustion 
byproducts. These evolving environmental regulations will likely require an increased level of capital expenditures 
and increased incremental operating and maintenance costs by us over the next several years. Due to the uncertain 
nature of the final regulations that will ultimately be adopted by the EPA, including the reduction targets and the 
deadlines that will be applicable, we cannot finalize estimates of the potential compliance costs, but should the final 
rules incorporate additional emission reduction requirements, require more stringent emissions controls or 
implement more stringent byproducts storage and disposal practices, such costs will likely be significant. With 
respect to NAAQS, CATR, CAMR replacement and coal combustion byproducts developments, based on a 
preliminary analysis of proposed regulations, we may be required to consider actions such as upgrading existing 
emissions controls, installing additional emissions controls, upgrading byproducts disposal and storage and possible 
early replacement of coal-fired units. Our capital expenditures associated with such actions are preliminarily 
estimated to be in the $1.7 billion range over the next 10 years, although final costs may substantially vary. With 
respect to potential developments in water discharge, revised PCB standards or GHG initiatives, costs in such areas 
cannot be estimated due to the preliminary status or uncertain outcome of such developments, but would be in 
addition to the above amount and could be substantial. Ultimately, the precise impact on our operations of these 
various environmental developments cannot be determined prior to the finalization of such requirements. Based on 
prior regulatory precedent, we believe that many costs of complying with such pending or future requirements 
would likely be recoverable under the ECR or other potential cost-recovery mechanisms, but we can provide no 
assurance as to the ultimate outcome of such proceedings before the regulatory authorities. 

Environmental laws and regulations applicable to our business and governing, among other things, air emissions, 
wastewater discharges, the use, handling and disposal of hazardous substances and wastes, soil and groundwater 
contaminants and employee health and safety are discussed in Notes 2 and 9 to our 2009 Annual Financial 
Statements and Notes 2 and 9 to our Third Quarter Financial Statements, each included elsewhere in this Appendix 
A. 

State Executive or Legislative l\iattcrs 

In November 2008, the Governor of Kentucky issued an action plan to create efficient, sustainable energy 
solutions and strategies and move toward state energy independence. The plan outlines the following seven 
strategies to work toward these goals: 

• Improve the energy efficiency of Kentucky's homes, buildings, industries and transportation fleet 

• Increase Kentucky's use of renewable energy 

• Sustainably grow Kentucky's production ofbiofuels 

• Develop a coal-to-liquids industry in Kentucky to replace petroleum-based liquids 

• Implement a major and comprehensive effort to increase gas supplies, including coalRtoRgas in Kentucky 

• Initiate aggressive carbon capture/sequestration projects for coal-generated electricity in Kentucky 

• Examine the use of nuclear power for electricity generation in Kentucky 

In December 2009, the Governor of Kentucky's Executive Task Force on Biomass and Biofuels issued a final 
repOli to establish potential strategic actions to develop biomass and biofuels industries in Kentucky. The plan noted 
the potential importance of biomass as a renewable energy source available to Kentucky and discussed various goals 
or mechanisms, such as the use of approximately 25 million tons of biomass for generation fuel annually, allotment 
of electricity and gas taxes and state tax credits to support biomass development. 

In Jaunary 2010, a state-established Kentucky Climate Action Plan Council commenced formal activities. The 
council, which includes governmental, industry, consumer and other representatives, seeks to identify possible 
Kentucky responses to potential climate change and federal legislation, including increasing statewide energy 
efficiency, energy independence and economic growth. The council has established various technical work groups, 
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including in the areas of energy supply and energy efficiency/conservation, to provide input, data and 
recommendations. 

During prior legislative sessions, various bills have been introduced in the Kentucky General Assembly with 
respect to environmental or utility matters, including potential renewable energy portfolio requirements, energy 
conservation measures, coal mining or coal byproduct operations and other matters. It is expected that similar 
legislation will be introduced in upcoming sessions, but the prospects and final terms of any such legislation cannot 
be determined. 

Legislative and regulatory actions as a result of these proposals and their impact on the Company, which may be 
significant, cannot currently be predicted. 

Competition 

There are currently no other electric public utilities operating within our service area. At this time, neither the 
Kentucky General Assembly nor the Kentucky Commission has adopted or approved a plan or timetable for retail 
electric industry competition in Kentucky. The nature or timing of the ultimate legislative or regulatory actions 
regarding industly restructuring and their impact on us, which may be significant, cannot currently be predicted. 
Virginia, formerly a deregulated jurisdiction, has enacted legislation which implements a hybrid model of cost-based 
regulation. 

Employees and Labor Relations 

We had 964 full-time regular employees at December 31,2009, 149 of which were operating, maintenance and 
construction employees represented by the IBEW ("International Brotherhood of Electrical Workers") Local 2100 
and the United Steelworkers of America ("USW A") Local 9447-01. Effective August 4, 2009, we and our 
employees represented by the IBEW Local 2100 entered into a three-year collective bargaining agreement. The 
agreement provides for negotiated increases or changes to wages, benefits or other provisions and for annual wage 
re-openers. We and employees represented by the USW A Local 9447-01 entered into a three-year collective 
bargaining agreement in August 2008. This agreement provides for negotiated increases or changes to wages, 
benefits or other provisions and for annual wage re-openers. 

Related Party Transactions 

\Ve, our Parent and subsidiaries of our Parent engage in related party transactions. See Note 11 to our 2009 
Annual Financial Statements and Note 10 to our Third Quarter Financial Statements, each included elsewhere in this 
Appendix A, for more information. 

Legal Proceedings 

For a description of the significant legal proceedings, including, but not limited to, cel1ain rates and regulatory, 
environmental, climate change and litigation matters, involving the Company, reference is made to the information 
in Note 9 to our 2009 Annual Financial Statements and Note 9 to our Third Quarter Financial Statements, each 
included elsewhere in this Appendix A. 

In connection with an administrative proceeding alleging a violation by a former Argentine subsidiary of our 
Parent under that country's 2002-2003 emergency currency exchange laws, claims are pending against the 
subsidiary's then directors, including two individuals who are executive officers of the Company, in a specialized 
Argentine financial criminal court. Under applicable Argentine laws, directors ofa local company may be liable for 
monetary penalties for a subject company's violations of the currency laws. The subsidiary and the relevant 
executive officers believe their actions were in compliance with the relevant laws and have presented defenses in the 
administrative and criminal proceedings. Our Parent has standard indemnification arrangements with its executive 
officers. The former subsidiary is now owned by a third-party, which has agreed to indemnify our Parent and the 
relevant executive officers. 
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In the normal course of business from time to time, other lawsuits, claims, environmental actions and other 
governmental proceedings arise against the Company_ To the extent that damages are assessed in any of these 
actions or proceedings, the Company believes that its insurance coverage is adequate. Although we cannot 
accurately predict the amount of any liability that may ultimately arise with respect to such matters, management, 
after consultation with legal counsel, does not currently anticipate that liabilities arising out of other currently 
pending or threatened lawsuits and claims will have a material adverse effect on the Company's financial condition 
or results of operations. 
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Company .. .. .. .. ... KU 

CT . . . . . . . . . . . . . . .. Combustion Turbines 

DSM ... . . . . . . . . . .. Demand Side Management 

ECR . . . . . . . . . . . . . .. Environmental Cost Recovery 

EEl ............... Electric Energy, Inc. 

E.ON . . . . . . . . . . . . .. E.ON AG 

E.ON U.S. .... . . . . .. E.ON U.S. LLC 

E.ON U.S. Services. . .. E.ON U.S. Services Inc. 

EPA ....... , . . . . . .. U.S. Environmental Protection Agency 

EPAct 2005 ......... Energy Policy Act of 2005 

FAC . . . . . . . . . . . . . .. Fuel Adjustment Clause 

PASB . . . . . . . . . . . . .. Financial Accounting Standards Board 

FERC . . . . . . . . . . . . .. Federal Energy Regulatory Commission 

FOD. . . . . . . . . . . . . .. Flue Gas Desulfurization 

Fidelia. . . . . . . . . . . .. Fidelia Corporation (an E.ON affiliate) 

GHG .............. Greenhouse Gas 

Gwh . . . . . . . . . . . . . .. Gigawatt hours or one thousand Mwh 

IBEW. . . . . . . . . . . . .. International Brotherhood of Electrical Workers 

IMEA. . . . . . . . . . . . .. Illinois Municipal Electric Agency 

IMPA . . . . . . . . . . . . .. Indiana Municipal Power Agency 

IRS ............... Internal Revenue Service 

KCCS. . . . . . . . . . . . .. Kentucky Consortium for Carbon Storage 

Kentucky Commission.. Kentucky Public Service Commission 

KIUC . . . . . . . . . . . . .. Kentucky Industrial Utility Consumers, Inc. 

KU. . . . . . . . . . . . . . .. Kentucky Utilities Company 

Kwh. . . . . . . . . . . . . .. Kilowatt hours 

LG&E .. . . . . . . . . . .. Louisville Gas and Electric Company 

LG&E Energy. . . . . . .. LG&E Energy LLC (now E.ON U.S. LLC) 

MISO . . . . . . . . . . . . .. Midwest Independent Transmission System Operator, Inc. 

MMBtu ............ Million British thermal units 

Moody's. . . . . . . . . . .. Moody's Investor Services, Inc. 

MVA . . . . . . . . . . . . .. Megavolt-ampere 

Mw ............... Megawatts 

Mwh .............. Megawatt hours 

NERC ............. North American Electric Reliability Corporation 

NOV .............. Notice of Violation 

NOx . . . . . . . . . . . . . .. Nitrogen Oxide 

OMU . . . . . . . . . . . . .. Owensboro Municipal Utilities 

OVEC ............. Ohio Valley Electric Corporation 
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PUHCA 2005 . . . . . . .. Public Utility Holding Company Act of 2005 

RSG. . . . . . . . . . . . . .. Revenue Sufficiency Guarantee 
S&P . . . . . . . . . . . . . .. Standard & Poor's Rating Services 

SCR . . . . . . . . . . . . . .. Selective Catalytic Reduction 

SIP. . . . . . . . . . . . . . .. State Implementation Plan 

SOl . . . . . . . . . . . . . .. Sulfur Dioxide 

TCI . . . . . . . . . . . . . .. Trimble County Unit I 

TC2 . . . . . . . . . . . . . .. Trimble County Unit 2 

VDT ....... , . . . . . .. Value Delivery Team Process 
Virginia Commission. .. Virginia State Corporation Commission 
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OPERATING REVENUES: 

Kentucky Utilities Company 

Statements of Income 

Total operating revenues (Note 11) ................................ . 

OPERATING EXPENSES: 

Fuel for electric generation ............... ....................... . 
Power purchased (Notes 9 and 11) ................................ . 

Other operation and maintenance expenses .. , ....................... . 
Depreciation and amortization (Note 1) .... , ....................... . 

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

Net operating incolne .... .............................. , ......... . 
Equity in earnings of EEl (Note 1) .................................. . 

Other incoDlc - net .................................. ........... . 

Interest expense (Notes 7 and 8) ................................... . 

Interest expense to affiliated companies (Notes 8 and 11) ................ . . 

Income before income taxes ......... .............................. . 

Federal and state income taxes (Note 6) .............................. . 

Net incoIne ................................................... . 

Years Ended December 31 
2009 2008 2007 

(Millions of $) 

$1,355 $1,405 $1,272 

434 513 461 
199 221 168 
320 275 255 
133 136 121 

1,086 1,145 1,005 

269 260 267 
(I) (30) (26) 
(5) (8) (7) 
6 14 15 

69 58 41 

200 226 244 
67 68 77 

$ 133 $ 158 $ 167 

The accompanying notes are an integral patt of these financial statements. 

F-1 



Attachment to Rcsponse to KU AG-1 Qucstion No. 217 
Page S6 of 221 

Al'bough 

Kentucky Utilities Company 

Statements of Retained Earnings 
Years Ended December 31 

2009 2008 2007 

Balance January 1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. $1,195 

Add net income. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 133 

Balance December 31 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. $1,328 

(Millions of $) 

$1,037 

158 

$1,195 

The accompanying notes are an integral part of these financial statements. 
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167 

$1,037 
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Current assets: 

Kentucky Utilities Company 

Balance Sheets 

ASSETS: 

Cash and cash equivalents (Note 1) ....................................... . 

Restricted cash (Note 1) ............................................... . 

Accounts receivable, net: (Notes 1 and 11) 

Customer-less reserves of$1 million and $3 million as of December 31, 2009 and 
2008, respectively ................................................ . 

Other - less reserves of $2' million and less than $1 million as of December 31, 2009 
and 2008 ....................................................... . 

Materials and supplies (Note 1): 

Fuel (predominantly coal) ............................................ . 

Other materials and supplies .......................................... . 
Deferred income taxes - net (Note 6) .......... ..... , ..................... . 

Regulatory' assets (Note 2) .............................................. . 

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

Total current assets ........................................ ............. . 

Other property and investments (Note 1) ..................................... . 

Utility plant, at original cost (Note 1): ....................................... . 

Less: reserve for depreciation ...................................... ...... . 

Total utility plant, net '" .............................................. . 

Construction work in progress ...................... ..................... . 

Total utility plant and construction work in progress ............................. . 

Deferred debits and other assets: 
Regulatory assets (Note 2): 

Pension benefits ......................... ........................... . 

Other. ........................................................... . 

Cash surrender value of key man life insurance .............................. . 
Other assets ......................................................... . 

Total deferred debits and other assets ........................... , ............ . 

Total Assets .......................................................... . 

The accompanying notes are an integral part of these financial statements. 
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December 31 
2009 2008 
(l\lillions~ 

$ 2 $ 2 

9 

155 152 

27 32 

98 73 

39 36 

3 2 

32 32 

10 8 

366 346 

12 23 

4,892 4,446 

1,838 1,724 

3,054 2,722 

1,257 1,176 

4,311 3,898 

105 137 

117 64 

38 39 

7 11 

267 251 

$4,956 $4,518 
= 
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Current liabilities: 

Kentucky Utilities Company 

Balance Sheets (continued) 

LIABILITIES AND EQUITY: 

Current portion of long-term debt (Note 7) .................................. . 

Notes payable to affiliated companies (Notes 8 and 11) ........................ . 

Accounts payable .................................................... . 

Accounts payable to affiliated companies (Note 11) ........................... . 

Custolncr deposits ......... ........................................... . 

Regulatory liabilities (Note 2) ........................................... . 

Other current liabilities ... .. , ..................... , .................... . 

Total ClIITcnt liabilities 

Long-term debt: 

Long-term bonds (Note 7) .............................................. . 

Long-term debt to affiliated company (Notes 7 aud II) ........................ . 

Total long-term debt .................................................... . 

Deferred credits and other liabilities: 
Accumulated deferred income taxes (Note 6) ................................ . 
Accumulated provision for pensions and related benefits (Note 5) . ................ . 
Investment tax credit (Note 6) ................ ........................... . 
Asset retirement obligations ......... .................................... . 

Regulatory liabilities (Note 2): 

Accumulated cost of removal of utility plant. .............................. . 
Deferred income taxes ....... ........................................ . 

Postretirement benefits .... ........................................... . 

Other. ........................................................... . 

Other liabilities ...................................................... . 

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

Commitments and contingencies (Note 9) 
COMMON EQUITY: 

Common stock, without par value -
Authorized 80,000,000 shares, outstanding 37,817,878 shares .................. . 

Additional paid-in capital (Note II) ....................................... . 
Retained earnings ..... ............................................... . 

Undistributed subsidiary carnings .................. ....................... . 

Total retained ealnings ..... ............................................ . 

Total comnlon equity ................................................... . 

Total Liabilities and Equity ............................................... . 

The accompanying notes are an integral part of these financial statements. 
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December 31 
2009 2008 
(i\IiIlions~ 

$ 261 $ 228 

45 16 

107 155 

88 38 

22 21 

3 5 

42 34 

568 497 

123 123 

1,298 1,181 

1,421 1,304 

336 279 

160 186 

104 80 

34 32 

331 329 

9 16 

9 10 

11 15 

21 26 

1,015 973 

308 308 

316 241 

1,318 1,174 

--.lQ 21 

1,328 1,195 

1,952 1,744 

$4,956 $4,518 
= 
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Kentucky utilities Company 

Statements of Cash Flows 

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

Depreciation and amortization .................................... . 
Deferred income taxes - net. .................................... . 
Investment tax credit - net ........... , .......................... . 
Provision for pension and postretirement plans ........................ . 
Other ...................................................... . 

Change in certain current assets and liabilities: 
Accounts receivable ........................................... . 
Materials and supplies .......................................... . 
Prepayments and other current assets ............................... . 
Accounts payable ............................................. . 
Other current liabilities ......................................... . 

Pension and postretirement funding .................................. . 
Storm restoration regulatory asset ................................... . 
Other. ....................................................... . 

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

CASH FLOWS FROM INVESTING ACTIVITIES: 
Construction expenditures ......................................... . 
Assets purchased from affiliate ..................................... . 
Change in restricted cash ......................................... . 

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

CASH FLOWS FROM FINANCING ACTIVITIES: 
Long~term borrowings from affiliated company (Note 7) .................. . 
ShorHerm borrowings from affiliated company - net (Note 8) ............. . 
Retirement of first mortgage bonds ........ , ......................... . 
Issuance of pollution control bonds ....... , .......................... . 
Retirement of pollution control bonds ................................ . 
Acquisition of outstanding bonds .......... , ........................ . 
Reissuance of reacquired bonds ... , ................................. . 
Retiremcnt of reacquired bonds ..................................... . 
Additional paid-in capital ......................................... . 

Net cash provided by financing activities ............................ . 

Change in cash and cash equivalents. , ................................. . 
Cash and cash equivalents at beginning of year. .......................... . 

Cash and cash equivalents at end of year ............................... . 

Supplemental disclosures of cash flow information: 
Cash paid during the year for: 

Income taxes ................................................ . 
Interest on borrowed money ..................................... . 
Interest to affiliated companies on borrowed money .................... . 

Years Ended December 31 

2009 2008 
(Millions of $) 

$ 133 

133 
50 
24 
26 

(4) 
(28) 

(3) 
(3) 
8 

(20) 
(57) 

~ 
253 

(516) 

9 

(507) 

150 
29 

75 

254 

2 

$ 2 

$ (9) 
3 

67 

$ 158 

136 
(13) 
25 
lO 

1 

12 
(33) 

(1) 
9 
5 

(5) 
(2) 

--.UQ) 
292 

(686) 
(10) 

1 

(695) 

250 
(7) 

77 
(60) 
(80) 
63 
17 

145 

405 

2 

$ 46 
13 
53 

2007 

$ 167 

121 
(5) 
42 
11 
(4) 

(16) 
22 

1 
(15) 

4 
(19) 

2 

311 

(749) 

12 

(737) 

448 
(74) 

(lO7) 
78 

75 

420 

(6) 
6 

$ -= 

$ 38 
16 
29 

Thc accompanying notes are an integral part of these financial statements. 
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LONG-TERM DEBT (Note 7): 
Pollution control series: 

Kentucky Utilities Company 

Statements of Capitalization 

Mercer Co. 2000 Series A, due May 1, 2023, vuriable% ......................... , ....... , 
Carroll Co. 2002 Series A, due February I, 2032, variable% .............................. , 
Carroll Co. 2002 Series B, due February 1,2032, variable% ............................... . 
Muhlenberg Co. 2002 Series A, due February 1,2032, variabIe% ............... , ........... . 
Mercer Co. 2002 Series A, due February 1, 2032, variable% .............................. . 
Carroll Co. 2002 Series C, due October 1, 2032, variable% ............................... , 
Carroll Co. 2004 Series A, due October I, 2034, variablc% ............................... . 
Carroll Co. 2006 Series B, due October 1, 2034, variable% ............................... . 
Carroll Co. 2007 Series A, due Febnmry 1, 2026, 5.75% ................................. . 
Trimble Co. 2007 Series A, due March 1,2037,6.0% ................................... . 
Carroll Co, 2008 Series A, due Febmary 1,2032, variable% ..... , .. , ...... , , , . , ......... , , 

Total pollution control series ...... , .. , , , ... , . , ........... , ...... , .. , ............. , . 
Notes payable to Fidelia: 

Due November 24, 2010, 4.24%, unsecured ...................... , ... , , ........... , .. . 
Due January 16, 2012, 4.39%, unsecured .................. , . , ....... , ........ , .. , , .. . 
Due April 30, 2013, 4.55%, unsecured. , .............. , .. , ......................... . 
Due August 15,2013,5.31%, unsecured .................. , ........................ , . 
Due December 19,2014,5.45%, unsecured .................................. , ... , ... . 
Due July 8, 2015, 4.735%, unsecured ............. , ."' .................... , ..... , , .. . 
Due December 21, 2015, 5.36%, unsecured ....... , ......... , , . , ................ , , , .. . 
Due October 25, 2016, 5.675%, unsecured. , , .......... , .... , , ................ , ...... . 
Due April 24, 2017, 5.28%, unsecured ... , , .......... , .... , , ........... , .. , . , ...... . 
Due June 20, 2017, 5.98%, unsecured ................. , .. , ............. , .... , ...... . 
Due July 25, 2018. 6.16%, unsecured ........ , ... , .... , . , .. , ........ , .. , .... , ...... . 
Due August 27, 2018, 5.645%, unsecured ........ , , .... , . , , .................. , ...... . 
Due December 17,2018,7.035%, unsecured .... , ....... , . , , .................. , , ..... . 
Due July 29. 2019, 4.81%, unsecured ......... , ........ , , , ......... " . , . , ... , , ..... , 
Due October 25, 2019, 5.71%, unsecured .... , .. , ... , ... , . , ... , .... '" . , . , , ... , ..... . 
Due November 25, 2019, 4.445%, unsecured .. , .. , ... , ... , .............. , . , , ......... . 
Due Febnmry 7, 2022, 5.69%, unsecured .. , , ............... , .... , , .. , ......... , ..... . 
Due May 22, 2023, 5.85%, unsecured ... , , , .................... , ... , ............ , .. . 
Due September 14, 2028, 5.96%, unsecured, , ........................ , ......... , . , , . , . 
Due June 23, 2036, 6.33%, unsecured ... , .. , .......... , ............ , ............... . 
Due March 3D, 2037, 5.86%, unsecured .. , ......................................... . 

Total notes payable to Fidelia ........................... , ......................... . 

'lbtal long-tenn debt outstanding ....................... , ......................... . 

Less current portion of long-term debt ... , ...... , .............................. , ... . 

Long-tenn debt ............................................................. . 

COMMON EQUITY: 
Common stock, without par value-

Authorized 80,000,000 shares, outstanding 37,817,878 shares .......................... , ... . 
Additional paid-in-capital (Note 11) ............................................... . 

Retained earnings ............................................................. . 
Undistributed subsidiary earnings .................................................. . 

Total retained earnings .......................................................... . 

Total cOlumon equity ........................................................... . 

Total capitalization .............................................................. . 

The accompanying notes are an integral part of these financial statements. 
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December 31 

2009 2008 
(Millions -;;rs) 

$ 13 $ 13 
21 21 
2 2 
2 2 
8 8 

96 96 
50 50 
54 54 
18 18 
9 9 

78 78 

351 351 

33 33 
50 50 

100 100 
75 75 

100 100 
50 50 
75 75 
50 50 
50 
50 50 
50 50 
50 50 
75 75 
50 
70 70 
50 
53 53 
75 75 

100 100 
50 50 
75 75 

1,331 J.,..Ig 
1,682 1,532 

261 228 

1,421 1,304 

308 308 
316 241 

1,318 1,174 
10 21 

1,328 1,195 

1,952 1,744 

$3,373 $3,048 = 
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Kentucky Utilities Company 

Notes to Financial Statements 

Note 1 - Summary of Significant Accounting Policies 

KU, incorporated in Kentucky in 1912 and in Virginia in 1991, is a regulated public utility engaged in the 
generation, transmission, distribution and sale of electric energy in Kentucky. Virginia and Tennessee. KU provides 
electric service to approximately 5IS,OOO customers in 77 counties in central, southeastern and western Kentucky, 
to approximately 30,000 customers in 5 counties in southwestern Virginia and 5 customers in Tennessee. KU's 
service area covers approximately 6,600 square miles. Approximately 99% of the electricity generated by KU is 
produced by its coal-fired electric generating stations. The remainder is generated by a hydroelectric power plant 
and natural gas and oil fueled CTs. In Virginia, KU operates under the name Old Dominion Power Company. KU 
also sells wholesale electric energy to 12 municipalities. 

KU is a wholly-owned subsidiary of E.ON U.S., an indirect wholly-owned subsidiary of E.ON, a German 
corporation. KU's affiliate, LG&E, is a regulated public utility engaged in the generation, transmission, distribution 
and sale of electtic energy and the distribution and sale of natural gas in Kentucky. 

Certain reclassification entries have been made to the previous years' financial statements to conform to the 
2009 presentation with no impact on net assets, liabilities and capitalization or previously reported net income. 
However, for 2008 cash from operations was decreased by $5 million and cash flows from investing increased by 
$5 million and for 2007 cash from operations increased by $4 million and cash flows from investing decreased by 
$4 million. 

RegulatOl)' Accollnting, KU is subject to the regulated operations guidance of the FASB ASC, under which 
regulatory assets are created based 011 expected recovmy from customers in future rates to defer costs that would 
otherwise be charged to expense. Likewise, regulatory liabilities are created based on expected return to customers 
in future rates to defer credits that would otherwise be reflected as income, or, in the case of costs of removal, are 
created to match long-term future obligations arising from the current use of assets, The accounting for regulatory 
assets and liabilities is based on specific ratemaking decisions or precedent for each item as prescribed by the 
FERC, the Kentucky Commission or the Virginia Commission. See Note 2, Rates and Regulatory Matters, for 
additional detail regarding regulatory assets and liabilities. 

Cash and Cash Equivalellts, KU considers all highly liquid investments with an original maturity of three 
months or less to be cash equivalents, 

Restricted Cash. Proceeds from bond issuances for environmental equipment (primarily related to the 
installation of FGDs) are held in trust pending expenditure for qualifying assets, 

Allowance for Doubtful Accollnts. The allowance for doubtful accounts included in customer accounts 
receivable is based on the ratio of the amounts charged-off during the last twelve months to the retail revenues billed 
over the same period multiplied by the retail revenues billed over the last four months, Accounts with no payment 
activity are charged-off after four months, although collection eff0l1s continue thereafter. The allowance for 
doubtful accounts included in other accounts receivable is composed of accounts aged more than four months, 
Accounts are written off as management determines them uncollectible. 

Materials alld Supplies, Fuel and other materials and suppJies inventories are accounted for using the 
average-cost method, Emission allowances are included in other materials and supplies, At December 31, 2009 and 
2008, the emission allowances inventory was $1 million and less than $1 mi11ion, respectively. 

Other Properly alld /m'estments, Other property and investments on the balance sheets consists of KU's 
investment in EEl, KU's investment in OVEC, funds related to the long-term power purchase contract with OMU 
and non-utility plant. 

Although KU holds investment interests in aVEC and EEl, it is not the primary beneficiary, therefore, neither 
are consolidated into the Company's financial statements. KU and 10 other electric utilities are owners of OVEC, 
located in Piketon, Ohio, OVEC owns and operates two coal-fired power plants, Kyger Creek Station in Ohio and 
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Clifty Creek Station in Indiana. OVEC's power is currently supplied to KU and 12 other companies affiliated with 
the various owners. Pursuant to current contractual agreements, KU owns 2.5% of aVEC's common stock and is 
contractually entitled to 2.5% of OVEC's output, approximately 55 Mw of generation capacity. 

As of December 31,2009 and 2008, KU's investment in OVEC totaled less than $1 million and is accounted for 
under the cost method of accounting. The direct exposure to loss as a result of its involvement with aVEC is 
generally limited to the value of its investment. See Note 9, Commitments and Contingencies, for further discussion 
of developments regarding KU's ownership interests and power purchase rights. 

KU owns 20% of the common stock of EEl, which owns and operates a 1,162-Mw generating station in 
southern Illinois. EEl, through a power marketer affiliated with its majority owner, sells its output to third parties. 
KU's investment in EEl is accounted for under the equity method of accounting and, as of December 31, 2009 and 
2008, totaled $12 million and $22 million, respectively. KU's direct exposure to loss as a result of its involvement 
with EEl is generaIIy limited to the value of its investment. 

Utility Plallt. Utility plant is stated at original cost, which includes payroll-related costs such as taxes, fringe 
benefits and administrative and general costs. Construction work in progress has been included in the rate base for 
determining retail customer rates in Kentucky. KU has not recorded a significant allowance for funds used during 
const11lction. 

The cost of plant retired or disposed of in the normal course of business is deducted from plant accounts and 
such cost is charged to the reserve for depreciation. When complete operating units are disposed of, appropriate 
adjustments are made to the reserve for depreciation and gains and losses, if any, are recognized. 

Depreciation and Amortization. Depreciation is provided on the straight-line method over the estimated 
service lives of depreciable plant. The amounts provided were approximately 2.6% in 2009, 3.0% in 2008 and 3.2% 
in 2007 of average depreciable plant. Of the amount provided for depreciation at December 31, 2009, approx
imately 0.4% was related to the retirement, remova1 and disposal costs of long Hved assets. At December 31, 2008 
and 2007, approximately 0.5% was related to the retirement, removal and disposa1 costs of long lived assets. 

Unamortized Debt Expense. Debt expense is capitalized in deferred debits and amortized using the straight 
line method, which approximates the effective interest method, over the lives of the related bond issues. 

income Taxes. In accordance with the guidance of the FASB ASC, deferred tax assets and liabilities are 
recognized for the future tax consequences attributable to differences between the financial statement carrying 
amounts of existing assets and liabilities and their respective tax bases, as measured by enacted tax rates that are 
expected to be in effect in the periods when the deferred tax assets and liabilities are expected to be settled or 
realized. Significant judgment is required in determining the provision for income taxes, and there are transactions 
for which the ultimate tax outcome is uncertain. The income taxes guidance of the FASB ASC prescribes a 
recognition thresh01d and measurement attribute for the financial statement recognition and measurement of a tax 
position taken or expected to be taken in a tax return. Uncertain tax positions are analyzed periodicaUy and 
adjustments arc made when events occur to warrant a change. See Note 6, Income Taxes. 

Deferred Income 1hxes. Deferred income taxes are recognized at currently enacted tax rates for all material 
temporary differences between the financial reporting and income tax bases of assets and liabilities. 

investment Tax Credits. The EPAct 2005 added Section 48A to the Internal Revenue Code, which provides 
for an investment tax credit to promote the commercialization of advanced coal technologies that will generate 
electricity in an environmentally responsible manner. KU and LG&E received an investment tax credit related to the 
construction of a new base-load, coal-fired unit, TC2. See Note 6, Income Taxes. Investment tax credits prior to 
2006 resulted from provisions of the tax law that permitted a reduction of KU's tax liability based on credits for 
const11lction expenditures. Deferred investment tax credits are being amortized to income over the estimated lives 
of the related property that gave rise to the credits. 

Revenue Recognition. Revenues are recorded based on service rendered to customers through month-end. 
KU accmes an estimate for unbilled revenues from each meter reading date to the end of the accounting period 
based on aIlocating the daily system net deliveries between billed volumes and unbilled volumes. The allocation is 
based on a daily ratio of the number of meter reading cycles remaining in the month to the total number of meter 
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reading cycles in each month. Each day's ratio is then multiplied by each day's system net deliveries to determine an 
estimated billed and unbilled volume for each day of the accounting period. The unbilled revenue estimates 
included in accounts receivable were $76 million, $60 million and $59 milIion at December 31, 2009, 2008 and 
2007, respectively. 

Fuel Costs. The cost of fuel for generation is charged to expense as used. See Note 2, Rates and Regulatory 
Matters, for a description of the FAC. 

Management's Use of Estimates. The preparation of financial statements in conformity with generally 
accepted accounting principles requires management to make estimates and assumptions that affect the reported 
assets and liabilities and disclosure of contingent items at the date of the financial statements and the reported 
amounts of revenues and expenses during the reporting period. Accrued liabilities, including legal and environ
mental, are recorded when they are probable and estimable. Actual results could differ from those estimates. 

Recent Accollnting Pronollllcements. The following are recent accounting pronouncements affecting KU: 

Hierarchy of Generally Accepted Accounting Principles 

The guidance related to the hierarchy of generally accepted accounting principles was issued in June 2009, and 
is effective for interim and annual periods ending after September 15,2009. The guidance establishes the FASB 
ASC as the single source of authoritative nongovernmental U.S. generally accepted accounting principles. It had no 
effect on the Company's results of operations, financial position or liquidity; however, references to authoritative 
accounting literature have changed with the adoption. 

Subsequent Events 

The guidance related to subsequent events was issued in May 2009, and is effective for interim and annual 
periods ending after June 15, 2009. This guidance requires disclosure of the date through which subsequent events 
have been evaluated, as well as whether that date is the date the financial statements were issued or the date they 
were available to be issued. The adoption of this guidance had no impact on the Company's results of operations, 
financial position or liquidity; however, additional disclosures were required with the adoption. See Note 12, 
Subsequent Events, for additional disclosures. 

Interim Disclosures about Fail' Value of Financial Instruments 

The guidance related to interim disclosures about fair value of financial instruments was issued in April 2009, 
and is effective for interim and anuual periods ending after June 15,2009. This guidance requires qualitative and 
quantitative disclosures about fair values of assets and liabilities on a quarterly basis. The adoption had no impact on 
the Company's results of operations, financial position or liquidity; however, additional disclosures were required 
with the adoption. See Note 3, Financial Instruments, for additional disclosures. 

Employers' Disclosures about Postretirement Benefit Plan Assets 

The guidance related to employers' disclosures about postretirement benefit plan assets was issued in 
December 2008, and is effective as of December 31, 2009. This guidance requires additional disclosures related 
to pension and other postretirement benefit plan assets. Additional disclosures include the investment allocation 
decision~making process, the fair value of each major category of plan assets as well as the inputs and valuation 
techniques used to measure fair value and significant concentrations of risk within the plan assets. The adoption had 
no impact on the Company's results of operations, financial position or liquidity; however, additional disclosures 
were required with the adoption. See Note 5, Pension and Other Postretirement Benefit Plans, for additional 
disclosures. 

Disclosures about Derivative Instruments and Hedging Activities 

The guidance related to disclosures about derivative instruments and hedging activities was issued in March 
2008, and is effective for fiscal years, and interim periods within those fiscal years, beginning on or after 
November 15. 2008. The objective of this guidance is to enhance the cun"ent disclosure framework, The adoption 
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had no impact on KU's results of operations, financial position or liquidity; however, additional disclosures relating 
to derivatives were required with the adoption effective January 1,2009. See Note 3, Financial Instruments, for 
additional disclosures. 

Noncontl'olling Interests in Consolidated Financial Statements 

The guidance related to noncontrolling interests in consolidated financial statements was issued in December 
2007, and is effective for fiscal years, and interim periods within those fiscal years, beginning on or after 
December 15, 2008. The objective of this guidance is to improve the relevance, comparability and transparency of 
financial information in a reporting entity's consolidated financial statements. The Company adopted this guidance 
effective January 1,2009, and it had no impact on its results of operations, financial position or liquidity. 

Fair Value Measurements 

In January 2010, the FASB issued guidance related to fail' value measurement disclosures requiring separate 
disclosure of amounts of significant transfers in and out of level 1 and level 2 fair value measurements and separate 
information about purchases, sales, issuances, and settlements within level 3 measurements. This guidance is 
effective for the first reporting period beginning after issuance except for disclosures about the roll-forward of 
activity in level 3 fair value measurements. This guidance will have no impact on the Company's results of 
operations, financial position or liquidity; however, additional disclosures will be provided as required. 

In August 2009, the FASB issued guidance related to fair value measurement disclosures, which is effective for 
the first reporting period beginning after issuance. The guidance provides amendments to clarify and reduce 
ambiguity in valuation techniques, adjustments and measurement criteria for liabilities measured at fair value. The 
adoption had no impact on the Company's results of operations, financial position or liquidity, and no additional 
disclosures were required. 

The guidance related to fair value measurements was issued in September 2006 and, except as described 
below, was effective for fiscal years beginning after November 15, 2007. This statement defines fair value, 
establishes a framework for measuring fair value in generally accepted accounting principles and expands 
disclosures about fair value measurements. This guidance does not expand the application of fair value accounting 
to Ilew circumstances. 

In February 2008, guidance on fair value measurements and disclosures delayed the effective date for all 
nonfinancial assets and liabilities, except those that are recognized or disclosed at fair value in the financial 
statements on a recurring basis (at least annually), to fiscal years beginning after November 15, 2008, and interim 
periods within those fiscal years. All other amendments have been evaluated and have no impact on the Company's 
financial statements. 

The Company adopted this guidance effective January 1,2008, except as it applies to those nonfinancial assets 
and liabilities, and it had no impact on the results of operations, financial position or liquidity, however, additional 
disclosures relating to its financial derivatives and cash colIateral on derivatives, as required, are now provided. Fair 
value accounting for all nonrecurring fair value measurements of nonfinancial assets and liabilities was adopted 
effective Janumy 1, 2009, and it had no impact on the results of operations, financial position or liquidity. At 
December 31,2009, no additional disclosures were required as KU did not have any nonfinancial assets or liabilities 
measured at fair value subsequent to initial measurement. 

The guidance related to determining fair value was issued in April 2009, and is effective for interim and annual 
periods ending after June 15,2009. This update provides additional guidance on determining fair values when there 
is no active market or where the price inputs being used represent distressed sales. The adoption had no impact on 
the Company's results of operations, financial position or liquidity. 

Note 2 - Rates and Regulatory Malters 

The Company is subject to the jurisdiction of the Kentucky Commission, the Virginia Commission, the 
Tennessee Regulatory Authority and the FERC in virtually all matters related to electric utility regulation, and as 
such, its accounting is subject to the regulated operations guidance of the FASB ASC. Given its position in the 
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marketplace and the status of regulation in Kentucky and Virginia, there are no plans or intentions to discontinue the 
application of the regulated operations guidance of the FASB ASC. 

2010 Kentucky Rate Case 

In January 2010, KU filed an application with the Kentucky Commission requesting an increase in base 
electric rates of approximately 12%, or $135 million annually, including an 11.5% return on equity. KU has 
requested the increase, based on the twelve month test year ended October 31, 2009, to become effective on and 
after March 1.2010. The requested rates have been suspended until August 1, 2010, at which time they may be put 
into effect, subject to refund, lfthe Kentucky Commission has not issued an order in the proceeding. The parties are 
currently exchanging data requests in the proceedings and a hearing date has been scheduled for June 2010. An 
order in the proceeding may occur during the third or fourth quarters of 2010. 

2008 Kentucky Rate Case 

In July 2008, KU filed an application with the Kentucky Commission requesting an increase in base electric 
rates. In January 2009, KU, the AG, the KIue and all other parties to the rate case filed a settlement agreement with 
the Kentucky Commission, under which KU's base electric rates decreased by $9 million annually. An Order 
approving the settlement agreement was received in Febmary 2009. The new rates were implemented effective 
February 6, 2009, at which time the merger surcredit terminated. 

In conjunction with the filing of the application for changes in base rates the VDT surcredit terminated. The 
VDT surcredit resulted from a 2001 initiative to share savings of $10 million from the VDT initiative with 
customers over five years. In February 2006, KU and all parties to the proceeding reached a unanimous settlement 
agreement on the future ratemaking treatment of the VDT surcredit which was approved by the Kentucky 
Commission in March 2006 at an annual rate of $4 million. Under the terms of the settlement agreement, the VDT 
surcredit continued at its then current level until such time as KU filed for a change in base rates. In accordance with 
the Order, the VDT surcredit terminated in August 2008, the first billing month after the July 2008 filing for a 
change in base rates. 

In December 2007, KU submitted its plan to allow the merger surcredit to terminate as scheduled on June 30, 
2008. The merger surcredit originated as part of the LG&E Energy merger with KU Energy Corporation in 1998. In 
June 2008, the Kentucky Commission issued an Order approving a unmlimolls settlement agreement reached with 
all parties to the case which provided for a reduction in the merger surcredit to approximately $6 million for a 
7-month period beginning July 2008, termination of the merger surcl'edit when new base rates went into effect on or 
after January 31, 2009, and that the merger surcredit be continued at an annual rate of $12 million thereafter should 
the Company not file for a change in base rates. In accordance with the Order, the merger surcredit was terminated 
effective February 6, 2009, with the implementation of new base rates. 

Virginia Rate Case 

In June 2009, KU filed an application with the Virginia Commission requesting an increase in electric base 
rates for its Virginia jurisdictional customers in an amount of $12 million annually or approximately 21 %. The 
proposed increase reflected a proposed rate of return on rate base of 8.586% based upon a return on equity of 12%. 
During December 2009, KU and the Virginia Commission Staff agreed to a Stipulation and Recommendation 
authorizing base rate revenue increases of $11 million annually and a return on rate base of 7.846% based on a 
10.5% return on common equity. A public hearing was held during January 2010. As permitted, pursuant to a 
Virginia Commission order, KU elected to implement the proposed rates effective November 1, 2009, on an interim 
basis. In March 2010, the Virginia Commission issued an Order approving the stipulation, with the increased rates 
to be put into effect as of April 1, 2010. As part of the stipulation, KU will refund certain amounts collected sillce 
November 2009, cOllsisting of interim increased rates in excess of the ultimate approved rates. These refunds 
aggregate approximately $1 million and are anticipated to occur during the second quarter of2010. See also Note 12 
to Notes to Financial Statements. 
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FERC Wholesale Rate Case 

In September 2008, KU filed an application with the FERC for increases in base electric rates applicable to 
wholesale power sales contmcts or interchange agreements involving. collectively, twelve Kentucky municipalities. The 
app1ication requested a shift from ClilTent, all-in stated unit charge rates to an unbundled fOllTIula rate. In May 2009, as a 
result of settlement negotiations, KU submitted an unopposed motion informing the FERC of the filing of a settlement 
agreement and agreed-upon seven-year service agreements with the municipal customers. The unopposed motion 
requested interim rate stl1lctures containing tenns cOlTesponding to the overall settlement principles, to be effective from 
May 1, 2009, until FERC approval of the settlement agreement. The settlement and service agreements provide for 
unbundled fOlmula rates which are subject to annual adjustment and approval processes. In May 2009, the FERC issued 
an Ordcr approving the interim settlement with respect to rates effective May 1, 2009 representing increases of 
approximately 3% from plior charges and a l~tum on equity of 11 %. Additionally, during May 2009, KU filed the fIrst 
annual adjustment to the formula rates to incorporate 2008 data, which adjusted fomlUlarates became effective on July 1, 
2009 and were approved by the FERC during September 2009. 

Separately, the parties were not able to reach agreement on the issue of whether KU must allocate to the 
municipal customers a portion of rcnewable resources it may be required to procure on behalf of its retail ratepayers. 
In August 2009, the FERC accepted the issue for briefing and the parties completed briefing submissions during 
2009. An order by the FERC on this matter may occur during 2010. KU is not currently able to predict the outcome 
of this procceding, including whether its wholesale customers mayor may not be entitlcd to certain rights or 
benefits relating to renewable energy, and the financial or operational effects, if any, of such outcomcs. 

Regulatory Assets and Liabilities 

The following regulatory assets and liabilities were included in the balance sheets as of December 31: 

2009 2008 
(In millions) 

Current regulatory assets: 
ECR ........................................................... . $ 28 $ 20 
FAC ........................................................... . I 8 
Net MISO exit. ................................................... . 2 
Other ........................................................... . 1 4 

Total current regulatory assets .................................. , .... . $ 32 $ 32 

Non-current regulatory assets: 
Storm restoration .................................................. . $ 59 $ 2 
ARO ........................................................... . 30 28 
Unamortized loss on bonds ........................................... . 12 13 
Net MISO exit .................................................... . 9 19 
Other. .......................................................... . 7 2 

Subtotal non·current regulatory assets ................................. . 117 64 
Pension benefits ................................................... . 105 137 

Total non-current regulatory assets ................................... . $222 $201 

Current regulatory liabilities: 
DSM ........................................................... . U U 

Total current regulatory liabilities .................................... . $ 3 $ 5 
= = 

Non-current regulatory liabilities: 
Accumulated cost of removal of utility plant .............................. . $331 $329 
Deferred income taxes - nct ......................................... . 9 16 
Postretirement benefits .............................................. . 9 10 
Other ........................................................... . 11 15 

Total non-current regulatory liabilities ................................. . $360 $370 
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KU does not currently earn a rate of return on the ECR and FAC regulatory assets and the Virginia levelized 
fuel factor included in other regulatory assets, which are separate recovery mechanisms with recovery within twelve 
months. No return is earned on the pension regulatory asset that represents the changes in funded status of the plans. 
KU will recover this asset through pension expense included in the calculation of base rates with the Kentucky 
Commission and will seek recovery of this asset in future proceedings with the Virginia Commission. No return is 
currently earned on the ARO asset. When an asset with an ARO is retired, the related ARO regulatory asset will be 
offset against the associated ARO regulatory liability, ARO asset aud ARO liability. A return is earned on the 
unamortized loss on bonds, and these costs are recovered through amortization over the life of the debt. The 
Company is seeking recovery of the Storm restoration regulatory asset and CMRG and KCCS contributions and 
FERC jurisdictional pension expense, included in other regulatory assets, in its current base rate cases. The 
Company recovers through the calculation of base rates, the amortization of the net MISO exit regulatory asset in 
Kentucky incurred through April 30, 2008. The Company recently received approval to recover the Virginia portion 
of this asset, as incurred through December 31, 2008, over a five year pedod and, due to the formula nature of its 
FERC rate stmcture, the FERC jurisdictional portion of the regulatory asset will be included in the annual updates to 
the rate fOlmula, The Company recovers through the calculation of base rates, the amortization of the remaining 
regulatory assets, including other regulatory assets comprised of deferred storm costs, the East Kentucky Power 
Cooperative FERC transmission settlement agreement and Kentucky rate case expenses, Other regulatory liabilities 
include DSM, FERC jurisdictional supplies inventory and MISO administrative charges collected via base rates 
from May 2008 through February 5, 2009. The MISO regulatory liability will be netted against the remaining costs 
of withdrawing from the MISO, per a Kentucky Commission Order, in the current Kentucky base rate case, 

ARO. A summary of KU's net ARO assets, regulatory assets, ARO liabilities, regulatory liabilities and cost 
of removal established under the asset retirement and environmental obligations guidance of the FASB ASC, 
follows: 

ARD Net ARO Regulatory Regulatory Accumulated Cost of Rcmo\'al 
(in millions of $) Assets Liabilities Assets Liabilities Cost of Remoyal Depreciation 

As of December 31, 2006 ...... $ 5 $(2S) $22 $ (2) $ 2 $ I 

ARO accretion, , , .. , , ... , . , , ~) 2 

As of December 31, 2007 ...... $ 5 $(30) $24 $(2) $ 2 $ I 

ARO accretion ... , .. , .... , , , (2) 2 

Removal cost reclass """'" 2 ~ 
As of December 31, 2008 ...... 5 (32) 28 (4) 2 

ARO accretion , , ..... , , , .... (2) 2 

ARO depreciation ... , .. , , .. , , (I) 

Cost of removal depreciation .,' I 

As of December 31, 2009 ...... $ 4 $(34) $30 $(4) $ 2 $ 2 

Pursuant to regulatory treatment prescribed under the regulated operations guidance of the FASB ASC, an 
offsetting regulatory credit was recorded in depreciation and amortization in the income statement of $2 million in 
2009, 200S and 2007 for the ARO accretion and depreciation expense. KU AROs are primarily related to the final 
retirement of assets associated with generating units. For assets associated with AROs, the removal cost accrued 
through depreciation under regulatory accounting is established as a regulatory liability pursuant to regulatory 
treatment prescribed under the regulated operations guidance of the FASB ASC, For the years ended December 31, 
200S and 2007, KU recorded less than $1 million of depreciation expense related to the cost of removal of ARO 
related assets, An offsetting regulatory liability was established pursuant to regulatory treatment prescribed under 
the regulated operations guidance of the FASB ASC. 

KU transmission and distribution lines largely operate under perpetual property easement agreements which 
do not generally require restoration upon removal of the property, Therefore, under the asset retirement and 
environmenta1 obligations guidance of the PASB ASC, no material asset retirement obligations are recorded for 
transmission and distribution assets, 
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MISO. Following receipt of applicable FERC, Kentucky Commission and other regulatory orders, related to 
proceedings that had been underway since July 2003, KU withdrew from the MISO effective September 1,2006. 
Since the exit from the MISD, KU has been operating under a FERC~approved opcn access-transmission tariff. KU 
now contracts with the Tennessee Valley Authority to act as its transmission Reliability Coordinator and Southwest 
Power Pool, Inc. to function as its Independent Transmission Organization, pursuant to FERC requirements. 

KU and the MISO have agreed upon overall calculation methods for the contractual exit fee to be paid by the 
Company following its withdrawal. In October 2006, the Company paid $20 million to the MISO and made related 
FERC compliance filings. The Company's payment of this exit fee was with reservation of its rights to contest the 
amount, or components thereof, following a continuing review of its calculation and supporting documentation. KU 
and the MISO resolved their dispute regarding the calculation of the exit fee and, in November 2007, filed an 
application with the FERC for approval of a recalculation agreement. In March 2008, the FERC approved the 
parties' recalculation of the exit fee, and the approved agreement provided KU with an immediate recovery of 
$1 million and an estimated $3 million over the next seven years for credits realized from other payments the MISO 
will receive, plus interest. 

In accordance with Kentucky Commission Orders approving the MISO exit, KU has established a regulatory 
asset for the MISO exit fee, net of former MISO administrative charges collected via Kentucky base rates through 
the base rate case test year ended Aprl130, 2008. The net MISO exit fee is subject to adjustment for possible future 
MISO credits, and a regulatory liability for certain revenues associated with former MISO administrative charges, 
which were collected via base rates until February 6, 2009. The approved 2008 base rate case settlement provided 
for MISO administrative charges collected through base rates frolll May 1,2008 to February 6, 2009, and any future 
adjustments to the MISO exit fee, to be established as a regulatory liability until the amounts can be amortized in 
future base rate cases. This regulatory liability balance as of October 31,2009 has been included in the base rate 
case application filed on January 29, 2010. MISO exit fee credit amounts subsequent to October 31,2009, will 
continue to accumulate as a regulatory liability until they can be amortized in future base rate cases. 

In November 2008, the FERC issued Orders in industry-wide proceedings relating to MISO RSG calculation 
and resettlement procedures. RSG charges are amounts assessed to various participants active in the MISO trading 
market which generally seek to compensate for uneconomic generation dispatch due to regional transmission or 
power market operational considerations, with some customer classes eligible for payments, while others may bear 
charges. The FERC Orders approved two requests for significantly altered formulas and principles, each of which 
the FERC applied differently to calculate RSG charges for various historical and future petiods. Based upon the 
2008 FERC Orders, the Company established a reserve during the fourth quarler of 2008 of less than $1 million 
relating to potential RSG resettlement costs for the period ended December 31,2008. However, in May 2009, after a 
portion of the resettlement payments had been made, the FERC issued an Order on the requests for rehearing on one 
November 2008 Order which changed the effective date and reduced almost all of the previously accrued RSG 
resettlement costs. Therefore, these costs were reversed and a receivable was established for amounts already paid 
of less than $1 million, which the MISO began refunding back lo the Company in June 2009, and which were fully 
collected by September 2009. In June 2009, the FERC issued an Order in the rate mismatch RSG proceeding, stating 
it will not require resettlements of the rate mismatch calculation from April 1, 2005 to November 4, 2007. An 
accrual had previously been recorded in 2008 for the rate mismatch issue for the time period April 25, 2006 to 
August 9,2007, but no accrual had been recorded for the time period November 5, 2007 to November 9, 2008 based 
on the prior Order. Accordingly, the accrual for the former time period was reversed and an accrual for the latter 
time period was recorded in June 2009, with a net effect of$l million of expense, substantially all of which was paid 
by September 2009. 

In August 2009, the FERC determined that the MISO had failed to demonstrate lhat its proposed exemptions to 
real-time RSG charges were just and reasonable. In November 2009, the MISO made a compliance filing 
incorporating the ruHngs of the FERC orders and a related task-force, with a primary open issue being whether 
certain of the tariff changes are applied prospectively only or retroactively to approximately January 6, 2009. The 
conclusion of the RSG matter, including the retroactivity decision, may result in refunds to the Company, but the 
Company cannot predict the ultimate outcome of this matter, nor the financial impact, at this time. 
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In November 2009, KU and LG&E filed an application with the FERC to approve certain independent 
transmission operator arrangements to be effective upon the expiration of their current contract with Southwest 
Power Pool, Inc. in September 2010. The application seeks authority for KU and LG&E to function after such date 
as the administrators of their own open access transmission tariffs for most purposes. The Tennessee Valley 
Authority, which currently acts as Reliability Coordinator, would also assume certain additional duties. A number 
of parties have intervened and filed comments in the matter and initial stages of data response proceedings have 
occurred. The application is subject to continuing FERC proceedings, including further submissions or filings by 
intervenors or FERC staff, prior to a ruling by the FERC. During January 2010, the Kentucky Commission issued an 
Order generally authorizing relevant state regulatory aspects of the proposed arrangements, 

Unamortized Loss all Bonds. The costs of early extinguishment of debt, including call premiums, legal and 
other expenses, and any unamortized balance of debt expense are amOltized using the straight line method, which 
approximates the effective interest method, over the life of either the replacement debt (in the case of refinancing) or 
the original life of the extinguished debt. 

FAC. KU's retail rates contain an FAC, whereby increases and decreases in the cost affuel for generation are 
reflected in the rates charged to retail customers. The FAC allows the Company to adjust customers' accounts for the 
difference between the fuel cost component of base rates and the actual fuel cost, including transportation costs. 
Refunds to customers occur if the actual costs are below the embedded Cost component. Additional charges to 
customers occur if the actual costs exceed the embedded cost component. The amount of the regulatory asset or 
liability is the amount that has been under- or over-recovered due to timing or adjustments to the mechanism. 

The Kentucky Commission requires public hearings at six-month intervals to examine past fuel adjustments, 
and at two-year intervals to review past operations of the fuel clause and transfer of the then current fuel adjustment 
charge or credit to the base charges. In November 2009, January 2009, June 2008 and January 2008, the Kentucky 
Commission issued Orders approving the charges and credits billed through the FAC for the six-month periods 
ending April 2009, April 2008, October 2007 and April 2007, respectively. In January 2009 and December 2006, the 
Kentucky Commission initiated routine examinations of the FAC for the two-year periods November I, 2006 
through October 31, 2008 and November 1, 2004 through October 31, 2006. The Kentucky Commission issued 
Orders in June 2009 and November 2007, approving the charges and credits billed through the FAC during the 
review periods. 

KU also employs an FAC mechanism for Virginia customers using an average fuel cost factor based primarily 
on projected fuel costs. The Virginia levelizcd fuel factor allows fuel recovery based on projected fuel costs for the 
coming year plus an adjustment for any over- or under-recovery of fuel expenses from the prior year. At 
December 31, 2009 and 2008, KU had a regulatory liability of less than $1 million and a regulatory asset of 
$2 million, respectively. 

In February 2009, KU filed an application with the Virginia Commission seeking approval of a 29% increase in 
its fuel cost factor beginning with service rendered in April 2009. In February 2009, the Virginia Commission issued 
an Order allowing the requested change to become effective on an interim basis. The Virginia Staff testimony filed 
in April 2009, recommended a slight decrease in the factor filed by KU. The Company indicated the Virginia Staff 
proposal was acceptable. A hearing was held in May 2009, with general resolution of remaining issues. In May 
2009, the Virginia Commission issued an Order approving the revised fuel factor, representing an increase of24%, 
effective May 2009. 

In February 2008, KU filed an application with the Virginia Commission seeking approval of a decrease in its 
fuel cost factor applicable during the billing period, April 2008 through March 2009. The Virginia Commission 
allowed the new rates to be in effect for the April 2008 customer billings. In April 2008, the Virginia Commission 
Staff recommended a change to the fuel factor KU filed in its application, to which KU has agreed. Following a 
public hearing and an Order in May 2008, the recommended change became effective in June 2008, resulting in a 
decrease of 0.482 cents/kwh from the factor in effect for the April 2007 through March 2008 period. 

ECR. Kentucky law pelmits KU to recover the costs of complying with the Federal Clean Air Act, including 
a return of operating expenses, and a retum of and on capital invested, through the ECR mechanism. The amount of 
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the regulatory asset or liability 1s the amount that has been under- 01' over-recovered due to timing or adjustments to 
the mechanism. 

The Kentucky Commission requires reviews of the past operations of the environmental surcharge for six
month and two-year billing periods to evaluate the related charges, credits and rates of return, as well as to provide 
for the roll-in of ECR amounts to base rates each two-year period. In December 2009, an Order was issued 
approving the charges and credits billed through the ECR during the two-year period ending April 2009, an increase 
in the jurisdictional revenue requirement, a base rate roll-in and a revised rate of return on capital. In July 2009, an 
Order was issued approving the charges and credits billed through the ECR during the six-month period ending 
October 2008, as well as approving billing adjustments for under-recovered costs and the rate of return on capital. In 
August 2008, an Order was issued approving the charges and credits billed through the ECR during the six-month 
periods ending April 2008 and October 2007, and the rate of return on capital. In March 2008, an Order was issued 
approving the charges and credits billed through the ECR during the six-month and two-year periods ending 
October 2006 and April 2007. respectively, as well as approving billing adjustments. roll-in adjustments to base 
rates, revisions to the monthly surcharge filing and the rates of return on capital. 

In January 2010, the Kentucky Commission initiated a six-month review ofKU's environmental surcharge for 
the billing period ending October 2009. The proceeding will progress throughout the first half of 2010. 

In June 2009, the Company filed an application for a new ECR plan with the Kentucky Commission seeking 
approval to recover investments in environmental upgrades and operations and maintenance costs at the Company's 
generating facilities. During 2009, KU reached a unanimous settlement with all patties to the case and the Kentucky 
Commission issued an Order approving KU's application. Recovery on customer bills through the monthly ECR 
surcharge for these projects began with the Febmary 2010 billing cycle. 

In February 2009, the Kentucky Commission approved a settlement agreement in the rate case which provides 
for an authorized return on equity applicable to the ECR mechanism of 10.63% effective with the February 2009 
expense month filing, which represents a slight increase over the previously authorized 10.50%. 

In October 2007, KU met with the Kentucky Commission and other interested parties to discuss the status of 
the Ghent Unit 2 SCR construction. KU informed the Kentucky Commission that construction of the Ghent Unit 2 
SCR was not going to commence before the CCN expired in December 2007, due to a change in the economics for 
the project. The CCN expired in December 2007, and KU has delayed construction of the Ghent Unit 2 SCR. 

Storm Restoration. In January 2009, a significant ice storm passed through KU's service territory causing 
approximately 199,000 customer outages, followed closely by a severe wind storm in February 2009, causing 
approximately 44,000 customer outages. The Company filed an application with the Kentucky Commission in April 
2009, requesting approval to establish a regulatory asset, and defer for future recovery, approximately $62 milIion in 
incremental operation and maintenance expenses related to the storm restoration. In September 2009, the Kentucky 
Commission issued an Order allowing the Company to establish a regulatory asset of up to $62 million based on its 
actual costs for storm damages and service restoration due to the January and February 2009 storms. In September 
2009, the Company established a regulatory asset of $57 million for actual costs incurred, and the Company is 
seeking recovery of this asset in its current base rate case. 

In September 2008, high winds from the remnants of Hurricane Ike passed through the service territory 
causing significant outages and system damage. In October 2008, KU filed an application with the Kentucky 
Commission requesting approval to establish a regulatory asset, and defer for future recovery, approximately 
$3 million of expenses related to the storm restoration. In December 2008, the Kentucky Commission issued an 
Order allowing the Company to establish a regulatory asset of up to $3 million based on its actual costs for storm 
damages and service restoration due to Hurricane Ike. In December 2008, the Company established a regulatory 
asset of$2 million for actual costs incurred, and the Company is secking recovery of this asset in its current base rate 
case. 

FERC Jurisdictional Pension Costs. Other regulatory assets include pension costs of$3 million incurred by 
the Company and allocated to its PERC jurisdictional ratepayers. The Company wi11 seek recovery of this asset in 
the next FERC rate proceeding. 
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Rate Case El.pellses. KU incurred $1 million in expenses related to the development and support of the 2008 
Kentucky base ratc case. The Kentucky Commission approved the establishment of a regulatory asset for these 
expenses and authorized amortization over three years beginning in March 2009. 

CMRG alld KCCS COlltributiolls. In July 2008, KU and LG&E, along with Duke Energy Kentucky, Inc. and 
Kentucky Power Company, filed an application with the Kentucky Commission requesting approval to establish 
regulatory assets related to contributions to the CMRG for the development of technologies for reducing carbon 
dioxide emissions and the KCCS to study the feasibility of geologic storage of carbon dioxide. The filing companies 
proposed that these contributions be treated as regulatory assets to be defen·ed until recovery is provided in the next 
base rate case of each company, at which time the regulatory assets will be amortized over the life of each project: 
four years with respect to the KCCS and ten years with respect to the CMRG. KU and LG&E jointly agreed to 
provide less than $2 million over two years to the KCCS and up to $2 million over ten years to the CMRG. In 
October 2008, an Order approving the establishment of the requested regulatory assets was received and KU is 
seeking rate recovery in the Company's 2010 Kentucky base rate case. 

Deferred Storm Costs. Based on an Order from the Kentucky Commission in June 2004, KU reclassified 
from maintenance expense to a regulatOlY asset, $4 million related to costs notreimbursed from the 2003 ice storm. 
These costs were amortized through June 2009. KU earned a return of these amortized costs, which were included in 
jurisdictional operating expenses. 

Pension and Postretirement Benefits. KU accounts for pension and postretirement benefits in accordance 
with the compensation - retirement benefits guidance of the FASB ASC. This guidance requires employers to 
recognize the over-funded or under-funded status of a defined benefit pension and postretirement plan as an asset or 
liability in the balance sheet and to recognize through other comprehensive income the changes in the funded status 
in the year in which the changes occur. Under the regulated operations guidance of the FASB ASC, KU can defer 
recoverable costs that would otherwise be charged to expense or equity by non-regulated entities. Current rate 
recovery in Kentucky and Virginia is based on the compensation - retirement benefits guidance of the FASB ASC. 
Regulators have been clear and consistent with their historical treatment of such rate recovery, therefore, the 
Company has recorded a regulatory asset representing the change in funded status of the pension plan that is 
expected to be recovered and a regulatory liability representing the change in funded status of the postretirement 
plan that is expected to be refunded. The regulatOlY asset and liability will be adjusted annually as prior service cost 
and actuarial gains and losses are recognized in net periodic benefit cost. 

AcculIlulated Cost of Removal of Utility Plollt. As of December 31, 2009 and 2008, KU has segregated the 
cost of removal, previously embedded in accumulated depreciation, of $331 million and $329 million, respectively, 
in accordance with FERC Order No. 631. This cost of removal component is for assets that do not have a legal ARO 
under the asset retirement and environmental obligations guidance of the FASB ASC. For reporting purposes in the 
balance sheets, KU has presented this cost of removal as a regulatory liability pursuant to the regulated operations 
guidance of the FASB ASC. 

Deferred income Taxes - Net. These regulatory assets and liabilities represent the future revenue impact 
from the reversal of deferred income taxes required for unamortized investment tax credits, the allowance for funds 
used during construction and deferred taxes provided at rates in excess of currently enacted rates. 

DSM. KU's rates contain a DSM provision which includes a rate mechanism that provides for concurrent 
recovery of DSM costs and provides an incentive for implementing DSM programs. The provision allows KU to 
recover revenues from lost sales associated with the DSM programs based on program plan engineering estimates 
and post~implementation evaluations. 

In July 2007, KU and LG&E filed an application with the Kentucky Commission reqnesting an order 
approving enhanced versions of the existing DSM programs along with the addition of several new cost effective 
programs. The total annual budget for these programs is approximately $26 million. In March 2008, the Kentneky 
Commission issued an Order approving the application, with minor modifications. KU and LG&E filed revised 
tariffs in April 2008, under authority of this Order, which were effective in May 2008. 
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Kelltucl..)' Commission Report 01/ Storms. In November 2009, the Kentucky Commission issued a report 
following review and analysis of the effects and utility response to the September 2008 wind storm and the January 
2009 ice storm, and possible utility industry preventative measures relating thereto. The report suggested a number 
of proposed or recommended preventative or responsive measures, including consideration of selective hardening 
of facili~ies. altered vegetation management programs, enhanced customer outage communications and similar 
measures. In March 2010, the Companies filed a joint response reporting all their actions with respect to such 
recommendations. The response indicated implementation or completion of substantially all of the recommen
dations, including, among other matters, on-going reviews of system hardening and vegetation management 
procedures, certain test or pilot programs in such areas, and fielding of enhanced operational and customer outage
related systems. 

Wind Power Agreements. In August 2009, KU and LG&E filed a notice of intent with the Kentucky 
Commission indicating their intent to file: an application for approval of wind power purchase contracts and cost 
recovery mechanisms. The contracts were executed in August 2009, and are contingent upon KU and LG&E 
receiving acceptable regulatory approvals. Pursuant to the proposed 20-year contracts, KU and LG&E would jointly 
purchase respective assigned portions of the output of two Illinois wind famls totaling an aggregate 109.5 Mw. In 
September 2009, the Companies filed an appHcation and supporting testimony with the Kentucky Commission. In 
October 2009, the Kentucky Commission issued an Order denying the Companies' request to establish a surcharge 
for recovery of the costs of purchasing wind power. The Kentucky Commission stated that such recovery constitutes 
a general rate adjustment and is subject to the regulations of a base rate case. The Kentucky Commission Order 
cun'ently provides for the request for approval of the wind power agreements to proceed independently from the 
request to recover the costs thereof via surcharges. In November 2009, KU and LG&E filed for rehearing of the 
Kentucky Commission's Order and requested that the matters of approval of the contract and recovery of the costs 
thereof remain the subject of the same proceeding. During December 2009, the Kentucky Commission issued data 
requests on this matter. In March 2010, the Companies filed a motion requesting a ruling on this matter during the 
second quarter of 2010. The Companies cannot currently predict the timing or outcome of this proceeding. 

n-imble County Asset Purchase Gnd Depreciation. KU and LG&E are currently constructing a new base
load. coal fired unit, TC2. which will be jointly owned by the Companies, together with the !MEA and the IMPA. In 
July 2009, the Companies notified the Kentucky Commission of the proposed sale from LG&E to KU of certain 
ownership interests in certain existing Trimble County generating station assets which arc anticipated to provide 
joint or common use in support of the jointly-owned TC2 generating unit under construction at the station. The 
undivided ownership interests being sold are intended to provide KU an ownership interest in these common assets 
that is proportional to its interest in TC2 and the assets' role in supporting both TCI and TC2. In December 2009, 
KU and LG&E completed the sale transaction at a price of $48 million, representing the current net book value of 
the assets, multiplied by the proportional interest being sold. 

In August 2009, in a separate proceeding, KU and LG&E jointly filed an application with the Kentucky 
Commission to approve new depreciation rates for applicable TC2-related generating, pol1ution control and other 
plant equipment and assets. The filing requests common depreciation rates for the applicable jointly-owned TC2-
related assets, rather than applying differing depreciation rates in place with respect to KU's and LG&E's 
separately-owned base-load generating assets. During December 2009, the Kentucky Commission extended the 
data discovery process through January 2010 and authorized KU and LG&E on an interim basis to begin using the 
depreciation rates for TC2 as proposed in the application. In March 2010, the Kentucky Commission issued a final 
Order approving the use of the proposed depreciation rates on a permanent basis. 

Te2 CCN Application alld Transmission Matters. An application for a CCN for construction of TC2 was 
approved by the Kentucky Commission in November 2005. CCNs for two transmission lines associated with TC2 
were issued by the Kentucky Commission in September 2005 and May 2006. All regulatory approvals and rights of 
way for one transmission line have been obtained. 

The CCN for the remaining line has been challenged by certain property owners in Hardin County, Kentucky. 
In August 2006, KU and LG&E obtained a successful dismissal of the challenge at the Franklin County Circuit 
Couti, which ruling was reversed by the Kentucky Court of Appeals in December 2007, and the proceeding 
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reinstated. A motion for discretionary review of that reversal was filed by KU and LG&E with the Kentucky 
Supreme Court and was granted in April 2009. That proceeding, which seeks reinstatement of the Circuit Court 
dismissal of the CCN challenge, has been fully briefed and oral argument occurred during March 2010. A ruling on 
the matter could occur by mid 2010. 

Completion of the transmission lines are also subject to standard construction permit, environmental autho
rization and real property or easement acquisition procedures and certain Hardin County landowners have raised 
challenges to the transmission line in some of these forums as wen. 

During 2008, KU obtained various successful rulings at the Hardin County Circuit Court confirming its 
condemnation rights. In August 2008, several landowners appealed such rulings to the Kentucky Court of Appeals 
and received a temporary stay preventing KU from accessing their properties. In April 2009, that appellate court 
denied KU's motion to lift the stay and issued an Order retaining the stay until a decision on the merits of the appeal. 
Efforts to seek reconsideration of that ruling, or to obtain intermediate review of the ruling by the Kentucky 
Supreme Court, were unsuccessful, and the stay remains in effect. The underlying appeal on KU's right to condemn 
remains pending before the Court of Appeals and oral argument on the matter is scheduled to occur during late 
March 2010. 

Settlement discussions with the Hardin County property owners involved in the appeals of the condemnation 
proceedings have been unsuccessful to date. During the fourth quarter of 2008, KU and LG&E entered into 
settlements with certain Meade County landowners and obtained dismissals of prior litigation they had brought 
challenging the same transmission line. 

As a result of the aforementioned unresolved litigation delays encountered in obtaining access to certain 
properties in Hardin County, KU has obtained casements to allow constmction oftemporary transmission facilities 
bypassing those properties while the litigated issues are resolved. In September 2009, the Kentucky Commission 
issued an Order stating that a CCN was necessary for two segments of the proposed temporary facilities. In 
December 2009, the Kentucky Commission granted the CCNs for the relevant segments and the property owners 
have filed various motions to intervene, stay and appeal certain elements of the Kentucky Commission's recent 
orders. In January 2010, in respect of two of such proceedings, the Franklin County circuit court issued Orders 
denying the property owners' request for a stay of construction and upholding the prior Kentucky Commission 
denial of their intervenor status. In parallel with, and consistent with the relevant proceedings and their status, the 
Company is conducting appropriate real estate acquisition and construction activities with respect to these 
temporary transmission facilities. 

In a separate proceeding, certain Hardin County landowners have also challenged the same transmission line in 
federal district court in Louisville, Kentucky. In that action, the landowners claim that the U.S. Army failed to 
comply with certain National Historic Preservation Act requirements relating to easements for the line through 
Fort Knox. KU and LG&E are cooperating with the U.S. Army in its defense in this case and in October 2009, the 
federal court granted the defendants' motion for summary judgment and dismissed the plaintiffs' claims. During 
November 2009, the petitioners filed submissions for review of the decision with the 6th Circuit Comt of Appeals. 

KU and LG&E are not currently able to predict the ultimate outcome and possible effects, if any, on the 
construction schedule relating to the transmission line approval, land acquisition and permitting proceedings. 

Utility Competition ill Virginia. The Commonwealth of Virginia passed the Virginia Electric Utility 
Restructuring Act in 1999. This act gave customers the ability to choose their electric supplier and capped electric 
rates through December 20 lO. KU subsequently received a legislative exemption from the customer choice 
requirements of this law. In April 2007, however, the Virginia General Assembly amended the Virginia Electric 
Utility Restructuring Act, thereby terminating this competitive market and commencing re~regulation of utility 
rates. The new act ended the cap on rates at the cnd of2008. Pursuant to this legislation, the Virginia Commission 
adopted regulations revising the 11Iles governing utility rate increase applications. As of January 2009, a hybrid 
model of regulation is being applied in Virginia. Under this model, utility rates are reviewed every two years. KU's 
exemption from the requirements ofthe Virginia Electric Utility Restructuring Act in 1999, however, discharges the 
Company from the requirements of the new hybrid model of regulation. In lieu of submitting an annua1 information 
filing, the Company has the option of requesting a change in base rates to recover prudently incurred costs by filing a 
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traditional base rate case. KU is also subject to other utility regulations in Virginia, including, but not limited to, the 
recovery of pmdently incurred fuel costs through an annual fuel factor charge and the submission of integrated 
resource plans. 

Market-Based Rate Authority. In July 2006, the FERC issued an Order in KU's market-based rate proceeding 
accepting the Company's further proposal to address certain market power issues the FERC had claimed would 
arise upon an exit from the MISO. In particular, the Company received permission to sell power at market-based 
rates at the interface of control areas in which it may be deemed to have market power, subject to a restriction that 
such power not be col1usively re-sold back into such control areas. Howevel~ restrictions exist on sales by KU of 
power at market~based rates in the KUILG&E and Big Rivers Electric Corporation control areas. In June 2007, the 
FERC issued Order No. 697 implementing certain reforms to market~based rate regulations, including restrictions 
similar to those previously in place for the Company's power sales at control area interfaces. In December 2008, the 
FERC issued Order No. 697-B potentially placing additional restrictions on certain power sales involving areas 
where market power is deemed to exist. As a condition of receiving and retaining market-based rate authority, KU 
must comply with applicable affiliate restrictions set forth in the FERC regulation. During September 2008, the 
Company submitted a regular tri-annual update filing under market~based rate regulations. 

In June 2009, the FERC issued Order No. 697-C which generally clarified certain interpretations relating to 
power sales and purchases at control area interfaces or into control areas involving market power. In July 2009, the 
FERC issued an order approving the Company's September 2008 application for market-based rate authority. 
During July 2009, affiliates of KU completed a transaction terminating certain prior generation and power 
marketing activities in the Big Rivers Electric Corporation control area, which termination should ultimately allow 
a filing to request a determination that the Company no longer is deemed to have market power in such control area. 

KU conducts certain of its wholesale power sales activities in accordance with existing market-based rate 
authOlity principles and intelpretations. Future FERC proceedings relating to Orders 697 or market-based rate 
authority could alter the amount of sales made at market-based versus cost-based rates. The Company's sales under 
market-based rate authority totaled less than $1 million for the year ended December 31, 2009. 

Mandatol)' Reliability Standards. As a result of the EPAct 2005, certain formerly voluntary reliability 
standards became mandatory in June 2007, and authority was delegated to various Regional Reliability Organi
zations (HRROs") by the NERC, which was authorized by the PERC to enforce compJiance with such standards, 
including promUlgating new standards. Failure to comply with mandatory reliability standards can subject a 
registered entity to sanctions, including potential fines of up to $1 million per day, as well as non-monetary 
penalties, depending upon the circumstances of the violation. KU is a member of the SERC Reliability Corporation 
("SERC"), which acts as KU's RRO. During May 2008, the SERC and KU agreed to a settlement involving 
penalties totaling less than $1 million related to KU's February 2008 self-report concerning possible violations of 
certain existing mitigation plans relating to reliability standards. During December 2009, the SERC and KU agreed 
to a settlement involving penalties totaling less than $1 million concerning a June 2008 self-report by KU relating to 
three other standards and an October 2008 self-report relating to an additional standard. During December 2009, 
KU submitted a self-report relating to an additional standard. SERC proceedings for the December 2009 self-report 
are in the early stages and therefore the outcome is unable to be determined. Mandatory reliability standard 
settlements commonly include other non-penalty elements, including compliance steps and mitigation plans. 
Settlements with the SERC proceed to NERC and FERC review before becoming final. While KU believes itself to 
be in compliance with the mandatory reliability standards, the Company cannot predict the outcome of other 
analyses, including on-going SERC or other reviews described above. 

Integrated Resource Planning. Integrated resource planning (''IRP'') regulations in Kentucky require major 
ntilities to make triennial IRP filings with the Kentucky Commission. In April 2008, KU and LG&E filed their 2008 
joint IRP with the Kentucky Commission. The IRP provides historical and projected demand, resource and financial 
data, and other operating performance and system infOlmation. The Kentucky Commission issued a staff report and 
Order closing this proceeding in December 2009. Pursuant to the Virginia Commission's December 2008 Order, 
KU filed its IRP in July 2009. The filing consisted of the 2008 Joint IRP filed by KU and LG&E with the Kentucky 
Commission along with additional data. The Virginia Commission has not established a procedural schedule for this 
proceeding. 
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PUHCA 2005. E.ON, KU's ultimate parent, is a registered holding company under PUHCA 2005. E.ON, its 
utility subsidiaries, including KU, and certain of its non-utility subsidiaries, are subject to extensive regulation by 
the PERC with respect to numerous matters, including: electric utility facilities and operations. wholesale sales of 
power and related transactions, accounting practices, issuances and sales of securities, acquisitions and sales of 
utility properties, payments of dividends out of capital and surplus, financial matters and inter-system sales of nOI1-

power goods and services. KU believes that it has adequate authority, including financing authority, under existing 
FERC orders and regulations to conduct its business and will seek additional authorization when necessary. 

EPAcl 2005. The EPAct 2005 was enacted in August 2005. Among other matters, this comprehensive 
legislation contains provisions mandating improved electric reliability standards and performance; granting 
enhanced civil penalty authority to the FERC; providing economic and other incentives relating to transmission, 
pollution control and renewable generation assets; increasing funding for clean coal generation incentives; 
repealing the Public Utility Holding Company Act of 1935; enacting PUHCA 2005 and expanding PERC 
jurisdiction over public utility holding companies and related matters via the Federal Power Act and PUHCA 2005. 

In Febmary 2006, the Kentucky Commission initiated an administrative proceeding to consider the require
ments of the EPAct 2005, Subtitle E Section 1252, Smart Metering, which concerns time-based metering and 
demand response, and Section 1254, Interconnections. EPAct 2005 requires each state regulatory authority to 
conduct a formal investigation and issue a deCision on whether or not it is appropriate to implement certain 
Section 1252 standards within eighteen months after the enactment of EPAct 2005 and to commence consideration 
of Section 1254 standards within one year after the enactment of EPAct 2005. Following a public hearing with al1 
Kentucky jurisdictional electric utilities, in December 2006, the Kentucky Commission issued an Order in this 
proceeding indicating that the EPAct 2005 Section 1252 and Section 1254 standards should not be adopted. 
However, all five Kentucky Commission jurisdictional utilities are required to file real-time pricing pilot programs 
for their large commercial and industrial customers. KU developed a real-time pricing pilot for large industrial and 
commercial customers and filed the details of the plan with the Kentucky Commission in April 2007. In Febmary 
2008, the Kentucky Commission issued an Order approving the real-time pricing pilot program proposed by KU for 
implementation within approximately eight months, for its large commercial and industrial customers. The tariff 
was filed in October 2008, with an effective date of December I, 2008. KU files annua1 reports on the program 
within 90 days of each plan year-end for the 3-year pilot period. 

Green Energy Riders. In February 2007, KU and LG&E filed a Joint Application and Testimony for 
Proposed Green Energy Riders. In May 2007, a Kentucky Commission Order was issued authorizing KU to 
establish Small and Large Green Energy Riders, allowing customers .to contribute funds to be used for the purchase 
of renewable energy credits. During November 2009, KU and LG&E filed an ·application to both continue and 
modify the existing Green Energy Programs and requested a Kentucky Commission Order by March 2010. 

Home Energy Assistance Program. In July 2007, KU filed an application with the Kentucky Commission for 
the establishment of a Home Energy Assistance program. During September 2007, the Kentucky Commission 
approved the five-year program as filed, effective in October 2007. The program telminates in September 2012, and 
is funded through a $0.10 per month meter charge. Effective February 6, 2009, as a result of the settlement 
agreement in the 2008 base rate case, the program is funded through a $0.15 per month meter charge. 

Col/eclion Cycle Revision. As part of its base rate case filed on July 29, 2008, LG&E proposed to change the 
due date for customer bill payments from 15 days to 10 days to a1ign its collection cycle with KU. In addition, KU 
proposed to include a late payment charge if payment is not received within 15 days from the bill issuance date to 
align with LG&E. The settlement agreement approved in the rate case in February 2009, changed the due date for 
customer bill payments to 12 days after bill issuance for both KU and LG&E, and permitted KU's implementation 
of a 1ate payment charge if payment is not received within 15 days from the biII issuance date. 

Depreciation Study. In December 2007, KU filed a depreciation study with the Kentucky Commission as 
required by a previous Order. In August 2008, the Kentucky Commission issued an Order consolidating the 
depreciation study with the base rate case proceeding. The approved settlement agreement in the rate case 
established new depreciation rates effective February 2009. KU also filed the depreciation study with the Virginia 
Commission which approved the implementation of the new depreciation rates effective February 2009. Approval 
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by the Virginia Commission does not preclude the rates from being raised as an issue by any party in KU's current 
base rate case in Virginia. 

Brmvnfield Development Rider Tariff. In March 2008, KU received Kentucky Commission approval for a 
Brownfield Development Rider, which offers a discounted rate to electric customers who meet certain usage and 
location requirements, including taking new service at a brownfield site, as certified by the appropriate Kentucky 
state agency. The rider pemlits special contracts with such customers which provide for a series of declining partial 
rate discounts over an initial five-year period of a longer service arrangement. The tariff is intended to promote local 
economic redevelopment and efficient usageofutility resources by aiding potential reuse of vacant brownfield sites. 

intercoJ1nection alld Net Metering Guidelines. In May 2008, the Kentucky Commission on its own motion 
initiated a proceeding to establish interconnection and net metering guidelines in accordance with amendments to 
existing statutory requirements for net metering of electricity. The jurisdictional electric utilities and intervenors in 
this case presented proposed interconnection guideHnes to the Kentucky Commission in October 2008. In a January 
2009 Order, the Kentucky Commission issued the Interconnection and Net Metering Guidelines - Kentucky that 
were developed by all pa11ies to the proceeding. KU does not expect any financial or other impact as a result of this 
Order. In April 2009, KU filed revised net metering tariffs and application forms pursuant to the Kentucky 
Commission's Order. The Kentucky Commission issued an Order in April 2009, which suspended for five months 
al1 net metering tariffs filed by the jurisdictional electric utilities. This suspension was intended to a1low sufficient 
time for review of the filed tariffs by the Kentucky Commission Staff and intervening parties. In June 2009, the 
Kentucky Commission Staff held an informal conference with the parties to discuss issues related to the net 
metering tariffs filed by KU. Following this conference, the intervenors and KU resolved all issues and KU filed 
revised net metering tariffs with the Kentucky Commission. In August 2009, the Kentucky Commission issued an 
Order approving the revised tariffs. 

EISA 2007 Standards. In November 2008, the Kentucky Commission initiated an administrative proceeding 
to consider new standards as a result of the Energy Independence and Secnrity Act of 2007 ("EISA 2007"), part of 
which amends the Public Utility Regulatory Policies Act of 1978 ("PURPA"). There arc four new PURPA standards 
and one non-PURPA standard applicable to electric utilities. The proceeding also considers two new PURPA 
standards applicable to natural gas utilities. EISA 2007 requires state regulatory commissions and nonregulated 
utilities to begin consideration of the rate design and smart grid investments no later than December 19, 2008, and to 
complete the consideration by December 19,2009. The Kentucky Commission established a procedural schedule 
that allowed for data discovery and testimony through July 2009. A public hearing has not been scheduled in this 
matter. In October 2009, the Kentucky Commission held an informal conference for the purpose of discussing 
issues related to the standard regarding the consideration of Smart Grid investments. 

Note 3 - Financial Instruments 

The cost and estimated fair values of KU's non-trading financial instruments as of December 31 follow: 

2009 2008 
Carrying Fair Carrying Fair 

Value Value Value Value 

Long-term debt (including current portion of 
$228 million) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. $ 351 

Long-term debt from affiliate (including current portion of 
$33 million) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. $1,331 

--- ---
(In millions) 

$ 351 $ 351 $ 349 

$1,401 $1,181 $1,117 

The long-term debt valuations reflect prices quoted by dealers. The fair value of the long-term debt from 
affiliate is determined using an internal valuation model that discounts the future cash flows of each loan at current 
market rates. The current market values are determined based on quotes from investment banks that are actively 
involved in capital markets for utilities and factor in KU's credit ratings and default risk. The fair values of cash and 
cash equivalents, accounts receivable, cash surrender value of key man life insurance, accounts payable and notes 
payable are substantially the same as their carrying values. 
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KU is subject to the risk of fluctuating interest rates in the normal course of business. The Company's policies 
allow the interest rate risk to be managed through the use of fixed rate debt, floating rate debt and interest rate swaps. 
At December 31, 2009, a 100 basis point change in the benchmark rate on KU's variable rate debt would impact pre
tax interest expense by $4 million annually. Although the Company's policies allow for the use of interest rate 
swaps, as of December 31, 2008 and 2009, KU had no interest rate swaps outstanding. 

The Company is subject to interest rate and commodity price risk related to on-going business operations. It 
currently manages these risks using derivative financial instruments including swaps and forward contracts. 

KU has classified the applicable financial assets and liabilities that are accounted for at fair value into the three 
levels of the fair value hierarchy, as defined by the fair value measurements and disclosufes guidance of the FASB 
ASC, as follows: 

Levell - Observable inputs that reflect quoted prices (unadjusted) for identical assets or liabilities in active 
markets. 

Level 2 - Include other inputs that are direct1y or indirectly observable in the marketplace. 

Level 3 - Unobservable inputs which are supported by little or no market activity. 

Energy Trading and Risk Managemel/.f Activities. KU conducts energy trading and risk management 
activities to maximize the value of power sales from physical assets it owns. Energy trading activities are 
principally forward financial transactions to manage price risk and are accounted for as non-hedging derivatives on 
a markMto~market basis in accordance with the derivatives and hedging guidance of the FASB ASC. 

Energy trading and risk management contracts are valued using prices based on active trades from Inter
continental Exchange Inc. In the absence of a traded price, midpoints of the best bids and offers are the primary 
determinants of valuation. \Vhen sufficient trading activity is unavailable, other inputs include prices quoted by 
brokers Of observable inputs other than quoted prices, such as one~sided bids or offers as of the balance sheet date. 
Using these valuation methodologies, these contracts are considered level 2 based on measurement criteria in the 
fair value measurements and disclosures guidance of the FASB ASC. Quotes are verified quarterly using an 
independent pricing source of actual transactions. Quotes for combined off-peak and weekend timeframes are 
allocated between the two timeframes based on their historically proportionate ratios to the integrated cost. No other 
adjustments are made to the forward prices. No changes to valuation techniques for energy trading and risk 
management activities occurred during 2009, 2008 or 2007. Changes in market pricing, interest rate and volatility 
assumptions were made during both years. 

The Company maintains credit policies intended to minimize credit risk in wholesale marketing and trading 
activities by assessing the creditworthiness of potential connterparties prior to entering into transactions with them 
and continuing to evaluate their creditworthiness once transactions have been initiated. To further mitigate credit 
risk, KU seeks to enter into netting agreements or require cash deposits, letters of credit and parental company 
guarantees as security from counterparties. The Company uses S&P, Moody's and definitive qualitative and 
quantitative data to assess the financial strength of counterparties on an on-going basis. If no external rating exists, 
KU assigns an internally generated rating for which it sets appropriate risk parameters. As risk management 
contracts are valued based on changes in market prices of the related commodities, credit exposures are revalued 
and monitored on a daily basis. At December 31, 2009, 100% of the trading and risk management commitments 
were with counterparties rated BBB~/Baa3 equivalent or better. The Company has reserved against counterparty 
credit risk based on the counterparty's credit rating and applying historical default rates within varying credit ratings 
over time provided by S&P or Moody's. At December 31, 2009 and 2008, credit reserves related to the energy 
trading and risk management contracts were less than $1 million. 

The net volume of electricity based financial derivatives outstanding at December 31, 2009 and 2008, was 
315,600 Mwhs and 146,000 Mwhs, respectively. All the volume outstanding at December 31, 2009 will settle in 
2010. 

The following table sets fmih by level within the fair value hierarchy, KU's financial assets and liabilities that were 
accounted for at fair value on a recurring basis as of December 31,2008. Cash collateral related to the energy trading and 
risk management contracts was less than $1 million at December 31, 2009 and 2008. Cash collateral related to the energy 
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trading and risk management contracts is categorized as other accounts receivable and is a level! measurement based on 
the funds being held in liquid accounts. Energy trading and dsk management contracts are considered level 2 based on 
measurement criteria in the fair value measurements and disclosures guidance of the FASB ASC. Financial assets as of 
December 31, 2009 and f111ancialliabilities as of December 31, 2009 and 2008, arising from energy trading and risk 
management contracts accounted for at fair value total less than $1 million and use leve12 measurements. There are no 
level 3 measurements for the periods ending December 31, 2009 and 2008. 

December 31, 2008 

Financial Assets: 

Lc,'c) 1 Lewl2 Total 

Energy trading and risk management contracts ................... . $- $1 g 
Total Financial Assets ................................... . $- $1 $1 

The Company does not net collateral against derivative instruments. 

Certain of the Company's derivative instruments contain provisions that require the Company to provide 
immediate and on-going collateralization on derivative instruments in net liability positions based upon the 
Company's credit ratings from each of the major credit rating agencies. At December 31, 2009, there are no energy 
trading and risk management contracts with credit risk related contingent features that are in a liability position, and 
no collateral posted in the normal course of business. At December 31, 2009, a one notch downgrade of the 
Company's credit rating would have no effect on the energy trading and risk management contracts or collateral 
required as a result of these contracts. 

The table below shows the fair value and balance shect location of derivatives not designated as hedging 
instruments as of December 31, 2008: 

December 31, 2008 

Energy trading and risk management 
contracts (current). . . . . . . . . . . . .. Other current assets $1 Other currcnt liabilities $-

Total ...................... . 

Financial assets and liabilities as of Deccmber 31, 2009 arising from energy trading and risk management 
contracts accounted for at fair value total less than $1 million. 

KU manages the price risk of its estimated future excess economic gencration capacity using market-traded 
forward financial contracts. Hedge accounting treatment has not been elected for these transactions, and therefore 
gains and losses are shown in the statements of income. 

The following tables present the effect of derivatives not designated as hedging instruments on income for the 
years ended December 31, 2009 and 2008: 

December 31, 2009 

Energy trading and risk management contracts 

Location of Gain 
(Loss) Recognized in 

Income 011 Derivatives 

(unrealized) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. Electric revenues 

Total .................................... . 

December 31, 2008 
Energy trading and risk management contracts 

(unrealized) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. Electric revenues 

Total .................................... . 

Amount of Gain 
(Loss) Recognized in 

Income on Derivatives 
(In millions) 

$(1) 

$(1) 
= 

Unrealized gains and losses were less than $1 million for the year ended December 31, 2007. Net realized gains 
and losses were less than $1 million for the years ended December 31, 2009, 2008, and 2007. 
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Note 4 - Concentrations of Credit and Other Risk 

Credit risk represents the accounting loss that would be recognized at the reporting date if cQnnterparties failed 
to perform as contracted. Concentrations of credit risk (whether 011- or off-balance sheet) relate to groups of 
customers or counterparties that have similar economic or industry characteristics that would cause their ability to 
meet contractual obligations to be similarly affected by changes in economic or other conditions. 

KU's customer receivables and revenues arise from deliveries of electricity to approximately 515,000 
customers in over 600 communities and adjacent suburban and LUral areas in 77 counties in central, southeastern 
and western Kentucky, to approximately 30,000 customers in 5 counties in southwestern Virginia and 5 customers 
in Tennessee. For the years ended December 31, 2009, 2008 and 2007,100% of total revenue was derived from 
electric operations. During 2009, the Company's 10 largest customers accounted for less than 15% of electric 
volumes. 

Effective August 4, 2009, the Company and its employees represented by the IBEW Loca12100 entered into a 
three-year collective bargaining agreement. The agreement provides for negotiated increases or changes to wages, 
benefits or other provisions and for annual wage re-openers. KU and employees represented by the US\VA Local 
9447-01 entered into a three-year collective bargaining agreement in August 2008. This agreement provides for 
negotiated increases or changes to wages, benefits or other provisions and for annual wage re-openers. The 
employees represented by these two bargaining units comprise approximately 15% of the Company's workforce at 
December 31. 2009. 

Note 5 - Pension and Other Postretirement Benefit Plans 

KU employees benefit from both funded and unfunded non-contributory defined benefit pension plans and 
other postretirement benefit plans that together cover employees hired by December 31, 2005. Employees hired 
after this date participate in the Retirement Income Account ("RIA"), a defined contribution plan. The Company 
makes an annual lump sum contribution to the RIA, based on years of service and a percentage of covered 
compensation. The health care plans are contributory with participants' contributions adjusted annually. The 
Company uses December 31 as the measurement date for its plans. 

Obligations Gnd Funded Status. The following tables provide a reconciliation of the changes in the defined 
benefit plans' obligations and the fair value of assets for the two-year period ending December 31, 2009, and the 
funded status for the plans as of December 31: 

Other 
Postretirement 

Pension Benefits Benefits 

2009 2008 2009 2008 
(lulllillioIlS) 

Change in benefit obligation 
Benefit obligation at beginning of year ................... . $306 $ 284 $ 75 $ 76 

Service cost ..................................... . 6 5 2 I 
Interest cost ..................................... . 18 18 4 5 
Benefits paid, net of retiree contributions ................ . (18) (18) (5) (3) 
Actuarial (gain)/loss and other ........................ . 4 17 4 ...-Ji) 

Benefit obligation at end of year ........................ . $316 $ 306 $ 80 $ 75 = = 
Change in plan assets 

Fair value of plan assets at beginning of year ............... . $183 $ 264 $ 12 $ 13 
Actual return on plan assets ....................... -' .. . 41 (61) 3 (3) 
Employer contributions ......... -' ................... . 13 7 5 
Benefits paid, Het of retiree contributions ................ . (18) (18) (5) (3) 
Administrative expenses and other ..................... . .......Q) 

Fair value of plan assets at end of year ................... . $219 $ 183 $ 17 $ 12 = = 
Funded status at end of year ........................... . $(97) 

= 
$(123) $(63) 

= $(63) 
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Amollnts Recognized in Statement of Financial Position. The rcHowing tables provide the amounts recog
nized in the balance sheets and information for plans with benefit obligations in excess of plan assets as of 
December 31: 

Other 
Postretirement 

Pension Benefits Benefits 
2009 2008 2009 2008 -- --(In millions) 

Regulatory assets ........ , ................ , ........... . $105 $ 137 $- $-

Regulatory liabilities ................................... . (9) (10) 

Accrued benefit liability (non-current) ...................... . (97) (123) (63) (63) 

Amounts recognized in regulatory assets and liabilities consist of: 

Other 
Pension Postretirement 
Benefits Benefits 

2009 2008 2009 2008 -- --
(In millions) 

Transition obligation ................................... . $- $- $ 3 $ 4 

Prior service cost ...................................... . 5 5 2 2 

Accumulated (gain)/Ioss ................................. . 100 132 (14) (16) 

Total regulatory assets (liabilities) ......................... . $105 $137 $ (9) $(10) 

Additional year-end information for plans with accumulated benefit obligations in excess of plan assets: 

Other 
Pension Postretirement 
Benefits Benefits 

2009 2008 2009 2008 
(InmilHons) 

Benefit obligation ..................................... . $316 $306 $80 $75 

Accumulated benefit obligation ........................... . 268 261 

Fair value of plan assets ................................. . 219 183 17 12 

For discussion of the pension and postretirement regulatory assets, see Note 2, Rates and Regulatory Matters. 

The amounts recognized in regulatory assets and liabilities for the years ended December 31, are composed of 
the following: 

Other 
Pension Postretirement 
Benefits Benefits 

2009 2008 2009 2008 
(In millions) 

Prior service cost arising during the period ................... . $- $- $- $ I 

Net loss/(gain) arising during the period ..................... . (22) 101 2 

Amortization of prior service (cost)/credit .................... . (I) (I) (I) 

Amortization of transitional (obligation)/asset ................. . (I) (I) 

Amortization of gain/(Ioss) ............................... . ~ 
Total amounts recognized in regulatory assets & liabilities ........ . $(32) $100 $ I $ (I) 

= 
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CompOJ1ents of Net Periodic Benefit Cost. The following tables provide the components of net periodic 
benefit cost for pension and other postretirement benefit plans. The tables include the costs associated with both KU 
employees and E.ON U.S. Services' employees, who provide services to the utility. The E.OND.S. Services' costs 
that are aJlocated to KU are approximately 49%, 46% and 4S% ofE.ON U.S. Services' total cost for 2009, 2008 and 
20m, respectively. 

KU 
2009 

Service cost . . . . . . . . . . . .. $ 6 

Interest cost ..... , . . . . . . . 18 

Expected return on plan 
assets. . . . . . . . . . . . . . . . (IS) 

Amortization of prior service 
costs. . . . . . . . . . . . . . . . . 1 

Amortization of actuarial 
loss ................. . 

Benefit cost at end of year .. 

E.ON u.s. 
Sen"ices 

Allocation Total 

Pension Benefits 
E,ON U.s, 
Senices 

Allocation Total 
loKU KU KO to KU KU KU 

2007 2009 20{)9 2008 2008 2008 

$ S 
7 

(4) 

2 

$11 

$ II $ 6 
2S 18 

(19) 

2 

II 

$ 30 

(21) 

(In millions) 

$ 4 

6 

(S) 

I 

Sen"ices 

$ 10 $ 6 

24 17 

(26) 

2 

Benefits 

(21) 

I 

2 

$ S 

E.ON u.s. 
Sen"ices 

Allocation 
toKU 

2007 

$4 
S 

(S) 

I 

$6 

Sen"lces 

Tolal 
KU 
2007 

$ 10 
22 

(26) 

2 

3 

$11 

Total Allocation Tolal Allocalion Total 
KU KU KU 10KU KU KU toKU KU 

2009 2009 2009 2008 2008 2008 2007 2007 2007 

Service cost . . . . . . . . . . . . . . . .. $ 1 $ I 

Interest cost . . . . . . . . . . . . . . . . . 5 

Expected return on plan assets ... (1) 

Amortization of transitional 
obligation. . . . . . . . . . . . . . . . . I 

Benefit cost at cnd of year . . . . .. $ 6 

$ 2 $ I 
S 

(I) 

S 

(I) 

I I 

$ 7 $ 6 

(In millions) 

$ I $ 2 $ I 
S 

(I) 

S 

(I) 

I I 

$7 $ 6 

$ I $2 
S 

(I) 

I 

$7 

The estimated amounts that will be amortized from regulatory assets and liabilities into net periodic benefit 
cost in 2010 are shown in the following table: 

Other 
Pension Postretirement 
Benefits Benefits 

(In millions) 

Regulatory assetsniabilities: 

Net actuarial loss. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 6 $-
Prior service cost ......................................... . 

Transition obligation ....................................... . I 

Total regulatory assetslliabilities amOltized during 2010 . . . . . . . . . . . . . . . $ 7 $ 2 

The assumptions used in the measurement ofKU's pension benefit obligation are shown in the following table: 

2009 2008 

Weighted~average assumptions as of December 31: 

Discount rate. . . . . . .. . . .. . . .. . . . . . . . . . . .. .. . .. .. . .. . . . . . . . . . . .. . . . .. 6.13% 6.2S% 

Rate of compensation increase. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. 5.25% 5.25% 
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The discount rates were determined by the December 28, 2009, Mercer Pension Discount Yield Curve. These 
discount rates were thc1110wered by 8 basis points for the average change in 4 bond indices, Citigroup High Grade 
Credit Index AAAlAA 10+ years, Barclays Capital US Long Credit AA, Merrill Lynch US Corporate AA-AAA 
rated 10+ years and Merrill Lynch US Corporate AA rated 15+ years, for the period from December 28, 2009 to 
December 31, 2009. 

The assumptions used in the measurement ofKU's net periodic benefit cost are shown in the following table: 

2009 2008 2007 

Discount rate ............................................ . 6.25% 6.66% 5.96% 

Expected long-telID return on plan assets ........................ . 8.25% 8.25% 8.25% 

Rate of compensation increase ............................... . 5.25% 5.25% 5.25% 

To develop the expected long-term rate of return on assets assumption, KU considered the current level of 
expected returns on risk free investments (primarily government bonds), the historical level of the risk premium 
associated with the other asset classes in which the portfolio is invested and the expectations for future returns of 
each asset class. The expected return for each asset class was then weighted based on the target asset allocation to 
develop the expected long-term rate of return on assets assumption for the portfolio. 

The following describes the effects on pension benefits by changing the major actuarial assumptions discussed 
above: 

• A 1% change in the assumed discount rate could have an approximate $34 million positive or negative 
impact to the 2009 accumulated benefit obligation and an approximate $45 million positive or negative 
impact to the 2009 projected benefit obligation. 

A 25 basis point change in the expected rate of return on assets would have resulted in less than a $1 million 
positive or negative impact on 2009 pension expense. 

Assumed Health Care Cost Trend Rates. For measurement purposes, an 8% annual increase in the per capita 
cost of covered health care benefits was assumed for 2009. The rate was assumed to decrease gradually to 4.5% by 
2029 and remain at that level thereafter. 

Assumed health care cost trend rates have a significant effect on the amounts reported for the health care plans. 
A 1 % change in assumed health care cost trend rates would have resulted in an increase or decrease of less than 
$1 million on the 2009 total of service and interest costs components and an increase or decrease of $4 million in 
year-cnd 2009 postretirement benefit obligations. 

E;t.pected Future Benefit Payments alld Medicare Subsidy Receipts. The following list provides the amount 
of expected future benefit payments, which reflect expected future selvice and the estimated gross amount of 
Medicare subsidy receipts: 

Pension 
Benefits 

2010 ............................................ . $17 

2011. ........................................... . 17 

2012 ............................................ . 17 

2013 ............................................ . 17 

2014 ............................................ . 17 

2015-19 ......................................... . 97 
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Benefits 
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$ 6 

6 

6 

6 

7 

37 

Medicare 
Subsidy 
Receipts 

$ 1 
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PIal! Assets. The following table shows the plans' weighted-average asset allocation by asset category at 
December 31: 

Pension Plans Target Range 2009 2008 

Equity securities ......................................... . 45% - 75% 59% 55% 

Debt securities ................ , ......................... . 30% - 50% 40 43 

Other ................................................. . 0% - 10% 2 

Totals ................................................. . 100% 100% 
-

The investment policy of the pension plans was developed in conjunction with financial consultants, 
investment advisors and legal counsel. The goal of the investment policy is to preserve the capital of the fund 
and maximize investment earnings. The return objective is to exceed the benchmark return for the policy index 
comprised of the following: Russell 3000 Index, MSCI-EAFE Index, Barclays Capital Aggregate and Bat'clays 
Capital U.S. Long Government/Credit Bond Index in proportions equal to the targeted asset allocation. 

Evaluation of performance focuses on a long-term investment time horizon of at least three to five years or a 
complete market cycle. The assets of the pension plans are broadly diversified within different asset classes 
(equities, fixed income securities and cash equivalents). 

To minimize the risk of large losses in a single asset class, no more than 5% of the portfolio will be invested in 
the securities of anyone issuer with the exclusion of the U.S. government and its agencies. The equity portion of the 
fund is diversified among the market's various subsections to diversify risk, maximize returns and avoid undue 
exposure to any single economic sector, industry group or individual security. The equity subsectors include, but are 
not limited to, growth, value, small capitalization and international. 

In addition, the overall fixed income portfolio may have an average weighted duration, or interest rate 
sensitivity which is within +/- 20% of the duration of the overall fixed income benchmark. Foreign bonds in the 
aggregate shall not exceed 10% of the total fund. The portfolio may include a limited investment of up to 20% in 
below investment grade securities provided that the overall average portfolio quality remains "AA" or better. The 
below investment grade securities include, but are not limited to, medium-term notes, corporate debt, non-dollar 
and emerging market debt and asset backed securities. The cash investments should be in securities that are either 
short maturities (not to exceed 180 days) or readily marketable with modest risk. 

Derivative securities are permitted only to improve the pOltfolio's risklretul11 profile, to modify the portfolio's 
duration or to reduce transaction costs and must be used in conjunction with underlying physical assets in the 
portfolio. Derivative securities that involve speculation, leverage, interest rate anticipation, or any undue risk 
whatsoever are not deemed appropriate investments. 

The investment objective for the postretirement benefit plan is to provide current income consistent with 
stability of principal and liquidity while maintaining a stable net asset value of $1.00 per share. The postretirement 
funds are invested in a prime cash money market fund that invests primarily in a portfolio of short-term, high-quality 
fixed income securities issued by banks, corporations and the U.S. government. 

KU has classified plan assets that are accounted for at fair value into the three levels of the fair value hierarchy, 
as defined by the fair value measurements and disclosures guidance of the FASB ASC. See Note 3 of the Notes to 
Financial Statements. 

A financial instrument's level within the fair value hierarchy is based on the lowest level of any input that is 
significant to the fair value measurement. Valuation techniques used need to maximize the use of observable inputs 
and minimize the use of unobservable inputs. 

A description of the valuation methodologies used to measure plan assets at fair value is provided below: 

Money Market Fund; These investments are public investment vehicles valued using $1 for the net asset 
value. The money market funds are classified within level 2 of the valuation hierarchy. 

Common/Collective Trusts: Valued based on the beginning of year value of the plan's interests in the 
trust plus actual contributions and allocated investment income (loss) less actual distributions and allocated 
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administrative expenses. Quoted market prices are used to value investments in the trust, with the exception of 
the Group Annuity Contract (HGAC"), The fair value of certain other investments for which quoted market 
prices are not available are valued based on yields currently available on comparable securities of issuers with 
similar credit ratings. The common/collective trusts arc classified within level 2 of the valuation hierarchy. 

The preceding methods described may produce a fair value that may not be indicative of net realizable value or 
reflective of future fair values. Furthermore, although the Company believes its valuation methods are appropriate 
and consistent with other market participants, the use of different methodologies or assumptions to determine the 
fair value of certain financial instruments could result in a different fair value measurement at the reporting date. 
There were no changes in the plan's valuation methodologies during 2009. 

The following table sets forth, by level within the fair value hierarchy, the plan's assets at fair value as of 
December 31, 2009: 

Le,"eI2 
(Millions) 

Money Market Fund . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 2 

Common/Collective Trusts. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 186 

Total investments at fair value . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $[88 

There are no assets categorized as level 1 or level 3. 

The GAC is an immediate participation guarantee contract. In accordance with the plan accounting guidance 
of the FASB ASC, the cost incurred to purchase the GAC prior to March 20, 1992, is permitted to be carried at 
contract value, since it is a contract with an insurance company and therefore is excluded from the table above. The 
cost incurred to fund the GAC after March 20, 1992, is carried at contract value in accordance with the plan 
accounting guidance of the FASB ASC, since it is a contract that incorporates mortality and morbidity risk. Contract 
value represents cost plus interest income less distributions for benefits and administrative expenses. 

Contributions. KU made a discretionary contribution to the pension plan of $13 million in April 2009 and 
$13 million in January 2007. The Company also made contributions to other postretirement benefit plans of 
$7 million, $5 million and $6 million in 2009, 2008 and 2007, respectively. The amount offuture contributions to 
the pension plan will depend upon the actual return on plan assets and other factors, but the Company funds its 
pension obligations in a manner consistent with the Pension Protection Act of 2006. In January 2010, KU made a 
discretionary contribution to the pension plan of $13 million and anticipates making voluntary contributions to 
fund Voluntary Employee Beneficiary Association trusts to match the annual postretirement expense and funding 
the 401(h) plan up to the maximum amount allowed by law. 

Pension Legislation. The Pension Protection Act of 2006 was enacted in August 2006. New rules regarding 
funding of defined benefit plans are generally effective for plan years beginning in 2008. Among other matters, this 
comprehensive legislation contains provisions applicable to defined benefit plans which generally (i) mandate full 
funding of current liabilities within seven years; (ii) increase tax-deduction levels regarding contributions; 
(iii) revise certain actuarial assumptions, such as mortality tables and discount rates; and (iv) raise federal 
insurance premiums and other fees for under-funded and distressed plans. The legislation also contains a number of 
provisions relating to defined~contribution plans and qualified and non-qualified executive pension plans and other 
matters. The Company's plan met the minimum funding requirements as defined by the Pension Protection Act of 
2006 for years ended December 31, 2009 and 2008. 

Thrift Savings Plans. KU has a tlu-ift savings plan under section 40l(k) of the Internal Revenue Code. Under 
the plan, eligible employees may defer and contribute to the plan a portion of current compensation in order to 
provide future retirement benefits. KU makes contributions to the plan by matching a portion of the employee 
contributions. The costs of this matching were $3 million in 2009 and 2008, and $2 million in 2007. 

KU also makes contributions to retirement income accounts within the thrift savings plans force11ain employees not 
covered by noncontributOlY defined benefit pension plans. These employees consist mainly of those hired after 
December 31, 2005. The Company makes these contributions based on years of service and the employees' wage and 
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salary levels, and it makes them in addition to the matching contributions discussed above. The amounts contributed by 
the Company under this arrangement equaled less than $1 million in 2009, 2008 and 2007. 

Note 6 - Income Taxes 

A United States consolidated income tax return is filed by E.ON U.S.'s direct parent, E.ON US Investments 
Corp., for each tax period. Each subsidiary of the consolidated tax group, including KU, calculates its separate 
income tax for each period. The resulting separate-return tax cost or benefit is paid to or received from the parent 
company 01' its designee. The Company also files income tax returns in various state jurisdictions. \Vhile 2006 and 
latcr years arc open under the federal statute of limitations, Revenue Agent Reports for 2006-2007 have been 
received from the IRS, effectively closing these years to additional audit adjustments. Adjustments to these tax 
years were previously recorded in the financial statements. Tax years 2007 and 2008 were examined under an IRS 
pilot program named "Compliance Assurance Process" ("CAP"). This program accelerates the IRS's review to 
begin during the year applicable to the retulll and ends 90 days after the retulll is filed. KU had no adjustments for 
the 2007 federal return. Areas remaining under examination for 2008 include bonus depreciation and the 
Company's application for a change in repair deductions. No net material adverse impact is expected from these 
remaining areas. 

Additions and reductions of uncertain tax positions during 2009, 2008 and 2007 were less than $1 million. 
Possible amounts of uncertain tax positions for KU that may decrease within the next 12 months total less than 
$1 million and are based on the expiration of the audit periods as defined in the statutes. Ifrecognized, the less than 
$1 million of unrecognized tax benefits would reduce the effective income tax rate. 

The amount KU recognized as interest expense and interest accrued related to unrecognized tax benefits was 
less than $1 million as of December 31, 2009, 2008 and 2007. The interest expense and interest accrued is based on 
IRS and Kentucky Department of Revenue large corporate interest rates for underpayment of taxes. At the date of 
adoption, the Company accrued less than $1 million in interest expense on uncertain tax positions. KU records the 
interest as interest expense and penalties as operating expenses in the income statement and accrued expenses in the 
balance sheets, on a pre-tax basis. No penalties were accrued by the Company through December 31, 2009. 

Components of income tax expense are shown in the table below: 

2009 2008 2007 
(In millions) 

Cun'ent - federal .......................................... . $(5) $ 46 $28 

-state ........................................... . 10 13 

Deferred - federal- net .................................... . 43 (10) (5) 

- state - net ...................................... . 7 (3) (I) 

Investment tax credit - deferred .................................. . 21 25 43 

Amortization of investment tax credit .............................. . -.i!) 

Total income tax expense ....................................... . $67 $ 68 $77 

Deferred federal and state income tax expense increased in 2009, compared to 2008, due primarily to 
temporary differences related to storm costs and depreciation. The temporary differences a1so resulted in an 
offsetting decrease to current federa1 and state taxes in 2009. Current federa1 income tax expense increased in 2008, 
compared to 2007, and investment tax credit - deferred decreased primarily due to claiming $18 million less in 
investment tax credits in 2008. Current state income tax decreased due to coal credits claimed in 2008. Deferred 
federal income tax expense decreased in 2008 primarily due to adjusting prior year estimates to actual based on the 
filed tax return. 

In June 2006, KU and LG&E filed ajoint application with the U.S. Department of Energy ("DOE") requesting 
certification to be eligible for investment tax credits applicable to the construction of Te2. In November 2006. the 
DOE and the IRS announced that KU and LG&E were selected to receive the tax credit. A final IRS certification 
required to obtain the investment tax credit was received in August 2007. In September 2007, KU received an Order 
from the Kentucky Commission approving the accounting of the investment tax credit. KU's portion of the TC2 tax 
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credit will be approximately $101 million over the construction period and will be amortized to income over the life 
of the related property beginning when the facility is placed in service. Based on eligible construction expenditures 
incurred, KU recorded investment tax credits of $21 million, $25 million and $43 million in 2009, 2008 and 2007. 
respectively, decreasing current federal income taxes. The amount claimed through 2009 is all that KU is allowed to 
claim. KU has reached the maximum credit of $101 million. In addition, a full depreciation basis adjustment is 
required for the amount of the credit. The income tax expense impact from amortizing these credits will begin when 
the facility is placed in service. 

In March 2008, certain environmental and preservation groups filed suit in federal COUlt in NOlth Carolina 
against the DOE and IRS claiming the investment tax credit program was in violation of certain environmental laws 
and demanded relief, including suspension or tennination of the program. During 2008 and 2009, the plaintiffs 
submitted amended complaints alleging additional claims for relief. In October 2009, the plaintiffs filed a motion 
for a preliminary injunction seeking temporary implementation of certain elements of the requested relief. The 
Company is not currently a party to this proceeding and is not able to predict the ultimate outcome of this matter. 

Components of net deferred tax liabilities included in the balance sheets are shown below: 

Deferred tax liabilities: 

Deprcciation and other plant-related itcms .............................. . 

Regulatory assets and other 

Total deferred tax liabilities 

Deferred tax assets: 

Income taxes due to customers ...................................... . 

Pensions and related benefits ....................................... . 

Liabilities and other .............................................. . 

Total deferred tax assets ........................................... . 

Net deferred income tax liability 

Balance sheet classification 

Current assets .................................................. . 

Non-current liabilities ........................................... . 

Net deferred income tax liability ...................................... . 

2009 2008 -- --
(In millions) 

$303 $284 

69 40 

372 324 

4 6 

17 19 

18 22 

39 47 

$333 $277 
= 

$ (3) $ (2) 

336 279 

$333 $277 

The Company expects to have adequate levels of taxable income to reaHze its recorded deferred tax assets. 

A reconciliation of differences between the statutory U.S. federal income tax rate and KU's effective income 
tax rate follows: 

2009 2008 2007 

Statutory federal income tax rate .............................. . 35.0% 35.0% 35.0% 

State income taxes, net of federal benefit. ....................... . 2.7 2.6 3.4 

Reduction of income tax reserve .............................. . (0.2) (0.4) 

Qualified production activities deduction ........................ . (0.3) (1.1) (1.2) 

Dividends received deduction related to EEl investment ............. . (1.5) (4.2) (2.9) 

Reversal of excess deferred taxes ............................. . (0.9) (0.6) (0.8) 

Other differences ......................................... . (1.5) (104) (1.5) 

Effective income tax rate 33.5% 30.1% 31.6% 
= -- --
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The effective income tax rate increased from 2008 to 2009 primarily due to a $15 million decrease in 2009 
dividends received from Electric Energy Inc., reducing the dividends received deduction. The effective income tax 
rate decreased from 2007 to 2008 primarily due to increased dividends from its investment in EEL 

Note 7 - Long.Term Debt 

As ofDccember31, 2009 and 200S,long-term debt and the current portion oflong-tcnl1 debt consist primarily 
of pollution control bonds and long-tenn loans from affiliated companies as summarized below. 

Stated Principal 
Interest Rates Maturities Amounts 

(In millions) 

Outstanding at December 31, 2009: 

Noncurrent portion ...... , ................. Variable - 7.035% 2011-2037 $1,421 

Current portion ........................... Variable - 4.240% 2010-2034 $ 261 

Outstanding at December 31, 2008: 

Noncurrent portion ........................ Variable - 7.035% 2010-2037 $1,304 

Current portion ........................... Variable 2023-2034 $ 228 

Long-term debt includes $228 mi1lion of pollution control bonds that are classified as current portion because 
these bonds are subject to tender for purchase at the option of the holder and to mandatory tcnder for purchase upon 
the occurrence of certain events. These bonds include Carroll County 2002 Series A and B, 2004 Series A, 2006 
Series Band 2008 Series A; Muhlenberg County 2002 Series A; and Mercer County 2000 Series A and 2002 
Series A. Maturity dates for these bonds range from 2023 to 2034. The average annualized interest rate for these 
bonds during 2009, 2008 and 2007, was 0.61 %, 1.75% and 3.72%, respectively. 

Pollution control bonds are obligations issued in connection with tax-exempt pollution control revenue bonds 
issued by various governmental entities, pril1cipal1y counties in Kentucky. A loan agreement obligates the Company 
to make debt service payments to the county that equate to the debt service due from the county on the related 
pollution control revenue bonds. The loan agreement is an unsecured obligation of the Company. Proceeds from 
bond issuances for environmental equipment (primarily related to the instal1ation of FGDs) were held in trust 
pending expenditure for qualifying assets. At December 31, 2009, KU had no bond proceeds in trust included in 
restricted cash on the balance sheet. At December 31, 2008, the Company had $9 million of bond proceeds in tmst 
included in restricted cash in the balance sheets. 

Several of the pollution control bonds are insured by monoline bond insurers whose ratings have been reduced 
due to exposures relating to insurance of sub-prime mortgages. At December 31, 2009, the Company had an 
aggregate $351 million of outstanding pollution control indebtedness, of which $96 million is in the form of insured 
auction rate securities wherein interest rates are reset every 35 days via an auction process. Beginning in late 2007, 
the interest rates on these insured bonds began to increase due to investor conce111S about the creditworthiness of the 
bond insurers. During 2008, interest rates increased, and the Company experienced "failed auctions" when there 
were insufficient bids for the bonds. \Vhen a failed auction occurs, the interest rate is set pursuant to a formula 
stipulated in the indenture. During 2009, 2008 and 2007, the average rate on the auction rate bonds was 0.44%, 
4.50% and 3.96%, respectively. The instruments gove111ing these auction rate bonds permit KU to convert the bonds 
to other interest rate modes, such as various short-term variable rates, long-term fixed rates or intennediate-tenn 
fixed rates that are reset infrequently. In June 2009, S&P downgraded the credit rating of Ambac from "A" to 
"BBB". As a result, S&P downgraded the rating on certain bonds in June 2009. The S&P rating of these bonds is 
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now based on the rating of the Company rather than the rating of Ambac since the Company's rating is higher. The 
following table presents the bonds downgraded: 

Bond Rating 

Moody's S&P 

Tax Exempt Bond Issues Principal 2009 2008 2009 2008 
($ in millions) 

Carroll County 2002 Series C . . . . . . . . . . . . . . . . . . . . . . . . . . $96 A2 A2 BBB+ A 

Carroll County 2007 Series A. . . . . . . . . . . . . . . . . . . . . . . . . . $18 A2 A2 BBB+ A 

Trimble County 2007 Series A .. .. . . .. .. . . . .. . . .. . . . . .. $ 9 A2 A2 BBB+ A 

During 2008, KU converted several series of its pollution control bonds from the auction rate mode to a weekly 
interest rate mode, as permitted under the loan documents. In connection with these conversions, the Company 
purchased some of the bonds from the remarketing agent. The bonds that were repurchased from the remarketing 
agent in 2008 were either defeased or remarketed during 2008. 

As of December 31, 2009, KU had no remaining repurchased bonds. During 2008, KU refinanced and 
remarketed $63 million and refinanced $17 million of pollution control bonds that had been previously repurchased 
by the Company. 

All of KU's first mortgage bonds were released and terminated in February 2007. Under the provisions for 
certain ofKU's variable-rate pollution control bonds, the bonds are subject to tender for purchase at the option of the 
holder and to mandatory tender for purchase upon the occurrence of certain events, causing the bonds to be 
classified as current portion of long-term debt in the balance sheets. The average annualized interest rate for these 
bonds during 2009, 2008 and 2007 was 0.61 %, 1.75% and 3.72%, respectively. 

There were no redemptions or maturities oflong-tenn debt for 2009. Redemptions and maturities oflong-term 
debt for 2008 and 2007 are summarized below: 

Principal Secured! 
Year Description Amount Rate Unsecured Maturity 

($ in millions) 

2008 Pollution control bonds ...................... $13 Variable Secured 2035 

2008 Pollution control bonds ...................... $13 Variable Secured 2035 

2008 Pollution control bonds ...................... $17 Variable Secured 2036 

2008 Pollution control bonds ...................... $17 Variable Secured 2036 

2007 Pollution control bonds ...................... $54 Variable Secured 2024 

2007 First mortgage bonds ........................ $54 7.92% Secured 2007 

F-34 



~ 

Attachment to Response to KU AG-1 Question No. 217 
Page 89 of221 

Al'bough 

Issuances of long-term debt for 2009, 200S and 2007 are summarized below: 

Principal Securedi 
Year Description Amount Rate Unsecured Maturity 

($ in millions) 

2009 Due to Fidelia $ 50 4.445% Unsecured 2019 

2009 Due to Fidelia ........................... $ 50 4.SI% Unsecured 2019 

2009 Due to Fidelia ........................... $ 50 5.28% Unsecured 2017 

200S Due to Fidelia . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 75 7.035% Unsecured 20lS 

200S Pollution control bonds ..................... $ 7S Variable Unsecured 2032 

200S Due to Fidelia ....... , ................... $ 50 6.16% Unsecured 20lS 

200S Due to Fidelia ........................... $ 50 5.645% Unsecured 20lS 

200S Due to Fidelia ........................... $ 75 5.S5% Unsecured 2023 

2007 Pollution control bonds ..................... $ 54 Variable Unsecured 2034 

2007 Pollution control bonds ..................... $ IS Variable Unsecured 2026 

2007 Pollution control bonds ..................... $ 9 Variable Unsecured 2037 

2007 Due to Fidelia ........................... $ 53 5.69% Unsecured 2022 

2007 Due to Fidelia ........................... $ 75 5.S6% Unsecured 2037 

2007 Due to Fidelia ........................... $ 50 5.9S% Unsecured 2017 

2007 Due to Fidelia ..................... , ..... $100 5.96% Unsecured 202S 

2007 Due to Fidelia .......... , ... , .. " ........ $ 70 5.71% Unsecured 2019 

2007 Due to FideHa ., .. , ...................... $100 5.45% Unsecured 2014 

In February 2007, KU completed a series of financial transactions impacting its periodic reporting require
ments. The $54 million Pollution Control Series 10 bond was refinanced and replaced with a new unsecured tax
exempt bond of the same amount maturing in 2034. The $53 million Series P bond was defeased and replaced with 
an intercompany loan totaling $53 million from FideHa. In conjunction with the defeasance, the Company 
terminated the related interest rate swap. Fidelia also agreed to eliminate the second lien 011 its two secured 
loans. Pursuant to the terms of the remaining tax-exempt bonds, the fIrst mortgage bonds were cancelled and the 
underlying Hen on substantially all of KU's assets was released following the completion of these steps. KU no 
longer has any secured debt and is no longer subject to periodic reporting under the Securities Exchange Act of 
1934. 

In October 200S, the Company issued Carroll County 200S Series A tax exempt bonds in the amount of 
$78 million. The new bonds mature on February I, 2032, and bear interest at a variable rate. The new bonds 
refinance four existing bonds (Carroll County 2005 Series A and B - $13 million each and the Carroll County 
2006 Series A and C - $17 million each), and include $IS million of new funding. The proceeds were held in 
escrow pending incurrence of qualifying expenditures, but have now been used. 

In December 200S, KU converted theinterest rate mode of the Carroll County 2006 Series B to a weekly mode 
from an auction mode. The bonds along with the Carroll County 2004 Series A, the Mercer County 2000 Series A, 
and the Carroll County 2008 Series A, were issued with the enhancement of a letter of credit. The bonds have been 
reclassified as cun"cnt portion of long-term debt because investors can put the bonds back to the Company on a 
wcekly basis. 

As of December 31, 2009, $1,331 million of unsecured notes payable was outstanding to the Company's 
affiliate, Fidelia, with interest rates ranging from 4.24% to 7.04% and maturities ranging from 2010 to 2037. 
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Long-term debt maturities for KU are shown in the following table: 

2010 
2011 

2012 
2013 
2014 

Thereafte;' ......................................................... . 

Total ............................................................. . 

(In millions) 

$ 33 

50 
175 

100 
1,324(a) 

$1,682 

(a) Includes long-term debt of $228 million classified as current liabilities because these bonds are subject to 
tcnder for purchase at the option of the holder and to mandatory tender for purchase upon the occurrence of 
certain events. Maturity dates for these bonds range from 2023 to 2034. 

Note 8 - Notes Payable and Other Short-Term Obligations 

KU participates in an intercompany money pool agreement wherein E.ON U.S. and/or LG&E make funds 
available to KU at market-based rates (based on highly rated commercial paper issues) up to $400 million. Details of 
the balances arc as follows: 

Total Money Amount Balance Ayerage 
Pool Available Outstanding ~ Interest Rate 

December 3 I, 2009 
December 31, 2008 

$400 
$400 

($ in millions) 

$45 
$16 

$355 
$384 

0.20% 

1.49% 

E.ON U.S. maintains revolving credit facilities totaling $313 million at December 31, 2009 and 2008, to 
ensure funding availability for the money pool. At December 3 1,2009 and 2008, one facility, totaling $150 million, 
is with E.ON North America, Inc., while the remaining line, tota1ing $163 million, is with Fidelia; both are affiliated 
companies. The balances are as follows: 

December 31, 2009 .......................... . 
December 31, 2008 .......................... . 

Total Amount Balance AYerage 
Available Outstanding Available Interest Rate 

$313 
$313 

($ In millions) 

$276 
$299 

$37 
$14 

1.25% 
2.05% 

As of December 31, 2009, the Company maintained a bilateralline of credit, with an unaffiliated financial 
institution, totaling $35 million which matures in June 2012. At December 31, 2009, there was no balance 
outstanding under this facility. 

The covenants under this revolving line of credit include the following: 

The debt/total capitalization ratio must be less than 70% 

E.ON must own at least 66.667% of voting stock of KU directly or indirectly 

• The corporate credit rating of the Company must be at or above BBB- and Baa3 as determined by S&P and 
Moody's 

• A limitation on disposing of assets aggregating more than 15% of total assets as of December 31, 2006 

KU was in compliance with these covenants at I?ecember 31, 2009. 

In October 2008, KU closed on a $78 million bilateral line of credit which had a 364 day maturity. This facility 
was terminated in December 2008 and replaced by four new letter of credit facilities to allow issuance of letters of 
credit totaling $198 million to SUppOlt tax-exempt bonds totaling $195 million of the $228 million of bonds that can 
be put back to the Company. Should the holders elect to put the bonds back and they cannot be remarketed, the letter 
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of credit would fund the investor's payment. The expiration date for the letters of credit has been extended to 
December 2010. The reimbursement agreements arc identical and contain the following covenants: 

E.ON must own 75% of voting stock of KU directly or indirectly 

A limitation on disposing of assets aggregating more than 20% of total assets as of most recent quarter-end. 

At December 31, 2009, KU had no remaining capacity for letters of credit under these facilities and was in 
compliance with these covenants. 

Note 9 - COlllmitments and Contingencies 

Operating Leases. KU leases office space, office equipment, plant equipment, real estate, railcars, tele
communications and vehicles and accounts for these leases as operating leases. In addition, KU reimburses LG&E 
for a portion of the lease expense paid by LG&E for KU's usage of office space leased by LG&E. Total lease 
expense was $10 million, $9 million and $6 million for 2009, 2008 and 2007, respectively. The future minimum 
annual lease payments for operating leases for years subsequent to December 31, 2009, are shown in the following 
table: 

2010 

2011 

2012 

2013 

2014 

(In millions) 

$ 7 
6 

5 

4 

4 

Thereafter ... . . . . .. . . . . . . . . . . . . . . . . .. . .. . . . .. . . .. . . . . . .. .. . . .. . . . .. . 3 

Total.............................................................. $29 

Owensboro Contract Litigation. In May 2004, the City of Owensboro, Kentucky and OMU commenced a 
suit which was removed to the U.S. District Court for the \Vestern District of Kentucky, against KU concerning a 
long-term power supply contract (the "OMU Agreement") with KU. The dispute involved interpretational 
differences regarding issues under the OMU Agreement, including various payments or charges between KU 
and OMU and rights concerning excess power, termination and emissions allowances. In July 2005, the court issued 
a summary judgment ruling upholding OMU's contractual right to terminate the OMU agreement in May 2010. 

In September and October 2008, the court granted rulings on a number of summary judgment petitions in the 
Company's favor. The summary judgment rulings resulted in the dismissal of aU of OMU's remaining claims 
against the Company. The trial on KU's counterclaim occurred during October and November 2008. During 
February 2009, the court issued orders on the matters covered at trial, including (i) awarding the Company an 
aggregate $9 million relating to the cost of NO x allowances charged by OMU to KU and the price of back-up power 
purchased by OMU from KU, plus pre- and post-judgment interest, and (ii) denying the Company's claim for 
damages based upon sub-par operations and availability of the OMU units. In April 2009, the court issued a ruling 
on various post-trial motions denying certain challenges to calculation elements of the $9 million award or of 
interest amounts associated therewith. In May 2009, KU and OMU executed a settlement agreement resolving the 
matter on a basis consistent with the court's prior rulings and the Company has received the agreed settlement 
amounts. 

Sale alld Leaseback Transaction. The Company is a participant in a sale and leaseback transaction involving 
its 62% interest in two jointly owned CTs at KU's E.\V. Brown generating station (Units 6 and 7). Commencing in 
December 1999, KU and LG&E entered into a tax-efficient, 18-year lease of the CTs. KU and LG&E have provided 
funds to fully defease the lease, and have executed an irrevocable notice to exercise an early purchase option 
contained in the lease after 15.5 years. The financial statement treatment of this transaction is no different than if 
KU had retained its ownership. The leasing transaction was entered into following receipt of required state and 
federal regulatory approvals. 
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In case of default under the lease, the Company is obligated to pay to the lessor its share of certain fees or 
amounts. Primary events of default include loss or destruction of the CTs, failure to insure or maintain the CTs and 
unwinding of the transaction due to governmental actions. No events of default currently exist with respect to the 
lease. Upon any termination of the lease, whether by default or expiration of its term, title to the CTs reverts jointly 
to KU and LG&E. 

At December 31, 2009. the maximum aggregate amount of default fees or amounts was $8 million, of which 
KU would be responsible for 62% (approximately $5 million). The Company has made arrangements with E.ON 
U.S., via guarantee and regulatory commitment, for B.ON U.S. to pay its full portion of any defhult fees or amounts. 

Letteraferedit. KUhas provided letters of credit totaling $198 million supporting bonds of$195 million and 
a letter of credit totaHng less than $1 million to support certain obligations related to workers' compensation. 

Power Purchases. The Company has power purchase arrangements with OMU and OVEC. Under the OMU 
agreement, which will be terminated by OMU in May 201 0, KU purchases all of the output of an approximately 
400-Mw coal-fired generating station not required by OMU. The amount of power purchases available to the 
Company during 2010, which is expected to be approximately 5% of KU's total Kwh native load energy 
requirements, is dependent upon a numberoffactors including the OMU units' availability, maintenance schedules, 
fuel costs and OMU requirements, Payments are based on the total costs of the station allocated per tenus of the 
OMU agreement. Included in the total costs is KU's proportionate share of debt service requirements on 
$207 million of OMU bonds outstanding at December 31, 2009. The debt service is allocated to KU based on 
its annual allocated share of capacity, which averaged approximately 44% in 2009, KU does not guarantee the OMU 
bonds, or any requirements therein, in the event of default by OMU, 

KU has a contract for power purchases with OVEC, terminating in 2026, for various Mw capacities. KU has an 
investment of2,5% ownership in OVEC's common stock, which is accounted for on the cost method of accounting, 
The Company's share of OVEC's output is 2.5%, approximately 55 Mw of generation capacity. Future obligations 
for power purchases are shown in the following table: 

2010 

2011 

2012 

2013 

2014 

(In millions) 

$ 16 

10 

10 

11 

12 

Thereafter .......................................................... 177 

Total. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $236 

Coal alld Gas Purchase Obligations, KU has contracts to purchase coal and natural gas transportation. 
Future obligations are shown in the following table: 

2010 

2011 

2012 

2013 

2014 

Thereafter ......................................................... . 

Total ............................................................. . 

(m millions) 

$ 391 

307 

145 

88 

92 

-=(a) 

$1,023 
= 

(a) Obligations after 2014 are indexed to future market prices and are not included above since prices will be set in 
the future using the contracted methodology, 
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COllstruction Program. KU had $62 million of commitments in connection with its construction program at 
December 31, 2009. 

In June 2006, KU and LG&E entered into a construction contract regarding the Te2 project. The contract is 
generally in the form of a lump~sum, turnkey agreement for the design, engineering, procurement, construction, 
commissioning, testing and delivery of the project, according to designated specifications, terms and conditions. 
The contract price and its components are subject to a number of potential adjustments which may serve to increase 
or decrease the ultimate construction price paid or payable to the contractor. The contract also contains standard 
representations, covenants, indemnities, termination and other provisions for ammgements of this type, including 
termination for convenience or for cause rights. In March 2009, the parties completed an agreement resolving 
certain construction cost increases due to higher labor and per diem costs above an established baseline, and certain 
safety and compliance costs resulting from a change in law. The Company's share of additional costs from inception 
of the contract through the expected project completion in 2010 is estimated to be approximately $30 million. 
During the past and to date in 2010, KU and LG&E have received a number of contractual notices from the TC2 
construction contractor asserting force majeure/excusable event claims for adjustments to either or both of contract 
price or construction schedule with respect to certain events which, if granted, may affect such contractual terms in 
addition to a possible extension of the commercial operations date, liquidated damages or other relevant provisions. 
The parties are continuing to discuss such matters in good faith and to resolve them in a commercially reasonable 
manner. The Company cannot currently estimate the ultimate outcome of these matters, including the extent, if any, 
that it results in increased costs charged for construction ofTC2 and/or relief relating to the construction completion 
or operations dates. 

Te2 Air Permit. The Sierra Club and other environmental groups filed a petition challenging the air permit 
issued for the Te2 baseload generating unit which was issued by the Kentucky Division for Air Quality ("KDAQ") 
in November 2005. In September 2007, the Secretary of the Kentucky Environmental and Public Protection Cabinet 
issued a final Order upholding the permit. The environmental groups petitioned the EPA to object to the state permit 
and subsequent permit revisions. In determinations made in September 2008 and June 2009, the EPA rejected most 
of the environmental groups' claims, but identified three permit deficiencies which the KDAQ addressed by 
revising the permit. In August 2009, the EPA issued an order denying the remaining c1aims with the exception of 
two additional deficiencies which the KDAQ was directed to address. The EPA determined that the proposed permit 
subsequently issued by the KDAQ satisfied the conditions of the EPA Order, although the agency recommended 
certain enhancements to the administrative record. In January 2010, the KDAQ issued a final permit revision 
incorporating the proposed changes to address the two EPA objections. In March 2010, the Sierra Club submitted a 
petition to the EPA to object to the permit revision, which petition is now pending before the EPA. The Company 
believes that the final permit as revised should not have a material adverse effect on its financial condition 01' results 
of operations. However, until the right to challenge the final permit expires, the Company cannot predict the final 
outcome of this matter. 

Thermostat Replacement. During January 2010, KU and LG&E announced a voluntary plan to replace 
certain thermostats which had been provided to customers as part of the Companies' demand reduction programs, 
due to concerns that the thermostats may present a safety hazard. Under the plan, the Companies anticipate 
replacing up to approximately 14,000 thermostats. Estimated costs associated with the replacement program may 
be $2 million. However, the Companies cannot fully predict the ultimate outcome of the replacement program or 
other effects or developments which may be associated with the thermostat replacement matter at this time. 

Reserve Sharing Developments. The membership of KU and LG&E in the Midwest Contingency Reserve 
Sharing Group terminated on December 31, 2009. In December 2009, the Companies entered into arrangements 
with Tennessee Valley Authority and East Kentucky Power Cooperative to form a new reserve sharing group, the 
TEE Contingency Reserve Sharing Group. Contingency reserves, including spinning reserves and supplemental 
reserves, relate to power or capacity requirements that the Companies must have available for certain reliability 
purposes. In general, the operational and financial impact of reserve sharing arrangements varies based upon factors 
such as the terms of the agreement, the relative generating and operations conduct of the parties and relevant market 
prices. While the Companies do not anticipate the revised reserve sharing developments wilI have a material 
adverse effect on their prospective operations or financial condition, such outcome cannot be guaranteed. 
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Mille Safety Compliance Costs. In March 2006, the Mine Safety and Health Administration enacted 
Emergency Temporary Standards regulations and has issued additional regulations as the result of the passage 
of the Mine Improvement and New Emergency Response Act of 2006, which was signed into law in June 2006. At 
the state level, Kentucky and other states that supply coal to KU, have passed new mine safety legislation. These 
pieces of legislation require all underground coal mines to implement new safety measures and install new safety 
equipment. Undcr the terms of the majority of the long-term coal contracts the Company has in place, provisions are 
made to allow for price adjustments for compliance costs resulting from new or amended laws or regulations. KU's 
coal suppliers regularly submit price adjustments related to these compliance costs. The Company employs an 
external consultant to review all relevant mine safety compliance cost claims for validity and reasonableness. 
Depending upon the terms of the contracts and commercial practice, the Company may delay payment of the 
adjustments or pay certain adjustments subject to refund. At appropriate times in the review, payment or refund 
processes, KU may make adjustments to the values or amounts or values of inventory, accounts receivable or 
accounts payable relating to coal matters. In general, the Company expects to recover these coal-related cost 
adjustments through the FAC. 

Environmental Matters. The Company's operations are subject to a number of environmental laws and 
regulations in each of the jurisdictions in which it operates, governing, among other things, air emissions, 
wastewater discharges, the use, handling and disposal of hazardous substances and wastes, soil and groundwater 
contamination and employee health and safety. 

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

Ambient Air Quality. The Clean Air Act requires the EPA to periodically review the available scientific data 
for six criteria pollutants and establish concentration levels in the ambient ail' sufficient to protect the public health 
and welfare with an extra margin for safety. These concentration levels are known as National Ambient Air Quality 
Standards ("NAAQS"). Each state must identify "nonattainment areas" within its boundaries that fail to comply 
with the NAAQS and develop a SIP to bring such nonattainment areas into compliance. If a state fails to develop an 
adequate plan, the EPA must develop and implement a plan. As the EPA increases the striugency of the NAAQS 
through its periodic reviews, the attainment status of various areas may change, thereby triggering additional 
emission reduction obligations under revised SIPs aimed to achieve attainment. 

In 1997, the EPA established new NAAQS for ozone and fine particulates that required additional reductions in 
S02 and NOx emissions from power plants. In 1998, the EPA issued its final "NOx SIP Call" rule requiring 
reductions in NOx emissions of approximately 85% from 1990 levels in order to mitigate ozone transport from the 
midwestern U.S. to the northeastern U.S. To implement the new federal requirements, Kentucky amended its SIP in 
2002 to require electric generating units to reduce their NOx emissions to 0.15 pounds weight per MMBtu on a 
company-wide basis. In 2005, the EPA issued the CAIR which required additional SOz emission reductions of70% 
and NOx emission reductions of 65% from 2003 levels. The CAIR provided for a two~phase cap and trade program, 
with initial reductions of NOx and SOz emissions due by 2009 and 2010, respectively, and final reductions due by 
2015. In 2006, Kentucky proposed to amend its SIP to adopt state requirements similar to those under the federal 
CAIR. Depending on the level of action determined necessary to bring localnonattainment areas into compliance 
with the new ozone and fine particulate standards, KU's power plants are potentially subject to additional reductions 
in S02 and NOx emissions. In January 2010, EPA issued a proposed rule to reconsider the NAAQS for Ozone, 
previously revised in 2008. The proposal would institute more stringent standards. At present, the Company is 
unable to detenuine what, if any, additional requirements may be imposed to achieve compliance with the new 
ozone standard. 

In July 2008, a federal appeals court issued a ruling finding deficiencies in the CAIR and vacating it. In 
December 2008, the Court amended its previous Order, directing the EPA to promulgate a new regulation, but 
leaving the CAIR in place in the interim. Depending upon the course of such matters, the CAIR could be superseded 
by new or revised NOx or SOzregulations with different or more stringent requirements and SIPs which incorporate 
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CAIR requirements could be subject to revision. KU is also reviewing aspects of its compliance plan relating to the 
CAIR, including scheduled or contracted pollution control construction programs. Finally, as discussed below, the 
remand or the CAIR results in some uncertainly with respect to certain other EPA or state programs and proceedings 
and the Companies' compliance plans relating thereto, due to the interconnection of the CAIR with such associated 
programs. At present, KU is not able to predict the outcomes of the legal and regulatory proceedings related to the 
CAIR and whether such outcomes could have a material effect on the Company's financial or operational 
conditions. 

Hazardous Air Pollutants. As provided in the Clean Air Act, as amended, the EPA investigated hazardous air 
pollutant emissions from electric utilities and submitted a report to Congress identifying mercury emissions from 
coal-fired power plants as warranting further study. In 2005, the EPA issued the Clean Air MercUlY Rule ("CAMR") 
establishing mercury standards for new power plants and requiring an states to issue new SIPs including mercury 
requirements for existing power plants. The EPA issued a model rule which provides for a two-phase cap and trade 
program with initial reductions due by 2010 and final reductions due by 2018. The CAMR provided for reductions 
of 70% from 2003 levels. The EPA closely integrated the CAMR and CAIR programs to ensure that the 20 1O 
mercury reduction targets would be achieved as a "co-benefit" of the controls installed for purposes of compliance 
with the CAIR. 

In February 2008, a federal appellate court issued a decision vacating the CAMR. The EPA has announced ihat 
it intends to promulgate a new rule to replace the CAMR. Depending on the final outcome of the rulemaking, the 
CAMR could be replaced by new mercury reduction rules with different or more stringent requirements. Kentucky 
has also repealed its corresponding state mercury regulations. At present, KU is not able to predict the outcomes of 
the legal and regulatory proceedings related to the CAMR and whether such outcomes could have a material effect 
on the Company's financial or operational conditions. 

Acid Rain Program. The Clean Air Act, as amended, imposed a two-phased cap and trade program to reduce 
SOz emissions from power plants that were thought to contribute to "acid rain" conditions in the northeastern 
U.S. The Clean Air Act, as amended, also contains requirements for power plants to reduce NOx emissions through 
the use of available combustion controls. 

Regional Haze. The Clean Air Act also includes visibility goals for certain federally designated areas, 
including national parks, and requires states to submit SIPs that will demonstrate reasonable progress toward 
preventing future impaiIment and remedying any existing impairment of visibility in those areas. In 2005, the EPA 
issued its Clean Air Visibility Rule ("CAVR") detailing how the Clean Air Act's Best Available Retrofit Technology 
("BART") requirements will be applied to facilities, including power plants, built between 1962 and 1974 that emit 
certain levels of visibility impairing pollutants. Under the final rule, as the CATR provided for more visibility 
improvement than BART, states are allowed to substitute CAIR requirements in their regional haze SIPs in lieu of 
controls that would otherwise be required by BART. The final rule has been challenged in the courts. Additionally, 
because the regional haze SIPs incorporate certain CAIR requirements, the remand of CAIR could potentially 
impact regional haze SIPs. See "Ambient Air Quality" above for a discussion of CAIR-related uncertainties. 

Installation of Pollution Collfrois. Many of the programs under the Clean Air Act utilize cap and trade 
mechanisms that require a company to hold sufficient emissions allowances to cover its authorized emissions on a 
company-wide basis and do not require installation of pollution controls on every generating unit. Under cap and 
trade programs, companies are free to focus their pollution control efforts on plants where such controls are 
particularly efficient and utilize the resulting emission allowances for smaIler plants where such controls are not 
cost effective. KU met its Phase I S02 requirements primarily through installation ofFGD equipment on Ghent Unit 
1. KU's strategy for its Phase II SOzrequirements, which commenced in 2000, includes the installation of additional 
PGD equipment, as well as using accumulated emission allowances and fuel switching to defer certain additional 
capital expenditures. In order to achieve the NOx emission reductions and associated obligations, KU installed 
additional NOx controls, including SCR technology, during the 2000 through 2009 time period at a cost of 
$221 million. In 2001, the Kentucky Commission granted approval to recover the costs incurred by KU for these 
projects through the environmental surcharge mechanism. Such monthly recovery is subject to periodic review by 
the Kentucky Commission. 
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In order to achieve mandated emissions reductions, KU expects to incur additional capital expenditures 
totaling approximately $320 million during the 20 I 0 through 2012 time period for pollution controls including FGD 
and SCR equipment, and additional operating and maintenance costs in operating such controls. In 2005, the 
Kentucky Commission granted approval to recover the costs incurred by the Company for these projects through the 
ECR mechanism. Such monthly recovery is subject to periodic review by the Kentucky Commission. KU believes 
its costs in reducing SOb NOx and mercury emissions to be comparable to those of similarly situated utilities with 
like generation assets. KU's compliance plans arc subject to many factors including developments in the emission 
allowance and fuels markets, future legislative and regulatory enactments, legal proceedings and advances in clean 
air technology. KU wiII continue to monitor these developments to ensure that its environmental obligations are met 
in the most efficient and cost-effective manner. See "Ambient Air Quality" above for a discussion of CAIR-related 
uncertainties. 

GHG Developments. In 2005, the Kyoto Protocol for reducing GHG emissions took effect, obligating 
37 industrialized countries to undertake substantial reductions in GHO emissions. The U.S. has not ratified the 
Kyoto Protocol and there are currently no mandatory ORO emission reduction requirements at the federal level. As 
discussed below, legislation mandating OHO reductions has been introduced in the Congress, but no federal 
legislation has been enacted to date. In the absence of a program at the federal level, various states have adopted 
their own OHO emission reduction programs. Such programs have been adopted in various states including 
11 northeastern U.S. states and the District of Columbia under the Regional OHG Initiative program and California. 
Substantial efforts to pass federal GHO legislation are on-going. The current administration has announced its 
support for the adoption of mandatory OHG reduction requirements at the federal level. The United States and other 
countries met in Copenhagen, Denmark in December 2009, in an effort to negotiate a OHO reduction treaty to 
sllcceed the Kyoto Protocol, which is set to expire in 2013. At Copenhagen, the U.S. made a nonbinding 
commitment to, among other things, seek to reduce OHO emissions to 17% below 2005 levels by 2020 and 
provide financial support to developing countries. The United States and other nations are scheduled to meet in 
Cancun, Mexico in late 2010 to continue negotiations toward a binding agreement. 

GHG Legislation. KU is monitoring on-going efforts to enact GHG reduction requirements and require
ments governing carbon seqllestration at the state and federal level and is assessing potential impacts of such 
programs and strategies to mitigate those impacts. In June 2009, the U.S. House of Representatives passed the 
American Clean Energy and Security Act of2009, (H.R. 2454), which is a comprchensiveenergybill containing the 
first-ever nation-wide OHO cap and trade program. If enacted into law, the bill would provide for reductions in 
GHG emissions of3% below 2005 levels by 2012, 17% by 2020, and 83% by 2050. In order to cushion potential rate 
impacts for utility customers, approximately 43% of emissions allowances would initialIy be allocated at no cost to 
the electric utility sector, with this allocation gradually declining to 7% in 2029 and zero thereafter. The bill would 
also establish a renewable electricity standard requiring utilities to meet 20% of their electricity demand through 
renewable energy and energy efficiency by 2020. The bilI contains additional provisions regarding carbon capture 
and sequestration, clean transportation, smart grid advancement, nuclear and advanced technologies and energy 
efficiency. 

In September 2009, the Clean Energy Jobs and American Power Act (S. 1733), which is largely patterned on 
the House legislation, was introduced in the U.S. Senate. The Senate bill raises the emissions reduction target for 
2020 to 20% below 2005 levels and does not include a renewable electricity standard. While the initial bill lacked 
detailed provisions for the allocation of emissions allowances, a subsequent revision has incorporated aIIowance 
allocation provisions similar to the House biIl. The Company is closely monitoring the progress of the legislation, 
although the prospect for passage of comprehensive GHO legislation in 2010 is uncertain. 

OHO Regulations. In April 2007, the U.S. Supreme Court ruled that the EPA has the authority to regulate 
GHG under the Clean Air Act. In April 2009, the EPA issued a proposed endangerment finding concluding that 
OHOs endanger public health and welfare, which is an initial rulemaking step under the Clean Air Act. A final 
endangerment finding was issued in December 2009. In September 2009, the EPA issued a final GHG reporting rule 
requiring reporting by facilities with annual GHO emissions equivalent to at least 25,000 tons of carbon dioxide. A 
number of the Company's facilities will be required to submit annual reports commencing with calendar year 2010. 
Also in September 2009, the EPA proposed to require new or modified sources with OHO emissions equivalent to at 
least 10,000 to 25,000 tons of carbon dioxide to obtain permits under the Prevention of Significant Deterioration 
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Program. Such new or modified facilities would be required to install Best Available Control Technology. While the 
Company is unaware of any currently available GHG control technology that might be required for installation on 
new or modified power plants, it is currently assessing the potential impact of the proposed l111e. A final rule is 
expected in 2010. 

The Company is unable to predict whether mandatory GHG reduction requirements will ultimately be enacted 
through legislation or regulations. As a company with significant coal-fired generating assets, KU could be 
substantially impacted by programs requiring mandatory reductions in GHG emissions, although the precise impact 
on its operations, including the reduction targets and deadlines that would be applicable. cannot be determined prior 
to the enactment of such programs. While the Company believes that many costs of complying with mandatory 
GHG reduction requirements or purchasing emission allowances to meet applicable requirements would likely be 
recoverable, in whole or in part under the ECR, where such costs are related to the Company's coal-fired generating 
assets, or other potential cost-recovery mechanisms, this cannot be assured. 

GHG Litigation. A number of lawsuits have been filed asserting common law claims including nuisance, 
trespass and negligence against various companies with GHG emitting facilities. In October 2009, a three judge 
panel of the United States Court of Appeals for the 5th Circuit in the case of Comer v. Murphy Oil reversed a lower 
court, holding that private plaintiffs have standing to assert certain common law claims against more than 30 utility, 
oil, coal and chemical companies. However, in March 2010, the court vacated the opinion of the three-judge panel 
and granted a motion for rehearing. The Comer complaint alleges that GHG emissions from the defendants' 
facilities contributed to global warming which increased the intensity of Hurricane Katrina. E.ON, the parent ofKU 
and LG&E was included as a defendant in the complaint, but has not been subject to the proceedings due to the 
failure oftlle plaintiffs to pursue service under the applicable international procedures. KU and LG&E are currently 
unable to predict further developments in the Comer case. KU and LG&E continue to monitor relevant GHG 
litigation to identify judicial developments that may be potentially relevant to their operations. 

Brown New Source Review Litigation. In April 2006, the EPA issued an NOV alleging that KU had violated 
certain provisions ofthe Clean Air Act's new source review rules relating to work performed in 1997, on a boiler and 
turbine at KU's E.W. Brown generating station. In December 2006, the EPA issued a second NOV alleging the 
Company had exceeded heat input values in violation of the air permit for the unit. In March 2007, the Department 
of Justice filed a complaint in federal court in Kentucky alleging the same violations specified in the prior NOVs. 
The complaint sought civil penalties, including potential per-day fines, remedial measures and injunctive relief. In 
December 2008, the Company reached a tentative settlement with the government resolving al1 outstanding claims. 
The proposed consent decree, which was approved by the court in March 2009, provides for payment of a $1 million 
civil penalty; funding of $3 million in environmental mitigation projects; surrender of 53,000 excess S02 
allowances; surrender of excess NOx allowances estimated at 650 allowances annually for eight years; installation 
of an FGD by December 31, 2010; installation of an SCR by December 31, 2012; and compliance with specified 
emission limits and operational restrictions. 

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

Ghellt Opacity NOV. In September 2007, the EPA issued an NOV alleging that KU had violated certain 
provisions of the CleallAir Act's operating rules relating to opacity during June and July of2007 at Units 1 and 3 of 
KU's Ghent generating station. The parties have met on this matter and KU has received no further communications 
from the EPA. The Company is not able to estimate the outcome or potential effects of these matters, including 
whether substantial fines, penalties or remedial measures may result. 

Ghent NeH' Source Review NOV. In March 2009. the EPA issued an NOV alleging that KU violated certain 
provisions of the Clean Air Act's rules governing new source review and prevention of significant deterioration by 
installing FGD and SCR controls at its Ghent generating station without assessing potential increased sulfuric acid 
mist emissions. KU contends that the work in question, as pollution control projects, was exempt from the 
requirements cited by the EPA. In December 2009, the EPA issued a Section 114 infonnation request seeking 
additional information on this matter. The Company is currently unable to determine the final outcome of this 

F·43 



Attachment to Response to KU AG-1 Question No. 217 
Page 98 of 221 

Al'bough 

matter or the impact of an unfavorable determination upon the Company's financial position or results of 
operations. 

Ash Ponds, Coal~Combustiofl Byproducts and Water Discharges. The EPA has undertaken various initiatives 
in response to the December 2008 impoundment failure at the Tennessee Valley Authority's Kingston power plant, 
which resulted in a major release of coal combustion byproducts into the environment. The EPA issued information 
requests to utilities throughout the country. including KU, to obtain information on their ash ponds and other 
impoundments. In addition, the EPA inspected a large number of impoundments located at power plants to 
determine their structural integrity. The inspections included several of the Company's impoundments, which the 
EPA found to be in satisfactory condition. The Company is awaiting final inspection reports for additional 
impoundments. The EPA and other agencies are currently considering the need to revise applicable standards 
governing the structural integrity of ash ponds and other impoundments. In addition, the EPA has announced that it 
is re-evaluating current regulatory requirements applicable to coal combustion byproducts and anticipates pro
posing new rules by early 2010. The EPA is considering a wide range of regulatory options including subjecting ash 
ponds and landfills handling coal combustion byproducts to regulation under the hazardous waste program. Finally, 
the EPA has announced plans to develop revised effluent limitations guidelines and standards governing discharges 
from power plants. The Company is monitoring these ongoing regulatory developments, but will be unable to 
determine the impact until such time as new rules are finalized. 

General Environmental Proceedings. From time to time, KU appears before the EPA, various state or local 
regulatory agencies and state and federal courts regarding matters involving compliance with applicable envi
ronmental laws and regulations. Such matters include a completed settlement with state regulators regarding 
particulate limits in the air permit for KU's Tyrone generating station, remediation activities for, or other risks 
relating to elevated Polychlorinated Biphenyl ("PCB") levels at existing properties, and liability under the 
Comprehensive Environmental Response, Compensation and Liability Act for cleanup at various off-site waste 
sites. Based on analysis to date, the resolution of these matters is not expected to have a material impact on the 
Company's operations. 

Note 10 - Jointly Owned Electric Utility Plant 

KU and LG&E are nearing completion ofTC2, ajointly owned unit at the Trimble County site. KU and LG&E 
own undivided 60.75% and 14.25% interests, respectively, in TC2. Of the remaining 25% of TC2, IMEA owns a 
12.12% undivided interest and IMPA owns a 12.88% undivided interest. Each company is responsible for its 
proportionate share of capital cost during construction, and fuel, operation and maintenance cost when TC2 begins 
operation, which is scheduled to occur in 2010. In December 2009 and June 2008, LG&E sold assets to KU related 
to the constLUction of TC2 with a net book value of $48 million and $10 million, respectively. 

The following data represent shares of the jointly owned property (capacity based 011 nameplate rating): 

Tez 
LG&E KU IMPA IMEA Total 

Ownership interest .................................... 14.25% 60.75% 12.88% 12.12% 100% 

Mw capacity ......................................... 119 509 108 102 838 
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(In millions) 

KU's 60.75% ownership: 
Plant held for future use. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $121 

Construction work in progress ......... , . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 679 
Accumulated depreciation. , . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 63 

Net book value. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $737 

LG&E's 14.25% ownel,hip: 

Plant held for future use. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 5 

Construction work in progress ........................................... . 
Accumulated depreciation .............................................. . 

Net book value ...................................................... . 

169 

2 

$172 
= 

KU and LG&E jointly own the following Cfs and related equipment (capacity based 011 net summer 
capability): 

KU LG&E Total 
($) ($) ($) 

($) Net ($) Net ($) Net 
l\Iw ($) Depre· Dook l\Iw ($) Depre· Book Mw ($) Depre· Dook 

Onnel'ship Percentage Capacity Cost dation Value Capacity Cost dation Value Capacity Cost ciation Value 
($ in millions) 

KU 47%, LG&E 53%(a) ..... 129 54 (13) 41 146 59 (15) 44 275 113 (28) 85 

KU 62%, LG&E 38%(b) ..... 190 79 (15) 64 118 46 (7) 39 308 125 (22) !O3 

KU 71%, LG&E 29%(c) ..... 228 82 (21) 61 92 33 (8) 25 320 115 (29) 86 

KU 63%, LG&E 37%(d) ..... 404 140 (25) 115 236 82 (16) 66 640 222 (41) 181 

KU 71%, LG&E 29%(e) ..... nla 9 (2) 7 nla 3 (1) 2 nla 12 (3) 9 

(a) Comprised of Paddy's Run 13 and E.W. Brown 5. In addition to the above jointly owned utility plant, there is an 
inlet air cooling system attributable to unit 5 and units 8-11 at the E.\V. Brown facility. This inlet air cooling 
system is not jointly owned. however, it is uscd to increase production on the units to which it relates, resulting 
in an additional 88 Mw of capacity for KU. 

(b) Comprised of units 6 and 7 at the E.W. Brown facility. 

(c) Comprised of units 5 and 6 at the Trimble County facility. 

(d) Comprised of cr Substation 7-10 and units 7,8,9 and 10 at the Trimble County facility. 

(e) Comprised of cr Substation 5 and 6 and cr Pipeline at the Trimble County facility. 

Both KU's and LG&E's participating share of direct expenses of the jointly owncd plants is included in the 
corresponding operating expenses on each company's respective income statement (e.g., fuel, maintenance of plant, 
other operating expense). 

Nole 11- Relaled Party Transactions 

KU, subsidiaries of E.ON U.S. and subsidiaries of E.ON engage in related party transactions. These 
transactions are generally performed at cost and are in accordance with the PERC regulations under PUHCA 
2005 and the applicable Kentucky Commission and Virginia Commission regulations. The significant related party 
transactions are disclosed below. 

Electric Purchases 

KU and LG&E purchase energy from each other in order to effectively manage the load of their retail and 
wholesale customers. These sales and purchases are included in the statements of income as operating revenues and 
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purchased power operating expense. KU intercompany electric revenues and purchased power expense for the years 
ended December 31, were as follows: 

2009 2008 2007 
(In millions) 

Electric operating revenues from LG&E . . . . . . . . . . . . . . . . . . . . . . . . . . .. $ 21 $ 80 $46 

Power purchased from LG&E. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 101 109 93 

Interest Charges 

See Note 8, Notes Payable and Other Short-Term Obligations, for details of intercompany borrowing 
arrangements. Intercompany agreements do not require interest payments for receivables related to services 
provided when settled-within 30 days. 

KU's intercompany interest income and expense for the years ended December 31, were as follows: 

2009 2008 2007 
(In millions) 

Interest on money pool loans. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. $- $ 2 $ 6 

Interest on Fidelia loans. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 69 56 35 

Other Intercompany Billings 

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

In addition, KU and LG&E provide services to each other and to RON U.S. Services. Billings betwcen KU and 
LG&E relate to labor and overheads associated with union employees performing work for the other utility, charges 
relatcd to jointly~owned generating units and other misce11aneous charges. Billings from KU to RON U.S. Services 
include cash received by RON U.S. Services on behalf of KU, primarily tax settlements, and other payments made 
by KU on behalf of other non-regulated businesses which are reimbursed through RON U.S. Services. 

Intercompany bilIings to and from KU for the years ended December 31, were as follows: 

2009 2008 2007 
(In millions) 

E.ON U.S. Services billings 10 KU ................ , ............. . $169 $227 $488 
LG&E billings to KU ........................................ . 44 5 12 

KU billings to E.ON U.S. Services .............................. . 14 3 26 

KU billings to LG&E ........................................ . 78 75 6 

In December 2009 and June 2008, LG&E sold assels 10 KU related to the conslruction of TC2, including 
$3 million ofunarnortized. investment tax credits, with net book values of$48 million and $10 million, respectively. 

In March and June 2009, the Company received capital contributions of $50 million and $25 million, 
respectively, from its common shareholder, RON U.S. 

In 2008 and 2007, KU received capital contributions from its common shareholder, RON U.S., totaling 
$145 million and $75 million, respectively. 
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Subsequent events have been evaluated through March 19,2010, the date of issuance of these statements and 
these statements contain all necessary adjustments and disclosures resulting from that evaluation. 

On March 4, 2010, the Virginia Commission approved the stipulation related to the rate increase filing with 
rates to become effective in April 2010. 

On January 29, 2010, KU filed an application with the Kentucky Commission requesting an increase in base 
electric rates of approximately 12%, or $135 million annually, including an 11.5% return on equity. KU has 
requested the increase, based on the twelve month test year ended October 31, 2009, to become effective on and 
afler March 1,2010. The requested rates have been suspended until August 1, 2010, at which time they may be put 
into effect, subject to refund, if the Kentucky Commission has not issued an order in the proceeding. 

On January 13, 2010, the Company made a $13 million contribution to its pension plan. 
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p,.lcenalcrhouseCoopers LLP 
500 W. Main Street 
Suite 1800 
iouis\ille, KY 40202 
Telepoonc (502) 589-6100 
Fmimile(S02) 585·7875 
pwc.com 

Repo .. t of Independent Audito .. s 

To the Shareholder of Kentucky Utilities Company: 

In our opinion, the accompanying balance sheets and the related statements of capitalization, income, retained 
earnings, and cash flows present fairly, in all material respects, the financial position of Kentucky Utilities Company 
at December 31, 2009 and 2008, and the results of its operations and its cash flows for each oflhe three years in the 
period ended December 31, 2009 in conformity with accounting principles generally accepted in the United States 
of America. Also in our opinion, the Company maintained, in all material respects, effective internal control over 
financial reporting as of December 31, 2009, based on criteria established in Internal Control - Integrated 
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). The 
Company's management is responsible for these financial statements, for maintaining effective internal control 
over financial reporting and for its assertion of the effectiveness of internal control over financial reporting, 
included in "Controls and Procedures" appearing on page 23 of the 2009 Kentucky Utilities Company financial 
statements and additional information. Our responsibility is to express opinions on these financial statements and on 
the Company's internal control over financial reporting based on our integrated audits. \Ve conducted our audits of 
the financial statements in accordance with auditing standards generally accepted in the United States of America 
and our audit of internal control over financial reporting in accordance with attestation standards established by the 
American Institute of Certified Public Accountants. Those standards require that we plan and perform the audits to 
obtain reasonable assurance about whether the financial statements are free of material misstatement and whether 
effective internal control over financial reporting was maintained in all material respects. Our audits of the financial 
statements included examining, on a test basis, evidence supporting the amounts and disclosures in the financial 
statements, assessing the accounting principles used and significant estimates made by managcment, and evaluating 
the overall financial statement prescntation. Our audit ofintcrnal control over financial reporting included obtaining 
an understanding of internal control over financial reporting, assessing the risk that a material weakness exists, and 
testing and evaluating the design and operating effectivcness of internal control based on the assessed risk. Our 
audits also included performing such other proccdures as we considered nccessary in the circumstances. \Ve believe 
that our audits provide a reasonable basis for our opinions. 

A company's internal control over financial reporting is a process affectcd by those charged with governance, 
management, and other personnel, designed to provide reasonable assurance regarding the preparation of reliable 
financial statements in accordance with accounting principles generally accepted in the United States of America. A 
company's internal control over financial reporting includes those policies and procedures that (i) pertain to the 
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of 
the assets of the company; (ii) provide reasonable assurance that transactions are recorded as necessmy to permit 
preparation of financial statements in accordance with generally accepted accounting principles. and that receipts 
and expenditures of the company are being made only in accordance with authorizations of management and those 
charged with govcrnance; and (iii) provide reasonable assurance regarding prevention, or timely detection and 
correction of unauthorized acquisition, use, or disposition of the company's assets that could have a material effect 
on the financial statements. 
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Because of its inherent limitations, internal control over financial reporting may not prevent, or detect and 
con"ect misstatements. Also, projections of any evaluation of effectiveness to future periods arc subject to the risk 
that controls may become inadequate because of changes in conditions, or that the degree of compliance with the 
policies or procedures may deteriorate. 

Louisville, Kentucky 
March 19,2010 

u-P 
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Kentucky Utilities Company 

Condensed Financial Statements 
(Unaudited) 

As of September 30, 2010 and December 31, 2009 
and for the three and nine months ended 

September 30, 2010 and 2009 
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INDEX OF ABBREVIATIONS 

AG. . . . . . . . . . . . . . .. Attorney General of Kentucky 
ARO ..... , . . . . . . . .. Asset Retirement Obligation 
ASC . . . . . . . . . . . . . .. Accounting Standards Codification 
BART. . . . . . . . . . . . .. Best Available Retrofit Technology 
CAm. . . . . . . . . . . . .. Clean Air Interstate Rule 
CAMR . . . . . . . . . . . .. Clean Air Mercury Rule 
CATR. . . . . . . . . . . . .. Clean Air Transport Rule 
eCN. . . . . . . . . . . . . .. Certificate of Public Convenience and Necessity 
Clean Air Act. . . . . . .. The Clean Air Act, as amended in 1990 
CMRG ....... , . . . .. Carbon Management Research Group 
Companies. . . . . . . . .. KU and LG&E 
Company ........... KU 
DSM .. . . . . . . . . . . .. Demand Side Management 
EeR .............. , Environmental Cost Recovery 
EEl ............... Edison Electric Institute 
EKPC .... , . . . . . . . .. East Kentucky Power Cooperative, Inc. 
E.ON . . . . . . . . . . . . .. E.ON AG 
E.ON U.S. .. . . . . . . .. E.ON U.S. LLC 
EPA. . . . . . . . . . . . . .. U.S. Environmental Protection Agency 
EPAct 2005 ......... Energy Policy Act of 2005 
FAC . . . . . . . . . . . . . .. Fuel Adjustment Clause 
FASB . . . . . . . . . . . . .. Financial Accounting Standards Board 
FERC. . . . . . . . . . . . .. Federal Energy Regulatory Commission 
FGD. . . . . . . . . . . . . .. Flue Gas Desulfurization 
Fidelia. . . . . . . . . . . .. Fidelia Corporation (an E.ON affiliate) 
GHG .............. Greenhouse Gas 
IRS ............... Internal Revenue Service 
KCCS. . . . . . . . . . . . .. Kentucky Consortium for Carbon Storage 
KDAQ . . . . . . . . . . . .. Kentucky Division for Air Quality 
Kentucky Commission.. Kentucky Public Service Commission 
KU. . . . . . . . . . . . . . .. Kentucky Utilities Company 
LG&E . . . . . . . . . . . .. Louisville Gas and Electric Company 
MISO . . . . . . . . . . . . .. Midwest Independent Transmission System Operator, Inc. 
MMBtu ............ Million British thermal units 
Moody's. . . . . . . . . . .. Moody's Investors Service, Inc. 
Mw . . . . . . . . . . . . . .. Megawatts 
Mwh .............. Megawatt hours 
NAAQS ....... , . . .. National Ambient Air Quality Standards 
NOV ... . . . . . . . . . .. Notice of Violation 
NOx. . . . . . . . . . . . . .. Nitrogen Oxide 
OMU . . . . . . . . . . . . .. Owensboro Municipal Utilities 
OVEC ............. Ohio Valley Electric Corporation 
PPL . . . . . . . . . . . . . .. PPL Corporation 
S&P . . . . . . . . . . . . . .. Standard & Poor's Ratings Services 
SCR . . . . . . . . . . . . . .. Selective Catalytic Reduction 
SERC . . . . . . . . . . . . .. SERC Reliability Corporation 
Serveo . . . . . . . . . . . .. LG&E and KU Services Company (formerly E.ON U.S. Services Inc.) 
SIP. . . . . . . . . . . . . . .. State Implementation Plan 
S02 . . . . . . . . . . . . . .. Sulfur Dioxide 
TC2 . . . . . . . . . . . . . .. Trimble County Unit 2 
Virginia Commission. .. Virginia State Corporation Commission 
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Kentucky Utilities Company 

Condensed Financial Statements 
(Unaudited) 

As of September 30, 2010 and December 31, 2009 
and for the three and nine months ended 

September 30, 2010 and 2009 
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Kentucky Utilities Company 

Condensed Statements of Income 

Three Months 
Ended Nine Months Ended 

September 30, September 30, 
2010 2009 2010 2009 -- ---

(Unaudited) 
~Iillions of $) 

Operating revenues (Note 10). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. $416 $341 $1,146 $1,009 

Operating expenses: 
Fuel for electric generation. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 146 
Power purchased (Note 10). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 41 
Other operation and maintenance expenses .................... . 
Depreciation, accretion and amortization ...................... . 

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

Operating income ................................ ..... . 

Interest expense (Note 8) ................................... . 

Interest expense to affiliated companies (Notes 8 and 10) ........... . 

Other income (expense) - l1et ............................... . 

Income before income taxes ......................... , ....... . 

Income tax expense (Note 7) ................................ . 

Net income ........................................... , .. 

86 
38 

311 

105 
2 

18 

86 
32 

$ 54 

114 

47 
22 

33 

216 

125 

2 

18 

105 
39 

$ 66 

391 
135 
251 
106 

883 

263 
5 

55 
2 

205 
76 

$ 129 

The accompanying notes are an integral part of these condensed financial statements. 
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329 
154 
230 

99 

812 

197 
5 

51 
7 

148 
49 

$ 99 
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Kentucky Utilities Company 

Condensed Statements of Comprehensive Income 

Three l\Ionths Ended 
September 30, 

2010 2009 

Nine Months Ended 
September 30, 

2010 2009 
(Unaudited) 

(Millions of $) 

Net incolne ..................................... . 

Comprehensive income (loss) attributable to unconsolidated 
venture -11et of tax benefit of $1, $0, $1 and $0, 
respectively ................................... . 

Comprehensive income ............................ . 

$54 $66 $129 $99 

Condensed Statements of Retained Earnings 

Balance at beginning of period ....................... . 

Net incolne ..................................... . 

Cash dividends declared (Note 10) .................... . 

Balance at end of period ........................... . 

Three Months Ended 
September 30, 

2010 2009 

Nine Months Ended 
September 30, 

2010 2009 
(Unaudited) 

(Millions of $) 

$1,403 $1,228 $1,328 $1,195 

54 66 129 99 

1,457 1,294 1,457 1,294 

~) ~) 

$1,407 $1,294 $1,407 $1,294 

The accompanying notes are an integral part of these condensed financial statements. 
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Current assets: 
Cash and cash equivalents 
Accounts receivable - net: 

Kentucky Utilities Compauy 

Condensed Balance Sheets 

ASSETS 

Customer- Jess reserves of $2 in 2010 and $1 in 2009 .............. . 

Affiliated cOlnpanies . ........................................ . 
Other -less reserves of $2 in 2010 and 2009 ...................... . 

Materials and supplies: 
Fuel (predominantly coal) ..................................... . 

Other materials and supplies ................................... . 
Regulatory assets (Note 2) ...................................... . 

Prepayments and other currcnt assets .............................. . 

Total current assets .................................. ...... . 

Investment in unconsolidated venture ... .......... , ................. , . 

Property, plant and equipment: 
Regulated utility plant - electric ................................. . 
Accumulated depreciation ....................................... . 

Net regulated utility plant ................................... . 

Construction work in progress ................................... . 

Property. plant and equipment - net ........................... . 

Deferred debits and other assets: 
Regulatory assets (Note 2): 

Pension benefits ............................................ . 
Other regulatory assets ....................................... . 

Cash surrender value of key man life insurance ....................... . 
Other assets ....................... -.......................... . 

Total deferred debits and other assets ................... ........ . 

Total assets .... .......................................... . 

September 30, December 31, 
2010 2009 

(Unaudited) 
(Millions of $) 

$ 2 

172 

28 

98 

42 

14 

11 

367 

12 

5,426 

(1,902) 

3,524 

946 

4,470 

105 

110 

39 

7 

261 

$ 5,110 

$ 2 

155 

9 
18 

98 

39 

32 

13 

366 

12 

4,892 

(1,838) 

3,054 

1,257 

4,311 

105 

117 

38 

7 

267 

$ 4,956 

The accompanying 110tes are an integral part of these condensed financial statements. 

F-55 



Attachment to Response to KU AG-l Question No. 217 
Page 110 of221 

Al'bough 

CUl1-ent liabilities: 

Kentucky Utilities Company 

Condensed nalance Sheets (continued) 

LIABILITIES AND EQUITY 

Current portion oflong-term debt (Notes 5 and 8) ..................... . 

Cun-ent portion of long-term debt to affiliated company (Note 5) .......... . 

Notes payable to affiliated companies (Notes 8 and 10) ................. . 

Accounts payable ............................................. . 

Accounts payable to affiliated companies (Note 10) ................... . 

Customer deposits ............ , ............................... . 

Regulatory liabilities (Note 2) .................................... . 

Other current liabilities ..... , ................................... . 

Total current liabilities 

Long-term debt: 

Long-term debt (Notes 5 and 8) .................................. . 

Long-term debt to affiliated company (Notes 5, 8 and 10) ............... . 

Total long-term debt ....................................... . 

Deferred credits and other liabiHties: 

Deferred income taxes ......................................... . 

Accumulated provision for pensions and related benefits (Note 6) ......... . 

Investment tax credits (Note 7) , .................................. . 

Asset retirement obligations (Note 3) .............................. . 

Regulatory liabilities (Note 2): 

Accumulated cost of removal of utility plant ....................... . 

Other regulatory liabilities .................................... . 

Other liabilities .............................................. . 

Total deferred credits and other liabilities 

Common equity: 

Common stock, without par value-

Authorized 80,000,000 shares, outstanding 37,817,878 shares ........... . 

Additional paid-in capital ....................................... . 

Accumulated other comprehensive loss ............................. . 

Retained earnings: 

Retained earnings ........................................... . 

Undistributed earnings from unconsolidated venture .................. . 

Total COInmon equity ...................................... . 

Total liabilities and equity ................................... . 

September 30, December 31, 
2010 2009 

(Unaudited) 
(Millions of $) 

$ 228 

33 

61 

105 

71 

23 

12 

39 

572 

123 

1,298 

1,421 

378 

160 

104 

59 

343 

24 

20 

1,088 

308 

316 

(2) 

1,397 

10 

2,029 

$5,110 

$ 228 

33 

45 

107 

88 

22 

4 

42 

569 

123 

1,298 

1,421 

336 

160 

104 

34 

331 

29 

20 

1,014 

308 

316 

1,318 

10 

1,952 

$4,956 

The accompanying notes are an integral part of these condensed financial statements. 

F-56 



Attachment to Response to KU AG-1 Question No. 217 
Page 111 of221 

Al'bough 

Kentucky Utilities Company 

Condensed Statements of Cash Flows 

For the Nine Months 
Ended 

September 30, 
2010 2009 

(Unaudited) 
(Millions of $) 

Cash flows from operating activities: 

Net income. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 129 $ 99 

Adjustments to reconcile net income to net cash provided by operating activities: 

Depreciation, accretion and amortization ... . . . . . . . . . . . . . . . . . . . . . . . . . . . . 106 99 

Deferred income taxes - net .................................... , .. . 

Investment tax credits (Note 7) ..................................... . 

Provision for pension and postretirement benefits ........................ . 

Undistributed earnings of unconsolidated venture ........................ . 

Other ........................................................ . 

Changes in current assets and liabilities: 

Accounts receivable .............................................. . 
Materials and supplies ............................................ . 

Regulatory assets and liabilities ..................................... . 

Accounts payable ............................................... . 

Accounts payable to affiliated companies. , ............................ . 

Other current assets and liabilities ................................... . 

Pension and postretirement funding (Note 6) ........................... , .. 

Other regulatory assets and 1iabilities ................ , .................. . 

Other-net ..................................................... . 

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

Cash flows from investing activities: 

Construction expenditures .... , ......................... , ............ . 

Purchases of assets from affiliate ...................................... . 

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

42 

11 

(4) 

(6) 

(3) 

26 
(20) 

31 

(17) 

(3) 

7 

300 

(218) 

(48) 

Net cash used in investing activities. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (266) 

Cash flows from financing activities: 

Borrowings from affiliated company (Note 8). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 104 

Repayments on borrowings from affiliated company (Note 8) . . . . . . . . . . . . . . . . . . (88) 

Payment of dividends (Note 10). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (50) 

Capital contribution (Note 10) ........................................ . 

Net cash (used in) provided by financing activities . . . . . . . . . . . . . . . . . . . . . . ~) 

Change in cash and cash equivalents ................................ . 

Cash and cash equivalents at beginning of period. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2 

Cash and cash equivalents at end of period . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 2 

The accompanying notes are an integral part of these condensed financial statements. 
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48 

17 

13 
10 

3 

30 

(21) 

(I) 

(4) 
(8) 

(10) 

(17) 

(64) 

-.I±) 
190 

(378) 

9 

(369) 

106 

75 

181 

2 

2 

$ 4 = 
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Kentucky Utilities Company 

Notes to Condensed Financial Statements 
(Unaudited) 

KU's common stock is wholly-owned by RON U.S., an indirect wholly-owned subsidiary of RON. In the 
opinion of management, the unaudited condensed financial statements include all adjustments, consisting only of 
normal recurring adjustments, necessary for fair statements of income, comprehensive income, and retained 
earnings, balance sheets, and statements of cash flows for the periods indicated. Certain il1fonnation and footnote 
disclosures normally included in financial statements prepared in accordance with generally accepted accounting 
principles have been condensed Of omitted. These unaudited condensed financial statements and notes should be 
read in conjunction with the Company's Financial Statements and Additional Information C'Annual Report") for the 
year ended December 31, 2009, including the audited financial statements and notes therein. 

The December 31, 2009, condensed balance sheet included herein is derived from the December 31, 2009, 
audited balance sheet. Amounts reported in the condensed statements of income are not necessarily indicative of 
amounts expected for the respective annual periods due to the effects of seasonal temperature variations on energy 
'consumption, regulatory mlings, the timing of maintenance on electric generating units, changes in mark-to-market 
valuations, changing commodity prices and other factors. 

Certain reclassification entries have been made to the previous year's financial statements to conform to the 
2010 presentation with no impact on total assets, liabilities and capitalization or previously reported net income and 
net cash flows. 

PPL Acquisition 

On April 28, 2010, RON U.S. announced that a Purchase and Sale Agreement (the ''Agreement'') hact been 
entered into among RON US Investments, PPL and RON. 

The Agreement provides for the sale of RON U.S. to PPL. Pursuant to the Agreement, at closing, PPL will 
acquire all of the outstanding limited liability company interests ofE.ON U.S. for cash consideration of$2.6 billion. 
In addition, pursuant to the Agreement, PPL agreed to assume $764 million of pollution control bonds and medium 
term notes and to repay indebtedness owed by E.ON U.S. and its subsidiaries to E.ON US Investments and its 
affiliates. Such affiliate indebtedness is currently estimated to be $4.2 bHlion. The aggregate consideration payable 
by PPL on closing is currently estimated to be $7.6 billion (including the assumed indebtedness), subject to 
contractually agreed adjustments. 

The transaction is subject to customary closing conditions, including the expiration or termination of the 
applicable waiting period under the Hart-Scott-Rodino Act, receipt of required regulatory approvals (including state 
regulators in Kentucky, Virginia and Tennessee, and the FERC) and the absence of injunctions or restraints imposed 
by governmental entities. As of October 26, 2010, all of the required regulatory approvals were received, and the 
transaction is expected to close on November 1, 2010. 

Change of control and financing~related applications were filed on May 28, 2010, with the Kentucky 
Commission and on June 15, 2010, with the Virginia Commission and the Tennessee Regulatory Authority. An 
application with theFERC was filed on June 28, 2010. During the second quarter of201O, a number of parties were 
granted intervenor status in the Kentucky Commission proceedings, and data request filings and responses 
occurred. Early termination of the Hart-Seott-Rodino waiting period was received on August 2, 2010. 

A hearing in the Kentucky Commission proceedings was held on September 8, 2010, at which time a 
unanimous settlement agreement was presented. In the settlement, KU and LG&E commit that no base rate 
increases would take effect before January 1,2013. The KU and LG&E rate increases that took effect on August I, 
2010, were not impacted by the settlement. Under the terms of the settlement, the Companies retain the right to seek 
approval for the deferral of "extraordinary and uncontrollable costs." Interim rate adjustments will continue to be 
permissible during that period for existing fuel, environmental and demand-side management cost trackers. The 
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agreement also substitutes an acquisition savings shared deferral mechanism for the requirement that the Com
panies file a synergies plan with the Kentucky Commission. This mechanism, which will be in place until the earlier 
of five years or the first day of the year in which a base rate increase becomes effective, permits the Companies to 
earn up to a 10.75 percent return on equity. Any earnings above a 10.75 percent retulll on equity will be shared with 
customers on a 50%/50% basis. On September 30, 2010, the Kentucky Commission issued an Order approving the 
transfer of ownership of KU and LG&E via the acquisition of E.ON U.S. by PPL, incorporating the tenns of the 
submitted settlement. On October 19, 2010 and October 21, 2010, respectively, Orders approving the acquisition of 
E.ON U.S. by PPL were received from the Virginia Commission and the Tennessee Regu1atory Authority. The 
Commissions' Orders contained a number of other commitments with regard to operations, workforce, community 
involvement and other matters. 

In mid-September 2010, KU and LG&E and other applicants in the FERC change of control proceeding 
reached an agreement with the protesters, whereby such protests have been withdrawn. The agreement, which has 
subsequently been filed for consideration with the FERC, includes various conditional commitments, such as a 
continuation of certain existing undertakings with protesters in prior cases, an agreement not to terminate certain 
KU municipal customer contracts prior to January 2017, an exclusion of any transaction-related costs from 
wholesale energy and tariff customer rates to the extent that the Company has agreed to not seck the same 
transaction-related cost from retail customers and agreements to coordinate with protesters in certain open or 
ongoing matters. A FERC Order approving the transaction was received on October 26, 2010. 

On September 30, 2010, October 19, 2010 and October 21, 2010, respectively, KU received Kentucky 
Commission, Virginia Commission and Tennessee Regulatory Authority approvals to complete certain refinancing 
transactions in connection with the anticipated PPL acquisition and other business factors. Based on credit and 
financial market conditions, KU anticipates issuing up to $1.5 billion in first mortgage bonds, the proceeds of which 
will substantially be used to refund existing long-term intercompany debt. On October 29,2010, as required by 
existing covenants, in connection with the anticipated issuance of any such secured debt, KU completed 
collateralization of certain outstanding pollution control bond debt series which were formerly unsecured. Pursuant 
to such collateralization, approximately $351 million in existing pollution control debt became collatera1ized debt, 
supported by a first mortgage lien. KU also anticipates replacing its $35 million bilateral line of credit with an 
unaffiliated institution by entering into a multi-year revolving credit facility with several financial institutions in an 
aggregate amount not to exceed $400 million. KU may complete these transactions, in whole or in part, during late 
2010 and early 2011. See Note 8, Short-Term and Long-Term Debt, for further information regarding the 
refinancing, remarketing or conversion of existing pollution control debt. 

Recent Accounting Pronouncements 

Fail' Value Measurements 

In January 2010, the FASB issued guidance related to fair value measurement disclosures requiring separate 
disclosure of amounts of significant transfers in and out of level 1 and level 2 fair value measurements and separate 
information about purchases, sales, issuances, and settlements within level 3 measurements. This guidance is 
effective for the interim and anIlual reporting periods beginning after December 15,2009, except for the disclosures 
about the roll-forward of activity in level 3 fair value measurements. Those disclosures are effective for fiscal years 
beginning after December 15,2010, and for interim periods within those fiscal years. This guidance has no impact 
on the Company's results of operations, financial position, liquidity or disclosures. 

Note 2 - Rates and Regulatory Matters 

KU's Kentucky base rates arc calculated based on a return on capitalization (common equity, long-term debt 
and notes payable) including certain regulatory adjustments to exclude non-regulated investments and environ
menta1 compliance plans recovered separately through the ECR mechanism. Currently, none of the regulatory 
assets or regulatory liabilities are excluded from the return on capitalization utilized in the calculation of Kentucky 
base rates; therefore, a return is earned on all Kentucky regulatory assets. 
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KU's Virginia base rates are calculated based on a return on rate base (net utility plant less deferred taxes and 
miscellaneous deductions). All regulatOlY assets and liabilities are excluded from the return on rate base utilized in 
the calculation of Virginia base rates. 

For a description of each line item of regulatory assets and liabilities and for descriptions of certain matters 
which may not have undergone material changes relating to the period covered by this quarterly report, reference is 
made to Note 2, Rates and Regulatory Matters, of KU's Annual Report for the year ended December 31, 2009. 

2010 Kentucky Rate Case 

In January 2010, KU filed an application with the Kentucky Commission requesting an increase in electric 
base rates of approximately 12%, or $135 million annually, including an 11.5% return on equity. KU requested the 
increase, based on the twelve month test year ended October 31, 2009, to become effective on and after March 1, 
2010. The requested rates were sllspended until August 1, 2010. A number of intervenors entered the rate case, 
including the AG, certain representatives of industrial and low-income groups and other third parties, and submitted 
filings challenging the Company's requested rate increases, in whole or in part. A hearing was held on June 8, 2010. 
KU and all of the intervenors, except the AG, agreed to a stipulation providing for an increase in electric base rates 
of $98 million annually and filed a request with the Kentucky Commission to approve such settlement. An Order in 
the proceeding was issued in July 2010, approving all the provisions in the stipulation. The new rates became 
effective on August 1,2010. 

Virginia Rate Case 

In June 2009, KU filed an application with the Virginia Commission requesting an increase in electric base 
rates for its Virginia jurisdictional customers in an amount of $12 million annually or approximately 21 %. The 
proposed increase reflected a proposed rate of return on rate base of 8.586% based on a return on equity of 12%. 
During December 2009, KU and the Virginia Commission Staff agreed to a Stipulation and Recommendation 
authorizing base rate revenue increases of $11 million annually and a return on rate base of 7.846% based on a 
10.5% return on common equity. A public hearing was held during January 2010. As permitted, pursuant to a 
Virginia Commission Order, KU elected to implement the proposed rates effective November 1,2009, on an interim 
basis. In March 2010, the Virginia Commission issued an Order approving the stipulation, with the increased rates 
to be put into effect as of April 1, 2010. As part of the stipulation, KU refunded approximately $1 million in interim 
rate amounts in excess of the ultimate approved rates. During August 2010, a report was filed detailing the costs of 
the refunds, the accounts charged and details validating that all refunds have been applied. 

FERC Wholesale Rate Case 

In September 2008, KU filed an application with the FERC for increases in electric base rates applicable to 
wholesale power sales contracts or interchange agreements involving, collectively, twelve Kentucky municipalities. 
The application requested a shift from an all-in stated unit charge rate to an unbundled fOlIDula rate, including an 
annual adjustment mechanism. In May 2009, the FERC issued an Order approving a settlement among the parties in 
the case, incorporating increases of approximately 3% from prior rates and a return on equity of 11 %. In May 2010, 
KU submitted to the FERC the proposed current annual adjustment to the formula rate. This updated rate became 
effective on July 1,2010, subject to certain review procedures by the wholesale requirements customers and the 
FERC, including potential refunds in the case of disallowed costs or charges. 

By mutual agreement, the parties' settlement of the 2008 application left outstanding the issue of whether KU 
must allocate to the municipal customers a portion of renewable resources it may be required to procure on behalf of 
its retail ratepayers. In August 2009, the FERC accepted the issue for briefing and the parties completed briefing 
submissions during 2009. An Order was issued by the FERC in July 2010, indicating that KU is not required to 
allocate a portion of any renewable resources to the twelve municipalities, thus resolving the remaining issue. 
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Regulatory Assets and Liabilities 

The foHowing regulatory assets and liabilities were included in KU's balance sheets as of: 

Current regulatory assets: 

Storin restoration(a) .................................... . 

FAC(b) ............................................. . 

ECR(b) ............................................. . 

MISO exit(a) ......... , ............................... . 

Other(c) ............................................ . 

Total current regulatory assets ......................... . 

Non-current regulatory assets: 

Pension benefits(d) .................................... . 

Other nOll-current regulatory assets: 

Stonn restoration(a) .................................. . 

ARO(c) ........................................... . 

Unamortized loss on bonds(a) ........................... . 

MISO exit(a) ....................................... . 

Other(c) ........................................... . 

Subtotal other nOll-current regulatory assets ............... . 

Total nOll-ClIlTent regulatory assets 

Current regulatory liabilities: 

ECR ............................................... . 

DSM ............................................... . 

Other(f) ............................................ , . 

Total current regulatory liabilities ...................... . 

Non-current regulatory liabilities: 

Accumulated cost of removal of utility plant 

Other non-cun'ent regulatory liabilities: 

Deferred income taxes - net ........................... . 

Postretirement benefits ................................ . 

MISO exit ......................................... . 

Other(f) ....... , ................................... . 

Subtotal other non-current regulatory liabilities ............ . 

Total non-current regulatory liabilities ................... . 

(a) These regulatory assets are recovered through base rates. 

September 30, December 31, 
2010 2009 

(In millions) 

$ 6 $-
4 

28 

1 2 

3 1 

$ 14 $ 32 
= 

$105 $105 

52 59 
34 30 
12 12 
4 9 
8 7 

110 117 

$215 $222 

$ 6 $-
4 3 
2 1 

$ 12 $ 4 

$343 $331 

8 9 
9 9 
1 4 
6 7 

24 29 

$367 $360 

(b) The PAC and ECR regulatory assets have separate recovery mechanisms with recovery within twelve months. 

(c) Other regulatory assets: 

• Other current and non-currcnt regulatory assets, including the CMRG and KCCS contributions, an EKPC 
FERC transmission settlement agreement and rate case expenses, are recovered through base rates. 

The current portion of the unamortized loss on bonds is recovered through base rates. 
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KU generally recovers the PERC jurisdictional portion of the EKPC FERC transmission settlement 
agreement included in current and non~current regulatory assets in the application of the annllal Open 
Access Transmission Tariff fornlUla rate updates. 

Recovery of the FERC jurisdictional pension expense in non-current regulatory assets will be requested in a 
future FERC rate case. 

Cd) KU generally recovers this asset through pension expense included in the calculation of base rates. 

(e) \Vhen an asset with an ARO is retired, the related ARO regulatory asset will be offset against the associated 
ARO regulatOlY liability, ARO asset and ARO liability. 

(f) Other cuu'cnt and nOll-current regulatory' liabilities includes the Virginia levelized fuel factor regulatOlY 
liability, ARO liabilities and a change in accounting method for FERC jurisdictional spare parts. ARO liabilities 
are estabHshed from the removal costs accrued through depreciation under regulatory accounting for assets 
associated with AROs. 

Storm Restoratioll 

In January 2009, a significant ice storm passed through KU's service territory causing approximately 199,000 
customer outages and was followed closely by a severe wind storm in February 2009, which caused approximately 
44,000 customer outages. KU incun'ed $57 million in incremental operation and maintenance expenses and 
$33 million in capital expenditures related to the restoration following the two storms. The Company filed an 
application with the Kentucky Commission in April 2009, requesting approval to establish a regulatory asset and 
defer for future recovery approximately $62 million in incremental operation and maintenance expenses related to 
the storm restoration. In September 2009, the Kentucky Commission issued an Order allowing the Company to 
establish a regulatory asset of up to $62 million based on its actual costs for storm damages and service restoration 
due to the January and FeblUary 2009 storms. In September 2009, the Company established a regulatory asset of 
$57 million for actual costs incurred. The Company received approval in its 2010 base rate case to recover this asset 
over a ten year period beginning August 1,2010. 

In September 2008, high winds from the remnants of Hurricane Ike passed through the service territory 
causing significant outages and system damage. In October 2008, KU filed an application with the Kentucky 
Commission requesting approval to establish a regulatory asset and defer for future recovery approximately 
$3 million of expenses related to the storm restoration. In December 2008, the Kentucky Commission issued an 
Order allowing the Company to establish a regulatory asset of up to $3 million based on its actual costs for storm 
damages and service restoration due to Hurricane Ike. In December 2008, the Company established a regulatory 
asset of $2 million for actual costs incurred. The Company received approval in its 2010 base rate case to recover 
this asset over a ten year period beginning August 1, 2010. 

In August 2010, the Kentucky Commission initiated a six-month review of KU's FAC mechanism for the 
expense period ended April 20 I O. An order is expected by the end of the year. 

In February 2010, KU filed an application with the Virginia Commission seeking approval of a decrease in its 
fuel cost factor beginning with service rendered in April 2010. An Order was issued in April 2010, resulting in an 
agreed upon decrease of 23% from the fuel factor in effect for April 2009 through March 2010. 

In January 2010, the Kentucky Commission initiated a six-month review of KU's FAC mechanism for the 
expense period ended August 2009. [n May 2010, an Order was issued approving the charges and credits billed 
through the FAC during the review period. 

ECR 

In July 2010, the Kentucky Commission initiated a six-month review of KU's environmental surcharge for the 
billing period ending April 2010. An order is expected in the fourth quarter of 2010. 
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In January 2010, the Kentucky Commission initiated a six-monthrcvicw ofKU's environmental surcharge for 
the billing period ending October 2009. In May 2010, an Order was issued approving the amounts billed through the 
ECR during the six-month period and the rate of return on capital and allowing recovery of the under-recovery 
position in subsequent monthly filings. 

In June 2009, the Company filed an application for a new ECR plan with the Kentucky Commission seeking 
approval to recover investments in environmental upgrades and operations and maintenance costs at the Company's 
generating facilities. During 2009, KU reached a unanimous settlement with all parties to the case, and the 
Kentucky Commission issued an Order approving KU's application. Recovery on customer bills through the 
monthly ECR surcharge for these projects began with the February 2010 billing cycle. At December 31, 2009, the 
Company had a regulatory asset of$28 million, which changed to a regulatory liability in the first quarterof201O, as 
a result of these roll-in adjustments to base rates. At September 30, 2010, the regulatory liability balance was 
$6 million. 

MISO 

In August 2010, the FERC issued three Orders accepting most facets of several MISO Revenue Sufficiency 
Guarantee ("RSG") compliance filings. The FERC ordered the MISO to issue refunds for RSG charges that were 
imposed by the MISO on the assumption that there were rate mismatches for the period beginning November 5, 
2007 through the present. There is no financial statement impact to the Company from this Order, as the MISO had 
anticipated that the FERC would require these refunds and had preemptively included them in the resettlements 
paid in 2009. The FERC denied MISO's proposal to exempt certain resources from RSG charges, effective 
prospectively. The FERC accepted portions and rejected portions of the MISO's proposed RSG rate Redesign 
Proposal, which will be effective when the software is ready for implementation subject to further compliance 
filings. The impact of the Redesign Proposal on the Company cannot be estimated at this time. 

Other Regulatory Matters 

Te2 Depreciatiol/ 

In August 2009, the Companies jointly filed an application with the Kentucky Commission to approve new 
common depreciation rates for applicable jointly-owned TCl-related generating, pol1ution control and other plant 
equipment and assets. During December 2009, the Kentucky Commission extended the data discovelY process 
through January 2010, and authorized the Companies on an interim basis to begin using the depreciation rates for 
TC2 as proposed in the application. In March 2010, the Kentucky Commission issued a final Order approving the 
use of the proposed depreciation rates on a permanent basis. 

Te2 Tra1lsmissio1l MatteI's 

KU's and LG&E's CCN for a transmission line associated with the Te2 construction has been challenged by 
certain property owners in Hardin County, Kentucky. In August 2006, the Companies obtained a successful 
dismissal of the challenge at the Franklin County Circuit Court, which was reversed by the Kentucky Court of 
Appeals in December 2007. In April 2009, the Kentucky Supreme Court granted KU's and LG&E's motion for 
discretionary review of the Court of Appeals' decision. In August 2010, the Kentucky Supreme Court issued an 
Order reversing the decision of the Kentucky Court of Appeals and reinstating the Franklin County Circuit Court's 
dismissal of the property owners' challenge to KU's and LG&E's CCN. 

During 2008, KU obtained various successful rulings at the Hardin County Circuit Court confirming its 
condemnation rights. In August 2008, several landowners appealed such mIings to the Kentucky Court of Appeals. 
In May 20 I 0, the Kentucky Court of Appeals issued an Order affirming the Hardin Circuit Court's finding that KU 
had the right to condemn easements on the properties. In May 2010, the landowners filed a petition for 
reconsideration with the Court of Appeals. In July 201 0, the Court of Appeals denied that petition. In August, 
2010, the landowners filed for discretionary review of that denial by the Kentucky Supreme Court. 

In a separate proceeding, certain Hardin County landowners filed an action in federal district court in 
Louisville, Kentucky against the U.S. Army challenging the same transmission line claiming that certain 

F·63 



Attachment to Response to KU AG-1 Question No. 217 
Page 118 of221 

Arbough 

Fort Knox-related sections of the line failed to comply with certain National Historic Preservation Act procedural 
requirements. In October 2009, the federal court granted the defendants' motion for summary judgment and 
dismissed the plaintiffs' claims. During November 2009, the petitioners filed submissions for review of the decision 
with the 6th Circuit Court of Appeals. In May 2010, the appellate court issued an order approving the plaintiffs' 
voluntary withdrawal of thelr appeals. 

Consistent with the regulatory authorizations and relevant legal proceedings, the Companies have completed 
construction activities on temporary or permanent transmission line segments. During the second quarter of2010, 
the Companies placed into operation an appropriate combination of permanent and temporalY sections of the 
transmission line. \Vhile the Companies are not currently able to predict the ultimate outcome and possible financial 
effects of the remaining legal proceedings, the Companies do not believe the matter involves relevant or continuing 
risks to operations. 

Manda/Oly Reliability Stalldards 

As a result of the EPAct 2005, certain formerly voluntary reliability standards became mandatory in June 2007, 
and authority was delegated to various Regional Reliability Organizations ("RROs") by the North American 
Electric Reliability Corporation ("NERCH

), which was authorized by the FERC to enforce compliance with such 
standards, including promulgating new standards. Failure to comply with mandatory reliability standards can 
subject a registered entity to sanctions, including potential fines of up to $1 miIIion per day, as well as non~monetary 
penalties, depending on the circumstances of the violation. The Companies are members of SERe, which acts as 
KU's and LG&E's RRO. During December 2009, SERC and the Companies agreed to settlements involving 
penalties totaling less than $1 million for each utility related to their self-reports during June and October 2008, 
concerning possible violations of standards. During December 2009 and April, July and August 2010, the 
Companies submitted ten self-reports relating to various standards, which self~reports remain in the early stages 
of RRO review, and therefore, the Companies are unable to estimate the outcome of these matters. Mandatory 
reliability standard settlements commonly also include non-penalty elements, including compliance steps and 
mitigation plans. Settlements with SERC proceed to NERC and FERC review before becoming final. While the 
Companies believe they are in compliance with the mandatory reliability standards, events of potential nOI1-
compliance may be identified from time~to~time. The Companies cannot predict such potential violations or the 
outcome of the self~reports described above. 

Note 3 - Asset Retirement Obligation 

A summary of KU's net ARO assets, ARO liabilities and regulatory assets established under the asset 
retirement and environmental obligations guidance of the FASB ASC follows: 

ARO Net ARO Regulatory 
Assets Uabilities Assets 

(In millions) 

$ 4 $(34) 
(2) 

21 (23) 

$25 $(59) 
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environmental obligations guidance of the FASB ASC, no material asset retirement obligations are recorded for 
transmission and distribution assets. 

Note 4 - Derivative Financial Instruments 

KU is subject to interest rate and commodity price risk related to oil-going business operations. It currently 
manages these risks using derivative instruments, including swaps and forward contracts. The Company's policies 
allow the interest rate risk to be managed through the use affixed rate debt, floating rate debt and interest rate swaps. 
At September 30,2010, a 100 basis point change in the benchmark rate on KU's val;able rate debt, noteffectively 
hedged by an interest rate swap, would impact pre-tax interest expense by $4 million annually. Although the 
Company's policies allow for the use of interest rate swaps, as of September 30, 2010 and December 31, 2009, KU 
had no interest rate swaps outstanding. 

The Company does not net collateral against derivative instruments. 

Energy Trading and Risk Management Activities 

KU conducts energy trading and risk management activities to maximize the value of power sales from 
physical assets it owns. Energy trading activities are principally forward financial transactions to manage price risk 
and are accounted for as non-hedging derivatives on a mark-lo-market basis in accordance with the derivatives and 
hedging topic of the FASB ASC. 

Energy trading and risk management contracts are valued using prices based on active trades from Inter
continental Exchange Inc. In the absence of a traded price, midpoints of the best bids and offers are the primary 
determinants of valuation. \Vhen sufficient trading activity is unavailable, other inputs include prices quoted by 
brokers or observable inputs other than quoted prices, such as one-sided bids or offers as of the balance sheet date. 
Quotes are verified quarterly using an independent pricing source of actual transactions. Quotes for combined off
peak and weekend timeframes are allocated between the two timeframes based on their historical proportional 
ratios to the integrated cost. No other adjustments are made to the forward prices. No changes to valuation 
techniques for energy trading and risk management activities occurred during 2010 or 2009. Changes in market 
pricing, interest rate and volatility assumptions were made during both years. 

KU's financial assets and liabilities as of September 30, 2010 and December 31, 2009, arising from energy 
trading and risk management contracts not designated as hedging instruments accounted for at fair value total less 
than $1 million and are recorded in prepayments and other current assets and other current liabilities, respectively. 

The Company maintains credit policies intended to minimize credit risk in wholesale marketing and trading 
activities by assessing the creditworthiness of potential counterparties prior to entering into transactions with them 
and continuing to evaluate their creditworthiness once transactions have been initiated. To further mitigate credit 
risk, KU seeks to enter into netting agreements or require cash deposits, letters of credit and parental company 
guarantees as security from counterparties. The Company uses S&P, Moody's and definitive qualitative and 
quantitative data to assess the financial strength of counterparties on an on-going basis. If no external rating exists, 
KU assigns an internally generated rating for which it sets appropriate risk parameters. As risk management 
contracts are valued based on changes in market prices of the related commodities, credit exposures are revalued 
and monitored on a daily basis. At September 30, 2010, 100% of the trading and risk management commitments 
were with connterparties rated BBB-/Baa3 equivalent or better. The Company has reserves against counterparty 
credit risk based on the coul1terparty's credit rating and applying historical default rates within varying credit ratings 
over time provided by S&P or Moody's. At September 30, 2010 and December 31. 2009, cOllnterparty credit 
reserves related to energy trading and risk management contracts were less than $1 million. 

The net volume of electricity based financial derivatives outstanding at September 30, 2010 and December 31, 
2009, was zero and 43,400 Mwhs, respectively. No cash collateral related to the energy trading and risk 
management contracts was required at September 30, 2010. Cash collateral related to the energy trading and 
risk management contracts was less than $1 million at December 31, 2009. Cash collateral related to the energy 
trading and risk management contracts is categorized as other accounts receivable in the accompanying balance 
sheets. 
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KU manages the price risk of its estimated future excess economic generation capacity using market-traded 
forward contracts. Hedge accounting treatment has not been elected for these transactions, and therefore realized 
and unrealized gains and losses ai'c included in the statements of income. 

The following tables present the effect of derivatives not designated as hedging instruments on income: 

Three 1\'Ionths 
Ended 

September 30, 
Loss Recognized in Income Location 2010(a) 2009 

(In millions) 

Unrealized loss. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. Electric revenues $ $(3) 

Loss Recognized in Income 

Nine 1\[onths 
Ended 

September 30, 
Location 2010(a) 2009 

(In millions) 

Unrea1ized loss. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. Electric revenues 

(a) Unrealized loss was less than $1 million 

Net realized gains were less than $1 million in the three and nine months ended September 30, 2010 and 2009, 
respectively. 

Credit Risk Related Contingent Features 

Certain of the Company's derivative instruments contain provisions that require the Company to provide 
immediate and on-going collateralization on derivative instruments in net liability positions based on the 
Company's credit ratings from each of the major credit rating agencies. At September 30, 2010, there are no 
energy trading and risk management contracts with credit risk related contingent features that are in a liability 
position and no collateral posted in the normal course of business. At September 30, 2010, a one notch downgrade of 
the Company's credit rating would have no effect on the energy trading and risk management contracts or collateral 
required. 

Note 5 - Fair Value Measurements 

KU adoptcd the fair value guidance ill the FASB ASC in two phases. Effective January 1,2008, the Company 
adopted it for all financial instruments and non-financial instruments accounted for at fair value on a recurring basis, 
and January 1,2009, the Company adopted it for al1 non-financial instruments accounted for at fair value on a non
recurring basis. The FASB ASC guidance clarifies that fair value is an exit price, representing the amount that would 
be received to sell an asset or paid to transfer a liability in an orderly transaction between market participants. As 
such, fair value is a market-based measurement that should be determined based on assumptions that market 
participants would use in pricing an asset or a liability. As a basis for considering such assumptions, the FASB ASC 
guidance establishes a three-tier value hierarchy, which prioritizes the inputs used in the valuation methodologies in 
measuring fair value. 

The carrying values and estimated fair values of KU's non~trading instruments: 

September 30, 2010 December 31, 2009 
Carrying Fair Carrying Fair 

Value Value Value Value --- ---
(In millions) 

Long-term bonds (including current portion of 
$228 million) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. $ 351 $ 352 $ 351 $ 351 

Long-term debt to affiliated company (including cun"ent 
portion of $33 million) . . . . . . . . . . . . . . . . . . . . . . . . . 1,331 1,527 1,331 1,401 
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The long-term bond valuations reflect prices quoted by investment banks, which arc active in the market for 
these debt instruments. The fair value of the long-term debt due to affiliated company is determined using an 
internal valuation model that discounts the future cash flows of each loan at current market rates as determined 
based on quotes from investment banks that are actively involved in capital markets for utilities and factor in KU's 
credit ratings and default risk. The fair values of cash and cash equivalents, accounts receivable, cash surrender 
value of key man life insurance, accounts payable and notes payable are substantially the same as their carrying 
values. 

KU has classified the applicable financial assets and liabilities that are accounted for at fair value into the three 
levels of the fair value hierarchy, as defined by the fair value measurements and disclosures topic of the FASB ASC, 
as follows: 

Level I - Observable inputs that reflect quoted prices (unadjusted) for identical assets or liabilities in active 
markets 

Level 2 - Include other inputs that are directly or indirectly observable in the marketplace 

Level 3 - Unobservable inputs whieh are supported by little or no market activity 

The fair value hierarchy also requires an entity to maximize the use of observable inputs and minimize the use 
of unobservable inputs when measuring fair value. 

The Company classifies its derivative cash collateral balances withillievell based 011 the funds being held in a 
demand deposit account. The Company classifies its derivative energy trading and risk management contracts 
within level 2 because it values them using prices actively quoted for proposed or executed transactions, quoted by 
brokers or observable inputs other than quoted prices. 

KU's financial assets and liabilities as of September 30, 2010 and December 31,2009, arising from cnergy 
trading and risk management contracts accounted for at fair value on a recurring basis total less than $1 million. No 
cash collateral related to the energy trading and risk management contracts was required at September 30, 2010. 
Cash coI1ateral related to the energy trading and risk management contracts was less than $1 million at 
December 31, 2009. 

There were no level 3 measurements for the periods ending September 30, 2010 and December 31, 2009. 

Note 6 - Pension and Other Postretirement Benefit Plans 

Net Periodic Benefit Costs 

The following tables provide the components of net periodic benefit cost for pension and other postretirement 
benefit plans. The tables include the costs associated with both KU employees and Servco employees who are 
providing serviccs to KU. The Servco costs arc allocated to KU based on employees' labor charges and are 
approximately 53% and 51 % of Servco costs for September 30, 2010 and 2009, respectively. 

Peruion Benents 
lhree MontiLS Ended Seplem~r 30, 

2010 2009 

SerYco Allocallon Sen·co Allocation 
KU to KU Total KU KU to KU Thtnl KU 

(In mll1!oru) 

Service cost . . . . . . . . . . . . . . . . . . . . . . . $ 2 $ I $ 3 $ 2 $ I $ 3 

Interest cost ....................... 4 2 6 4 2 6 
Expected return on plan assets .......... (5) (2) (7) (3) (I) (4) 
Amortization of prior service cost ....... I 

Amortization of actuarial loss .......... 2 1 3 2 I 3 

Net periodic benefit cost .............. $ 3 $3 $6 $ 5 $ 3 $ 8 
= = = = 
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Interest cost . . . . . . . . . . . . . . . . . . . . . . . .. $2 

Net periodic benefit cost. . . . . . . . . . . . . . .. $2 

(a) amounts are less than $1 million 

KU 

Service cost ...................... $ 5 

Interest cost ............... , ...... 14 

Expected return on plan assets ., ...... (13) 

Amortization of prior service cost ...... 

Amortization of actuarial loss ......... 5 

Net periodic benefit cost ............. $11 
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Other Postrellrement Benefits 
Three Months Ended September 30, 

2010 2009 

(In millions) 
Sen"co Allocation Serveo Allocation 

to KU(a) Total KU KU to KU(a) 

$- $2 g $-

$- $2 $1 $-

Pension Benefits 
Nine Months Ended September 30, 

2010 

Serveo Allocation 
toRU 

$4 

6 

(5) 

1 

2 

$8 

2010 

200. 
(In millions) 

Sen'co Allocation 
Tolal KU KU 

$ 9 $ 4 

20 13 

(18) (10) 

I 1 

7 6 

$ 19 $ 14 

Oilier Postretirement Benefits 
Nine Months Ended September 3D, 

(In millions) 

toKU 

$4 

5 

(4) 

1 

2 

$8 

2009 

Sen-co Allocation Sen-co Allocation 

Total KU 

$1 

$1 

Total KU 

$ 8 

18 

(14) 

2 

8 

$22 

KU toKU lbfal KU KU toKU Total KU 

Service cost" " " " " " " " " " "" $ 1 $ 1 $2 $ $ 1 $ 2 

Interest cost. . . . . . . . . . . . . . . . . . . . . . . . 4 4 3 3 

Expected return on plan assets. . . . . . . . . . (1) (1) 

Amortization of transitional obligation. . . . 1 I 1 I 

Net periodic benefit cost . . . . . . . . . . . . .. $ 5 $ 1 $6 $ 5 $ 1 $ 6 

Contributions 

In January 201 0, KU and Serveo made discretionary pension plan contributions of $13 million and $9 million, 
respectively. The amount of future contributions to the pension plan will depend on the actual return on plan assets 
and other factors, but the Company's intent is to fund the pension plan in a manner consistent with the requirements 
of the Pension Protection Act of 2006. 

Through September 20 I 0, KU made contributions to other postretirement benefit plans totaling $4 million. An 
additional contribution totaling $1 million was made in October. The Company anticipates further funding to match 
the annual postretirement expense and funding the 401(h) plan up to the maximum amount allowed by law. 

Health Care Reform 

In March 20 I 0, Health Care Reform (the Patient Protection and Affordable Care Act of201O) was signed into 
law. Many provisions of Health Care Reform do not take effect for an extended period of time, and many aspects of 
the law which are currently unclear or undefined will likely be clarified in future regulations. 
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During each of the three and nine months ended September 30, 2010, KU recorded an income tax expense of 
less than $1 million, to recognize the impact of the elimination of the tax deduction related to the Medicare Retiree 
Drug Subsidy that becomes effective in 2013. 

Specific provisions within Health Care Reform that may impact KU include: 

BegiIlIling in 2011, requirements extend dependent coverage up to age 26, remove the $2 million lifetime 
maximum and eliminate cost sharing for certain preventative care procedures. 

Beginning in 2018, a potential excise tax is expected on high-cost plans providing health coverage that 
exceeds certain thresholds. 

KU continues to evaluate all implications of Health Care Reform on its benefit programs but at this time cannot 
predict the significance of those implications. 

Note 7 - Income Taxes 

A Unitcd States consolidated income tax return is filed by E.ON U.S.'s direct parent, E.ON US Investments 
Corp., for each tax pcriod. Each subsidiary of the consolidated tax group, including KU, calculates its separate 
income tax for each period. The resulting separate-return tax cost or benefit is paid to or received from the parent 
company or its designee. The Company also files income tax returns in various state jurisdictions. While 2007 and 
later years are open under the fcderal statute of limitations, Revenue Agent Reports for 2006-2008 have been 
received from the IRS, effectively closing these years to additional audit adjustments. Tax years beginning with 
2007 were examined under an IRS pilot program named "Compliance Assurance Process" ("CAP"). This program 
accelerates the IRS' review to begin during the year applicable to the return and ends 90 days after the return is filed. 
For 2008, the IRS allowed additional deductions in connection with the Company's application for a change in 
repair deductions and disal10wed some of the bonus depreciation claimed on the original return. The net temporary 
tax impact for the Company was $12 million and was recorded in the second quarter of2010. Tax years 2009 and 
2010 are also being examined under CAP. The 2009 federal return was filed in the third quarter, and the IRS issued a 
Partial Acceptance Letter with the 2009 return. The IRS is continuing to review bonus depreciation, storms and 
other repairs. No material impact is expected from the IRS review. For the tax year 2010, no material items have 
been raised by the IRS at this time. 

Additions and reductions of uncertain tax positions during 2010 and 2009 were less than $1 million. Possible 
amounts of uncertain tax positions for KU that may decrease within the next 12 months total less than $1 million and 
are based on the expiration of the audit periods as defined in the statutes. If recognized, the less than $1 million of 
unrecognized tax benefits would reduce the effective income tax rate. 

The amount KU recognized as interest expense and interest accrued relatcd to unrecognized tax benefits was 
less than $1 million as of September 30, 2010 and December 31, 2009. The interest expense and interest accrued is 
based on IRS and Kentucky Department of Revenue large corporate interest rates for underpayment of taxes. At the 
date of adoption, the Company accrued less than $1 million in interest expense on unceliain tax positions. KU 
records the interest as interest expense and penalties as operating expenses in the income statement and accrued 
expenses in the balance sheet, on a pre-tax basis. No penalties were accrued by the Company through September 30, 
2010. 

In June 2006, the Companies filed ajoint application with the U.S. Department of Energy ("DOE") requesting 
certification to be eligible for investment tax credits applicable to the construction of TC2. In November 2006, the 
DOE and the IRS announced that KU was selected to receive $101 million in tax credits. A final IRS certification 
required to obtain the investment tax credits was received in August 2007. In September 2007. KU received an 
Order from the Kentucky Commission approving the accounting of the investment tax credits, which includes a fu11 
depreciation basis adjustment for the amount of the credits. Bascd on eligible construction expenditures incurred, 
KU recorded investment tax credits of $6 and $17 million during the three and nine months endcd September 30, 
2009, decreasing current federal income taxes. As of December 31, 2009 KU had recorded its maximum credit of 
$101 million. The income taxexpcnse impact from amortizing these credits over the life of the related property will 
begin when the facility is placed in service, which is expected to occur by year end. 
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In March 2008, certain environmental and preservation groups filed suit in federal court in North Carolina 
against the DOE and IRS claiming the investment tax credit program was in violation of certain environmental laws 
and demanded relief, including slIspension or termination of the program. The plaintiffs voluntarily dismissed their 
complaint in August 2010. 

A reconciliation of differences between the income tax expense at the statutory U.S. federal income tax rate 
and the Company's actual income tax expense follows: 

Three l\Ionths Nine 1\Ionths 
Ended Ended 

September 30, September 30. 
2010 2009 2010 2009 -- --

(In millions) 

Statutory federal income tax expense ........................ , ... . $ 30 $ 37 $ 72 $ 52 

State income taxes -net of federal benefit ....................... . 3 4 8 4 

Dividends received deduction related to EEl investment .............. . (3) 

Other differences - net ....... , ............. , .. , , , ........... . ~ ---.-.0 --.J±) --.J±) 

lnconle tax expense ............................. , ......... . $ 32 $ 39 $ 76 $ 49 = 
Effective income tax rate ..... , . , , .... , , ... , ... , ...... , ....... . 37.2% 37.1% 37.1% 33.1% 

The amounts shown in the table above are rounded to the nearest $1 million; however, the effective income tax 
rates are based on actual underlying amounts. Other differences - net includes the qualified production activities 
deduction and excess deferred taxes on depreciation. 

The effective tax rate for the nine months ended September 2010 was higher than the rate for the nine months 
ended 2009 due to state income taxes - net of federal benefit being lower due to a coal credit recorded in 2009 and 
a lower dividends received deduction primarily due to the lack of EEl dividends in 2010. 

Note 8 - Short-TerJll and Long-TerJll Debt 

KU's long-term debt includes $228 million of pollution control bonds that are classified as current portion of 
long-term debt because these bonds are subject to tender for purchase at the option of the holder and to mandatory 
tender for purchase upon the occurrence of certain events. These bonds include: 

(In millions) 

Mercer Co. 2000 Series A, due May 1,2023, variable% .. . . . . . . . . . . . . . . . . . . . . . . $ 13 

Carroll Co. 2002 Series A, due February I, 2032, variable% 

Carroll Co. 2002 Series B, due February I, 2032, variable% 

Carroll Co. 2008 Series A, due February I, 2032, variable% 

Mercer Co. 2002 Series A, due February I, 2032, variable% 

Muhlenberg Co. 2002 Series A, due February I, 2032, variable% ................ . 

Carroll Co. 2004 Series A, due October 1,2034, variable% ..................... . 

Carroll Co. 2006 Series B, due October I, 2034. variable% ..................... . 

The average annualized interest rates for these bonds follow: 

21 

2 

78 
8 

2 
50 

54 

$228 

September 30, 
2010 2009 

Three months ended. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. 0.37% 0.51% 

Nine months ended . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. 0.36% 0.65% 

Pollution control bonds are obligations of KU issued in connection with tax-exempt pollution control bonds 
issued by counties in Kentucky. A loan agreement obligates the Company to make debt service payments to the 
counties that equate to the debt service due from the counties on the related pollution control bonds. The loan 
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agreement is an unsecured obligation of the Company. Debt issuance expense is capitalized in either regulatory 
assets or current or long-term other assets and amortized over the lives of the related bond issues, consistent with 
regulatory practices. 

In October 2010, KU's pollution control bonds were converted from unsecured debt to debt which is 
collateralized by first mortgage bonds. Also in October 2010, one national rating agency revised downward the 
short-term credit rating of the pollution control bonds and the Company's issuer rating as a result of the pending 
acquisition by PPL. 

Several of the KU pollution control bonds arc insured by monoline bond insurers whose ratings have been 
reduced due to exposures relating to insurance of sub-prime mortgages. At September 30, 2010, KU had an 
aggregate $351 million of outstanding pollution control indebtedness, of which $96 million is in the fonn of insured 
auction rate securities wherein interest rates are reset every 35 days via an auction process. Beginning in late 2007, 
the interest rates on these insured bonds began to increase due to investor concerns about the creditworthiness of the 
bond insurers. Since 2008, the Company experienced "failed auctions" when there were insufficient bids for the 
bonds. \Vhen a failed auction occurs, the interest rate is set pursuant to a formula stipulated in the indenture. 

The average annualized interest rates on the auction rate bonds follow: 

September 30, 
2010 2009 

Three months ended. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. 0.61 % 0.34% 

Nine months ended. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. 0.50% 0.51% 

The instruments goveming these auction rate bonds permit KU to convert the bonds to other interest rate 
modes, such as various short-term variable rates, long-term fixed rates or intermediate-term fixed rates that are reset 
infrequently. In June 2009, one national rating agency downgraded the credit rating of an insurer of the Company's 
bonds. As a result, the national rating agency downgraded the rating on the Carroll County 2002 Series C bond. The 
national agency's rating of this bond is now based on the rating of the Company rather than the rating of the insurer 
since the Company's rating is higher. 

The Company participates in an intercompany money pool agreement wherein E.ON U.S. and/or LG&E make 
funds available to KU at market-based rates (based on highly rated commercial paper issues) up to $400 million. 
Details of the balances are as follows: 

Totall\loney Amount Balance Arerage 
Pool Ayailable Ontstandlng Ayailable Interest Rate 

September 30, 2010 ................... . 

December 31, 2009 ................... . 

$400 

$400 

(In millions) 

$61 

$45 

$339 

$355 

0.28% 

0.20% 

E.ON U.S. maintained revolving credit facilities totaling $313 million at September 30, 2010 and Decem
ber 31, 2009, to ensure funding availability for the money pool. At September 30, 2010, one facility, totaling 
$150 million, was with E.ON NOlth America, Inc. while the remaining line, totaling $163 million, was with Fidelia; 
both are affiliated companies. The balances are as follows: 

Total Amount Balance Ayerage 
A\'ailable Outstanding Available Interest Rate 

(In millions) 

September 30, 2010 ....................... $313 $181 $132 1.44% 

December 31, 2009 ........................ $313 $276 $ 37 1.25% 

As of September 30, 2010, the Company maintained a $35 million bilateral line of credi~ maturing in June 
2012, with an unaffiliated financial institution. At September 30, 2010, there was no balance outstanding under this 
facility. The Company also maintains letter of credit facilities that SUppOlt $195 million of the $228 million of bonds 
that can be put back to the Company. Should the holders elect to put the bonds back and they cannot be remarketed, 
the letter of credit would fund the investor's payment. 
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There were no redemptions or issuances of long-term debt year-ta-date through September 30, 2010. KU was 
in compliance with all debt covenants at September 30, 2010 and December 31, 2009. See Note 1, General, for 
certain debt refinancing and associated transactions which arc anticipated by KU in connection with the PPL 
acquisition and Note 10, Related Party Transactions, for long-term debt payable to affiliates. 

Note 9 - Commitments and Contingencies 

Except as may be discussed in this quarterly report (including Note 2, Rates and Regulatory Matters), material 
changes have not occurred in the current status of various commitments or contingent liabilities from that discussed 
in the Company's Annual Report for the year ended December 31, 2009 (including, but not limited to Note 2, Rates 
and Regulatory Matters; Note 9, Commitments and Contingencies; and Note 12, Subsequent Events, contained 
therein). See the Company's Annual Report regarding such commitments or contingencies. 

Letters of Credit 

KU has provided letters of credit as of September 30, 2010 and December 31, 2009, for on-balance sheet 
obligations totaling $198 million to support bonds of $195 million and a letter of credit for off-balance sheet 
obligations totaling less than $1 million to support certain obligations related to workers' compensation. 

Owensboro Contract Litigation and Contract Termination 

In May 2004, the City of Owensboro, Kentucky and OMU commenced a suit against KU concerning a 10ng
term power supply contract (the "OMU Agreement") with KU. In May 2009, KU and OMU executed a settlement 
agreement resolving the matter on a basis consistent with prior court rulings, and the Company has received the 
agreed settlement amounts. Pursuant to the settlement's operation, the OMU agreement terminated in May 2010. In 
connection with such termination, KU has recorded a net receivable totaling $4 million reflecting its estimate of 
remaining adjustments concerning prior accruals. The parties are engaged in discussions to resolve those remaining 
adjustments. 

Construction Program 

KU had approximately $167 million of commitments in connection with its construction program at 
September 30, 2010. 

In June 2006, the Companies entered into a construction contract regarding the TC2 project. The contract is 
generally in the form of a lump-sum, turnkey agreement for the design, engineering, procurement, construction, 
commis·sioning, testing and delivery of the project, according to designated specifications, terms and conditions. 
The contract price and its components are subject to a number of potential adjustments which may serve to increase 
or decrease the ultimate construction price paid or payable to the contractor. During 2009 and 2010, the Companies 
received several contractual notices from the TC2 construction contractor asserting historical force majeure and 
excusable event claims for a number of adjustments to the contract price, construction schedule, commercial 
operations date, liquidated damages or other relevant provisions. In September 2010, the Companies and 
construction contractor agreed to a settlement to resolve certain force majeure and excusable event claims 
occurring through July 2010, under the TC2 construction contract, which settlement provided for a limited, 
negotiated extension of the contractual commercial operations date andlor relief from liquidated damages 
calculations. During commissioning activities in the second and third quarters, separate delays have occuned 
related to burner malfunctions and an excitation transformer failure. Certain temporary or permanent repairs for 
both matters have been completed, are underway or are planned for appropriate future outage periods. Commis
sioning steps resumed in October 2010, and a revised commercial operations date is currently expected by year end. 
The parties are analyzing the treatment of these additional delays under the liquidated damages provisions of the 
construction agreement. The Companies cannot currently estimate the ultimate outcome of these matters, including 
the extent, if any, that such outcome may result in materially increased costs for the construction of TC2, further 
changes in the TC2 construction completion or commercial operation dates or potential effects on levels of power 
purchases or wholesale sales due to such changed dates. 
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The Sierra Club and other environmental groups filed a petition challenging the air permit issued for the Te2 
baseload generating unit which was issued by the KDAQ in November 2005. In September 2007, the Secretary of 
the Kentucky Environmental and Public Protection Cabinet issued a final Order upholding the permit. The 
environmental groups petitioned the EPA to object to the state permit and subsequent permit revisions. In 
determinations made in September 2008 and June 2009, the EPA rejected most of the environmental groups' 
claims, but identified three permit deficiencies which the KDAQ addressed by revising the permit. In August 2009, 
the EPA issued an Order denying the remaining claims with the exception of two additional deficiencies which the 
KDAQ was directed to address. The EPA determined that the proposed permit subsequently issued by the KDAQ 
satisfied the conditions of the EPA Order although the agency recommended certain enhancements to the 
administrative record. In January 2010, the KDAQ issued a final permit revision incorporating the proposed 
changes to address the EPA objections. In March 2010, the environmental groups submitted a petition to the EPA to 
object to the permit revision, which is now pending before the EPA. The Company believes that the final permit as 
revised should not have a material adverse effect on its financial condition or results of operations. Howevel~ until 
the EPA issues a final nI1ing on the pending petition and a11 applicable appeals have been exhausted, the Company 
cannot predict the final outcome of this matter. 

Thermostat Replacement 

During January 2010, the Companies announced a voluntary plan to replace certain thermostats, which had 
been provided to customers as part of the Companies' demand reduction programs, due to concerns that the 
thermostats may present a safety hazard. Under the plan, the Companies have replaced approximately 90% of the 
estimated 14,000 thermostats that need to be replaced. Total estimated costs associated with the replacement 
program are $2 million. However, the Companies cannot fully predict the ultimate outcome of the replacement 
program or other effects or developments which may be associated with the thermostat replacement matter at this 
time. 

OVEC 

KU holds a 2.5% investment interest in aVEC with 10 other electric utilities. KU is not the primary 
beneficiary; therefore the investment is not consolidated into the Company's financial statements, but is recorded on 
the cost basis. aVEC is located in Piketon, Ohio, and owns and operates two coal-fired power plants, Kyger Creek 
Station in Ohio, and Clifty Creek Station in Indiana. KU is contractually entitled to 2.5% of aVEC's output, 
approximately 55 Mw of generation capacity. Pursuant to the aVEC power purchase contract, the Company may be 
conditionally responsible for a 2.5% pro-rata share of certain obligations of aVEC under defined circumstances. 
These contingent liabilities may include unpaid aVEC indebtedness as well as shortfall amounts in certain excess 
decommissioning costs and post-retirement benefits other than pension. KU's potential proportionate share of 
OVEC's September 30, 2010 outstanding debt was $35 million. 

Environmental Matters 

The Company's operations are subject to a number of environmental laws and regulations in each of the 
jurisdictions in which it operates governing, among other things, air emissions, wastewater discharges, the use, 
handling and disposal of hazardous substances and wastes, soil and groundwater contamination and employee 
health and safety. As indicated below and summarized at the conclusion of this section, evolving environmental 
regulations will likely increase the level of capital and operating and maintenance expenditures incurred by the 
Company during the next several years. Based on prior regulatory precedent, the Company believes that many costs 
of complying with such pending or future requirements would likely be recoverable under the ECR or other 
potential cost-recovery mechanisms, but the Company can provide no assurance as to the ultimate outcome of such 
proceedings before the regulatory authorities. 

Ambient Air Qualify. The Clean Air Act requires the EPA to periodically review the available scientific data 
for six criteria pollutants and establish concentration levels in the ambient air sufficient to protect the public health 
and welfare with an extra margin for safety. These concentration levels are known as NAAQS. Each state must 
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identify H nonattail1ment areas" within its boundaries that fail to comply with the NAAQS and develop a SIP to bring 
such nonattainment areas into compliance. If a state fails to develop an adequate plan, the EPA must develop and 
implement a plan. As the EPA increases the stringency of the NAAQS through its periodic reviews, the attainment 
status of various areas may change, thereby triggering additional emission reduction obligations under revised SIPs 
aimed to achieve attainment. 

In 1997, the EPA established new NAAQS for ozone and fine pmticulates that required additional reductions in SO, 
and NOxemlssions from power plants. In 1998, the EPA issued its final "NOx SIP Call" mlerequiring reductions in NOx 
emissions of approximntcly 85% from 1990 levels in order to mitigate ozone transpOlt from the midwestem U.S. to the 
northeastell1 U.S. To implement the new federal requirements, Kentuc:l1' amended its SIP in 2002 to require electric 
generating units to reduce their NOxemissions to 0.15 pounds weight per MMBtu on a company-wide basis. In 2005, the 
EPA issued the CAIR which required additional S02 emission reductions of 70% and NOx emission reductions of 65% 
from 2003 levels. The CAm. provided for a two-phase cap and trade program, with initial reductions of NO x and S02 
emissions due by 2009 and 2010, respectively, and finall~ductions due by 2015. In 2006, Keuluc,)' proposed to amend 
its SIP to adopt state requirements similar to those under the federal CAIR. 

In July 2008, a federal appeals court issued a ruling finding deficiencies in the CAIR and vacating it. In 
December 2008, the Court amended its previous Order, directing the EPA to promulgate a new regulation but 
leaving the CArR in place in the interim. The remand of the CAIR results in some uncertainty with respect to certain 
other EPA or state programs and proceedings and the Companies' compliance plans relating thereto due to the 
interconnection of the CAIR with such associated programs. 

In JanuaJ)' 2010, the EPA proposed a revised NAAQS for ozone which would increase the stringency of the 
standard. In addition, the EPA published final revised NAAQS standards for nitrogen dioxide (''NO,'') and SO, in 
Febmary 2010 and June 2010, respectively, which are more stringent than previous standards. Depending on the level of 
action determined necessary to bring local nonattainment areas into compliance with the revised NAAQS standards, 
KU's power plants are potentially subject to requirements for additional reductions in S02 and NOx emissions. 

In July 2010, the EPA issued the proposed CATR, which serves to replace the CAIR. The CATR provides for a 
two-phase S02 reduction program with Phase I reductions due by 2012, and Phase II reductions due by 2014. The 
CATR provides for NOx reductions in 2012, but the EPA advised thal it is studying whether additional NOx 
reductions should be required for 2014. The CATR is more stringent than the CAIR as it accelerates certain 
compliance dates and provides for only intrastate and limited interstate trading of emission allowances. In addition 
to its preferred approach, the EPA is seeking comment 011 an alternative approach which would provide for 
individual emission limits at each power plant. The EPA has announced that it will propose additional "transport" 
rules to address compliance with revised NAAQS standards for ozone and particulate matter which wiII be issued by 
the EPA in the future, as discussed below. 

Hazardous Air Pollutants. As provided in the Clean Ail' Act, the EPA investigated hazardous air pollutant 
emissions from electric utilities and submitted a report to Congress identifying mercury emissions from coal-fired 
power plants as warranting further study. In 2005, the EPA issued the CAMR establishing mercury standards for 
new power plants and requiring all states to issue new SIPs including mercury requirements for existing power 
plants. The EPA issued a model rule which provides for a two~phase cap and trade program with initial reductions 
due by 2010, and final reductions due by 2018. The CAMR provided for reductions of70% from 2003 levels. The 
EPA closely integrated the CAMR and CAIR programs to ensure that the 2010 mercury reduction targets would be 
achieved as a "co-benefit" of the controls installed for purposes of compliance with the CAIR. 

In February 2008, a federal appellate court issued a decision vacaling the CAMR. The EPA has entered into a 
consent decree requiring it to promulgate a utility Maximum Achievable Control Technology rule to replace the 
CAMR with a proposed rule due by March 2011, and a final nile due by November 2011. Depending on the final 
outcome of the rulemaking, the CAMR could be replaced by new rules with different or more stringent 
requirements for reduction of mercury and other hazardous air pollutants. Kentucky has also repealed its 
corresponding state mercury regulations. 

Acid Rain Pmgram. The Clean Air Act imposed a two-phased cap and trade program to reduce S02 
emissions from power plants that were thought to contribute to "acid rain" conditions in the northeastern U.S. The 
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Clean Air Act also contains requirements for power plants to reduce NOx emissions through the use of available 
combustion controls. 

Regional Haze. The Clean Air Act also includes visibility goals for certain federally designated areas, 
including national parks, and requires states to submit SIPs that will demonstrate reasonable progress toward 
preventing future irnpainnent and remedying any existing irnpainnent of visibility in those areas. In 2005, the EPA 
issued its Clean Air Visibility Rule detailing how the Clean Air Act's BART requirements will be applied to 
facilities, including power pIants. built between 1962 and 1974 that emit certain levels of visibility impairing 
pollutants. Undcr the final rule, as the CArR provided for more visibility improvement than BART, states are 
allowed to substitute CAIR requirements in their regional haze SIPs in lieu of controls that would otherwise be 
required by BART. The finallUle has been challenged in the courts. Additionally, because the regional haze SIPs 
incorporate certain CAIR requirements, the remand of the CArR could potentially impact regional haze SIPs. See 
"Ambient Air Quality" above for a discussion of CAIR-related uncertainties. 

Installation of Pollutiol1 C011lrois. Many of the programs under the Clean Air Act utilize cap and trade 
mechanisms that require a company to hold sufficient emissions allowances to cover its authorized emissions on a 
company-wide basis and do not require installation of pollution controls on evelY generating unit. Under cap and trade 
programs, companies are free to focus their pollution control efforts on plants where such controls are particularly 
efficient and utilize the resulting emission allowances for smal1er plants where such controls are not cost effective. KU 
met its Phase I S02 requirements primruily through installation ofFGD equipment on Ghent Unit 1. KU's strategy for its 
Phase n S02 requirements, which commenced in 2()(x), includes the installation of additional FGD equipment, as well as, 
using accumulated emission allowances and fuel switching to defer certain additional capital expenditures. In order to 
achieve the NOx emission reductions mandated by the NOx SIP Call, KU installed additional NOx controls, including 
SCR technology, during the 2000 through 2009 time period at a cost of $221 million. In 2001, the Kentuck}' Commission 
granted approval to recover the costs incurred by KU for these projects through the ECR mechanism. Such monthly 
recovelY is subject to periodic review by the Kentucky Commission. 

In order to achieve currently mandated emissions reductions, KU expects to incur additional capital expen
ditures totaling approximately $285 million during the 2010 through 2012 time period for pollution controls 
including FGD and SCR equipment and additional operating and maintenance costs in operating such controls. In 
2005, the Kentucky Commission granted approval to recover the costs incurred by the Company for these projects 
through the ECR mechanism. Such monthly recovery is subject to periodic review by the Kentucky Commission. 
KU believes its costs in reducing SOlo NOx and mercury emissions to be comparable to those of similarly situated 
utilities with like generation assets. KU's compliance plans are subject to many factors including developments in 
the emission allowance and fuels markets, future legislative and regulatory enactments, legal proceedings and 
advances in clean air technology. KU will continue to monitor these developments to ensure that its environmental 
obligations are met in the most efficient and cost-effective manner. See "Ambient Air Quality" above for a 
discussion of CAIR-related uncertainties. 

GHG Developments. In 2005, the Kyoto Protocol for reducing GHG emissions took effect, obligating 37 
industrialized countries to undertake substantial reductions in GHG emissions. The U.S. has not ratified the Kyoto 
Protocol and there are currently no mandatory GHG emission reduction requirements at the federal level. As 
dis<;ussed below, legislation mandating GHG reductions has been introduced in the Congress, but no federal 
legislation has been enacted to date. In the absence of a program at the federal level, various states have adopted 
their own GHG emission reduction programs, including 11 northeastern U.S. states and the District of Columbia 
under the Regional GHG Initiative program and California. Substantial efforts to pass federal GHG legislation are 
on-going. The current administration has announced its support for the adoption of mandatory GHG reduction 
requirements at the federal level. The United States and other countries met in Copenhagen, Denmark in December 
2009, in an effort to negotiate a GHG reduction treaty to succeed the Kyoto Protocol, which is set to expire in 2013. 
In Copenhagen, the U.S. made a nonbinding commitment to, among other things, seek to reduce GHG emissions to 
17% below 2005 levels by 2020 and provide financial support to developing countries. The United States and other 
nations are scheduled to meet in Cancun, Mexico in late 2010 to continue negotiations toward a binding agreement. 

GHG Legislatioll. KU is monitoring on-going efforts to enact GHG reduction requirements and require
ments governing carbon sequestration at the state and federal level and is assessing potentia} impacts of such 
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programs and strategies to mitigate those impacts. In June 2009, the U.S. House of Representatives passed the 
American Clean Energy and Security Act of 2009, which is a comprehensive energy bill containing the first-ever 
nation-wide GHG cap and trade program. The bill would provide for reductions in GHG emissions of 3% below 
2005 levels by 2012, 17% by 2020 and 83% by 2050. In orderto cushion potential rate impacts for utility customers, 
approximately 43% of emissions allowances would initially be allocated at no cost to the electric utility sector, with 
this allocation gradually declining to 7% in 2029 and zero thereafter. The bill would also establish a renewable 
electricity standard requiring utilities to meet 20% of their electricity demand through renewable energy and energy 
efficiency by 2020. The bill contains additional provisions regarding carbon capture and sequestration, clean 
transportation, smart grid advancement, nuclear and advanced technologies and energy efficiency. 

In September 2009, the Clean Energy Jobs and American Power Act, which is largely patterned on the House 
legislation, was introduced in the U.S. Senate. The Senate bill raises the emissions reduction target for 2020 to 20% 
below 2005 levels and does not include a renewable electricity standard. While the initial bill lacked detailed 
provisions for the allocation of emissions allowances, a subsequent revision incorporated allowance allocation 
provisions similar to the House bill. In 2010, Senators Kerry and Lieberman and others have undertaken additional 
work to draft GHG 1egislatioQ but have introduced no bill in the Senate to date. In July 2010, Senate Majority Leader 
Reid announced that he did not anticipate that OHG legislation would be brought to the Senate floor in the current 
session. The Company is closely monitoring the progress of pending energy legislation, but the prospect for passage 
of comprehensive OHG legislation in 2010 is uncertain. 

GHG Regulations. In April 2007, the U.S. Supreme Court luled that the EPA has the authority to regulate GHG 
under the Clean Air Act. In April 2009, the EPA issued a proposed endangerment finding concluding that GHGs 
endanger public health and we1fare, which is an initial mlemaking step under the Clean Air Act. A final endangerment 
finding was issued in December 2009. In September 2009, ~he EPA issued a final GHG repOlting mle requiring repOlting 
by facilities with annual GHO emissions equivalent to at least 25,000 tons of carbon dioxide. A number of the 
Company's facilities will be required to submit annual repOlts commencing with calendar year 2010. In May 2010, the 
EPA issued a final OHO "tailoring" 11lle requiring new or modified sources with GHO emissions equivalent to at least 
75,000 tons of carbon dioxide to obtain permits under the Prevention of Significant Deterioration Program. Such ncw or 
modified facilities would be required to install Best Available Control Technology. While the Company is unaware of 
any clUTently available GHO control technology that might be required for installation on new or modified powerplanls, 
it is cUll'cntly assessing the potential impact of the lUle. The final 11lle will apply to new and modified power plants 
begimling in January 2011. The Company is unable to predict whether mandatOlY OHO reduction requirements will 
ultimately be enacted through legislation or regulations. 

GHG Litigation A number of lawsuits have been filed asserting common law claims including nuisancc, 
trespass and negligence against various companies with GHO emitting facilities. In October 2009, a tluee judge 
panel of the United States Court of Appeals for the 5th Circuit in the case of Comer v. Murphy Oil reversed a lower 
court, holding that private plaintiffs have standing to assert certain common law claims against more than 30 utility, 
oil, coal and chemical companies. In March 2010, the court vacated the opinion of the three-judge panel and granted 
a motion for rehearing but subsequently denied the appeal due to the lack of a quorum. The appellate ruling leaves in 
effect thc lower court ruling dismissing the plaintiffs' claims. The petitioners filed a petition for a writ of mandamus 
with the Supreme Court in August 2010. The Comer complaint al1eges that OHO emissions from the defendants' 
facilities contributed to global warming which increased the intensity of Hurricane Katrina. E.ON, the indirect 
parent of the Companies, was included as a defendant in the complaint but has not been subject to the proceedings 
due to the failure of the plaintiffs to pursue service under the applicable international procedures. The Companies 
are currently unable to predict further developments in the Comer case and continue to monitor relevant OHO 
litigation to identify judicial developments that may be potentially relcvant to their operations. 

Ghent Opacity NOV. In September 2007, the EPA issued an NOV alleging that KU had violated certain 
provisions of the Clean Air Act's operating mles relating to opacity during June and July of2007 at Units 1 and 3 of 
KU's Ghent generating station. The parties have met on this matter and KU has received no further communications 
from thc EPA. The Company is not able to estimate the outcome or potential effects of these matters, including 
whether substantial fines, penalties or remedial measures may result. 
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Ghent New Source Review NOV. In March 2009, the EPA issued an NOV alleging that KU violated certain 
provisions of the Clean Air Act's rules govcl11ing new source review and prevention of significant deterioration by 
installing FGD and SCR controls at its Ghent generating station without assessing potential increased sulfuric acid 
mist emissions. KU contends that the work in question, as pollution control projects, was exempt from the 
requirements cited by the EPA. In December 2009, the EPA issued a Section 114 information request seeking 
additional information on this matter. In March 2010, the Company received an EPA settlement proposal providing 
for imposition of additional permit limits and emission controls and anticipates continued settlement negotiations 
with the EPA. Depending on the provisions of a final settlement or the results of litigation, if any, resolution of this 
matter could involve significant increased operating and capital expenditures. The Company is currently unable to 
determine the final outcome of this matter or the impact of an unfavorable determination 011 the Company's 
financial position or results of operations. 

Ash Ponds and Coal-Combustion Byprotiucts. The EPA has undertaken various initiatives in response to the 
December 2008 impoundment failure at the Tennessee VaHey Authority's Kingston power plant, which resulted in a 
major release of coal combustion byproducts into the environment. The EPA issued information requests to utilities 
throughout the country, including KU, to obtain information on their ash ponds and other impoundments. In 
addition, the EPA inspected a large number of impoundments located at power plants to determine their structural 
integrity. The inspections included several of KU's impoundments, which the EPA found to be in satisfactory 
condition. In June 2010, the EPA published proposed regulations for coal combustion byproducts handled in 
landfills and ash ponds. The EPA has proposed two alternatives: (1) regulation of coal combustion byproducts in 
landfills and ash ponds as a hazardous waste or (2) regulation of coal combustion byproducts as a solid waste with 
minimum national standards. Under both alternatives, the EPA has proposed safety requirements to address the 
structural integrity of ash ponds. In addition, the EPA will consider potential refinements of the provisions for 
beneficial reuse of coal combustion byproducts. 

Water Discharges and PCB Regulations. The EPA has also announced plans to develop revised effluent 
limitation guidelines governing discharges from power plants and standards for cooling water intake stmctures. The 
EPA has further announced plans to develop revised standards governing the use of polychlorinated biphenyls 
("PCB") in electrical equipment. The Company is monitoring these ongoing regulatory developments but will be 
unable to determine the impact until such time as new rules are finalized. 

Impact of Pending and Future Environmental Developments. As a company with significant coal-fired 
generating assets, KU will likely be substantially impacted by pending or future environmental rules or legislation 
requiring mandatory reductions in GHG emissions or other air emissions, imposing more stringent standards on 
discharges to waterways, or establishing additional requirements for handling or disposal of coal combustion 
byproducts. These evolving environmental regulations will likely require an increased level of capital expenditures 
and increased incremental operating and maintenance costs by the Company over the next several years. Due to the 
uncertain nature of the final regulations that will ultimately be adopted by the EPA, including the reduction targets 
and the deadlines that will be applicable, the Company cannot finalize estimates of the potential compliance costs, 
but should the final rules incorporate additional emission reduction requirements, require more stringent emissions 
controls or implement more stringent byproducts storage and disposal practices, such costs will likely be 
significant. With respect to NAAQS, CATR, CAMR replacement and coal combustion byproducts developments, 
based on a preliminary analysis of proposed regulations, the Company may be required to consider actions such as 
upgrading existing emissions controls, installing additional emissions controls, upgrading byproducts disposal and 
storage and possible early replacement of coal-fired units. Capital expenditures for KU associated with such actions 
are preliminarily estimated to be in the $1.7 billion range over the next 10 years, although final costs may 
substantially vary. \Vith respect to potcntiaI developments in water discharge, revised PCB standards or GHG 
initiatives, costs in such areas cannot be estimated due to the preIiminaty status or uncertain outcome of such 
developments, but would be in addition to the above amount and could be substantial. Ultimately, the precise impact 
011 the Company's operations of these variolls environmental developments cannot be determined prior to the 
finalization of such requirements. Based on prior regulatory precedent, the Company believes that many costs of 
complying with such pending or future requirements would likely be recoverable under the ECR or other potcntial 
cost~recovery mechanisms, but the Company can provide no assurance as to the ultimate outcome of such 
proceedings before the regulatory authorities. 
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Te2 Water Permit. In May 2010, the Kentucky \Vaterways Alliance and other environmental groups filed a 
petition with the Kentucky Energy and Environment Cabinet challenging the Kentucky Pollutant Discharge 
Elimination System permit issued in April 2010, which covers water discharges from the Trimble County 
generating station. In October 2010, the hearing officer issued a report and recommended order providing for 
dismissal of the claims raised by the petitioners. Until such time as the Secretary issues a final order of the agency 
and all appeals are exhausted, the Company is unable to predict the outcome or precise impact of this matter. 

General Environmental Proceedings. From time to time, KU appears before the EPA, various state or local 
regulatOlY agencies and state and federal courts regarding matters involving compliance with applicable envi
ronmentallaws and regulations. Such matters include a prior Section 114 information request from the EPA relating 
to new-source issues at KU's Ghent unit 2; completed settlement with state regulators regarding compliance with 
particulate limits in the ail' permit for KU's Tyrone generating station; remediation activities for or other risks 
relating to elevated PCB levels at existing properties; liability under the Comprehensive Environmental Response, 
Compensation and Liability Act for cleanup at various off-site waste sites; and claims regarding the GHG emissions 
from the Company's generating stations. Based on analysis to date, the resolution of these matters is not expected to 
have a material impact on the Company's operations. 

Note 10 - Related Party Transactions 

KU, subsidiaries of RON U.S. and subsidiaries of RON engage in related party transactions. Transactions 
between KU and RON U.S. subsidiaries are eliminated on consolidation ofE.ON U.S. Transactions between KU 
and RON subsidiaries are eliminated on consolidation of RON. These transactions are generally performed at cost 
and are in accordance with FERC regulations under the Public Utility Holding Company Act of 2005 and the 
applicable Kentucky Commission and Virginia Commission regulations. The significant related party transactions 
are disclosed below. 

Intercompany \Vholesale Sales and Purchases 

KU and LG&E jointly dispatch their generation units with the lowest cost generation used to serve their retail 
native load. When LG&E has excess generation capacity after serving its own retail native load and its generation 
cost is lower than that ofKU, KU purchases electricity from LG&E. When KU has excess generation capacity after 
serving its own retail native load and its generation cost is lower than that of LG&E, LG&E purchases electricity 
from KU. These transactions are recorded as intercompany wholesale sales arid purchases are recorded by each 
company at a price equal to the seller's fuel cost. Savings realized from purchasing electricity intercompany instead 
of generating from their own higher costs units or purchasing from the market are shared equally between the two 
Companies. The volume of energy each company has to sell to the other is dependent on its native load needs and its 
available generation. 

These sales and purchases are included in the statements of income as operating revenues, power purchased 
expenses and other operation and maintenance expenses. KU's intercompany electric revenues and power 
purchased expense were as follows: 

Electric operating revenues from LG&E ......... . 

Power purchased and related operations and 
maintenance expenses from LG&E ........... . 

Interest Charges 

Three Months Ended 
September 30, 

2010 2009 

Nine l\Ionths Ended 
September 30, 

2010 2009 
(In millions) 

$ 3 $ 2 $13 $18 

22 22 71 82 

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

F-78 



Attachment to Response to KU AG-l Question No. 217 
Page 133 of221 

Arbough 

KU's interest expense to affiliated companies was as follows: 

Interest on Fidelia loans .................... . 

Three l\Ionths Ended 
September 30, 

2010 2009 

Nine Months Ended 
September 30, 

2010 2009 
(In millions) 

$18 $18 $55 $51 

Interest expense paid to E.ON U.S. on the money pool arrangement was less than $lmilliol1 for the three and 
nine months ended September 30, 2010 and 2009. 

Dividends 

In September 2010, the Company paid dividends of $50 million to its common shareholder, E.ON U.S. 

Capital Contributions 

In March and June 2009, the Company received capital contributions of $50 million and $25 million, 
respectively, from its common shareholder, E.ON U.S. 

Other Intercompany Billings 

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

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

Intercompany billings to and from KU were as fo11ows: 

Serveo billings to KU ....................... 

KU billings to LG&E ....................... 

LG&E billings to KU ....................... 

KU billings to Servco ....................... 
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Three i\Ionths Ended 
September 30, 

2010 2009 

Nine Months Ended 
September 30, 

2010 2009 
(In millions) 

$64 $43 $181 $121 

16 63 

28 47 
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Intercompany Balances 

The Company had the following balances with its affiliates: 

September 30, December 31, 
2010 2009 

(In millions) 

Accounts receivable from E.ON U.S. . ....................... . $ $ 9 
Accounts payable to LG&E ................................ . 17 53 

Accounts payable to Serveo ................................ . 18 20 

Accounts payable to E.ON U.S. . ........................... . 18 

Accounts payable to Fidelia ................................ . 18 15 

Notes payable to E.ON U.S ................................ . 61 45 

Long-term debt to Fidelia (including current portion of $33 million) .. . 1,331 1,331 

Note 11- Subsequent Events 

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

On October 29, 2010, KU's pollution control bonds were converted from unsecured debt to debt which is 
collateralized by first mortgage bonds. See Note I, General, and Note 8, Short-Term and Long-Term Debt. 

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

On October 19, 2010 and October 21, 2010, respectively, the Virginia Commission and Tennessee Regulatory 
Authority issued Orders approving the acquisition of E.ON U.S. by PPL. On the same dates, KU received Virginia 
Commission and Tennessee Regulatory Authority approvals to complete certain refinancing transactions in 
connection with the anticipated PPL acquisition and other business factors. See Note 1, General, and Note 8, 
Short-Term and Long-Term Debt. 
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Supplement, dated October 29, 20 I 0 to Reoffering Circular dated December 10,2008, as 
supplemented as of December 16, 2008 (the "Reoffering Circular") 

$12,900,000 
County of Mercer, Kentucky 
Solid Waste Disposal Facility Revenue Bonds, 2000 Series A 
(Kentucky Utilities Company Project) 

Effective as of October 29,2010, the above-referenced bonds (the "Bonds") will be 
further secured by the delivery to The Bank of New York Mellon, as trustee for the Bonds (the 
"Trustee"), ofa tranche of first mortgage bonds of Kentucky Utilities Company (the 
"Company"). The principal amount, maturity date and interest rate (01' method of determining 
interest rates) of such tranche offirst mOltgage bonds will be identical to the principal amount, 
maturity date and interest rate (01' method of determining interest rates) of the Bonds. The first 
mortgage bonds will only be payable, and interest thereon will only aCCl'Lle, as described herein. 
See "Security," "Summary of the Loan Agreement - Issuance and Delivery of First Mortgage 
Bonds" and "Summary of the First Mortgage Bonds" for more information regarding the first 
mortgage bonds. The first mortgage bonds will not provide a direct source ofliquidity to pay 
the purchase price of Bonds tendered for purchase in accordance with the Indenture (as 
hereinafter defined). 

Please be advised that, as reflected in the Company's most recent financial statements 
that are filed on the Electronic Municipal Market Access (EMMA) system and are incorporated 
by reference herein, PPL Corporation has entered into an agreement with E.ON AG pursuant to 
which PPL Corporation would purchase all of the ownership interests ofE.ON U.S. LLC, the 
Company's parent. Consummation of the transaction is subject to customary closing conditions, 
including receipt of all required regulatory approvals. Subject to receipt of such approvals, the 
transaction is expected to close by the end of2010. If the transaction is completed, the Company 
will become an indirect wholly-owned subsidiary ofPPL Corporation. 

Except as otherwise specified herein, information in the Reoffering Circular referred to 
above has not been amended or modified and the information contained herein is qualified by 
reference to, and should be read in conjunction with, the Reoffering Circular, including 
information incorporated therein by reference. Terms not otherwise defined herein shall have the 
meanings ascribed to them in such Reoffering Circular. 
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The section of the Reoffering Circular captioned "Security" is hereby amended to read in its 
entirety as follows: 

Security 

Payment of the principal of and interest and any premium on the Bonds will be secured 
by an assignment by the Issuer to the Trustee of the Issuer's interest in and to the Loan 
Agreement and all payments to be made pursuant thereto (other than certain indemnification and 
expense payments). Pursuant to the Loan Agreement, the Company will agree to pay, among 
other things, amounts sufficient to pay the aggregate principal amount of and premium, if any, on 
the Bonds, together with interest thereon as and when the same become due. The Company 
further will agree to make payments ofthe purchase price of the Bonds tendered for purchase to 
the extent that funds are not otherwise available therefor under the provisions of the Indenture. 

The payment ofthe principal of and interest and any premium on the Bonds will be 
further secured by a separate tranche of the Company's First Mortgage Bonds, Collateral Series 
2010 (the "First Mortgage Bonds") to be issued under an Indenture, dated as of October 1,2010, 
as supplemented (the "First Mortgage Indenture"), between the Company and The Bank of New 
York Mellon, as trustee (the "First Mortgage Trustee"). The principal amount of the First 
Mortgage Bonds will equal the principal amount of the Bonds. I fthe Bonds become 
immediately due and payable as a result ofa default in payment of the principal of, premium, if 
any, or interest on the Bonds, or a default in payment ofthe purchase price of such Bonds, due to 
an event of default under the Loan Agreement and upon receipt by the First Mortgage Trustee of 
a written demand from the Trustee for redemption of the First Mortgage Bonds, or ifall first 
mortgage bonds outstanding under the First Mortgage Indenture shall have been immediately due 
and payable, such First Mortgage Bonds will bear interest at the same interest rate or rates borne 
by the Bonds and the principal of such First Mortgage Bonds, together with interest accrued 
thereon from the last date or dates to which interest on the Bonds has been paid in full, will be 
payable in accordance with the Supplemental Indenture. See "Summary of the First Mortgage 
Bonds." 

The First Mortgage Bonds are not intended to provide a direct source of liquidity to pay 
the purchase price of Bonds tendered for purchase in accordance with the Indenture. The First 
Mortgage Bonds are secured by a lien on certain property owned by the Company. In certain 
circumstances, the Company is permitted to reduce the aggregate principal amount of its First 
M0l1gage Bonds held by the Trustee, but in no event to an amount lower than the aggregate 
outstanding principal amount of the Bonds. 

* * * * 
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The sections of the ReojJering Circular captioned "SummGlJI of the Loan Agreement- Issuance 
and DelivelJI of First Mortgage Bonds"; " - Insurance"; "- Events of Deftlltlt" and" -
Remedies" are hereby added or amended, as applicable, to read in their entirety as follows: 

Summary of the Loan Agreement 

* * * • 
Issuance and Delivery of First Mortgage Bonds 

For the purpose of providing security for the Bonds, the Company will execute and 
deliver to the Trustee the First Mortgage Bonds. The principal amount of the First Mortgage 
Bonds executed and delivered to the Trustee will be equal to the aggregate principal amount of 
the Bonds. If the Bonds become immediately due and payable as a result of a default in payment 
ofthe principal of, preminm, if any, or interest on the Bonds, or a default in payment of the 
purchase price of such Bonds, due to an event of default under the Loan Agreement and upon 
receipt by the First Mortgage Trustee ofa written demand from the Trustee for redemption of the 
First MOllgage Bonds, or if all first mortgage bonds outstanding under the First Mortgage 
Indenture shall have been immediately due and payable, such First Mortgage Bonds will bear 
interest at the same interest rate or rates borne by the Bonds and the principal of such First 
Mortgage Bonds, together with interest accrued thereon from the last date to which interest on 
the Bonds shall have been paid in full, will then be payable. See, however, "Summary ofthe 
Indenture - Waiver of Events of Default." 

Upon payment ofthe principal of, premium, if any, and interest on any of the Bonds, and 
the surrender to and cancellation thereof by the Trustee, or upon provision for the payment 
thereof having been made in accordance with the Indenture, First M0l1gage Bonds with 
corresponding principal amounts equal to the aggregate principal amount of the Bonds so 
surrendered and canceled or for the payment of which provision has been made, will be 
surrendered by the Trustee to the First Mortgage Trustee and will be canceled by the First 
MOligage Trustee. The First Mortgage Bonds will be registered in the name ofthe Trustee and 
will be non transferable, except to effect transfers to any successor trustee under the Indenture. 

Insurance 

The Company has agreed to insure the Project in accordance with the provisions of the 
First Mortgage Indenture. 

Events of Default 

Each of the following events constitutes an "event of default" under the Loan Agreement: 

(I) failure by the Company to pay the amounts required for payment of the 
principal of, including purchase price for tendered Bonds and redemption and 
acceleration prices, and interest accrued, on the Bonds, at the times specified therein 
taking into account any periods of grace provided in the Indenture and the Bonds for the 
applicable payment of interest on the Bonds (see "Summary of the Indenture -- Defaults 
and Remedies"); 
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(2) failure by the Company to observe and perform any covenant, condition 01' 

agreement, other than as referred to in paragraph (l) above, for a period of thirty days 
after written notice by the Issuer or Trustee, provided, however, that if such failure is 
capable of being corrected, but cannot be corrected in such 3D-day period, it will not 
constitute an event of default under the Loan Agreement if corrective action with respect 
thereto is instituted within such period and is being diligently pursued; 

(3) certain events of bankruptcy, dissolution, liquidation, reorganization 01' 

insolvency of the Company; 

(4) the occurrence of an event of default under the Indenture; 01' 

(5) all first mortgage bonds outstanding under the First Mortgage Indenture, if 
not already due, shall have become immediately due and payable, whether by declaration 
01' otherwise, and such acceleration shall not have been rescinded 01' annulled by the First 
MOligage Trustee. 

Under the Loan Agreement, certain of the Company's obligations (other than the 
Company's obligations, among others, (i) not to permit any action which would result in interest 
paid on the Bonds being included in gross income for federal and Kentucky income taxes; (ii) to 
maintain its corporate existence and good standing, and to neither dispose of all 01' substantially 
all of its assets 01' consolidate with 01' merge into another corporation unless certain provisions of 
the Loan Agreement are satisfied; and (iii) to make loan payments and certain other payments 
under the provisions of the Loan Agreement) may be suspended ifby reason of force majeure (as 
defined in the Loan Agreement) the Company is unable to carry out such obligations. 

Remedies 

Upon the happening of an event of default under the Loan Agreement, the Trustee, on 
behalf ofthe Issuer, may, among other things, take whatever action at law 01' in equity may 
appeal' necessary or desirable to collect the amounts then due and thereafter to become due, 01' to 
enforce performance and observance of any obligation, agreement 01' covenant of the Company, 
under the Loan Agreement, including any remedies available in respect ofthe First Mortgage 
Bonds. 

In the event of a default in payment of the principal of, premium, if any, or interest on the 
Bonds and the acceleration ofthe maturity date ofthe Bonds (to the extent not already due and 
payable) as a consequence of such event of default, the Trustee may demand redemption ofthe 
First Mortgage Bonds. See "Summary ofthe First MOligage Bonds" and "Summary ofthe 
Indenture - Defaults and Remedies." Any amounts collected upon the happening of any such 
event of default will be applied in accordance with the Indentlll'e 01', if the Bonds have been fully 
paid (01' provision for payment thereof has been made in accordance with the Indenture) and all 
other liabilities ofthe Company accrued under the Indenture and the Loan Agreement have been 
paid 01' satisfied, made available to the Company. 

* * * * 
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A nell' section is hereby added to the ReojJering Circular to read in its entirety asfollows: 

Summary of the First Mortgage Bonds 

The following, in addition to the provisions contained elsewhere in this Reoffiring 
Circular, is a brief description of certain provisions of the First Mortgage Bonds and the First 
Mortgage Indenture. This description is only a summary and does not purport to be complete 
and definitive. Reference is made to the First MO/tgage Indenture and to the fOl1n of the First 
Mortgage Bonds for the detailed provisions thereof 

General 

The First Mortgage Bonds, in a principal amount equal to the principal amount ofthe 
Bonds, were issued as a new tranche fi'om a new series of first mortgage bonds under the First 
Mortgage Indenture (see "Summary of the Loan Agreement - Issuance and Delivery of First 
Mortgage Bonds"). The statements herein made (being fot: the most part summaries of certain 
provisions of the First Mortgage Indenture) are subject to the detailed provisions ofthe First 
MOItgage Indenture, which is incorporated herein by this reference. Words or phrases italicized 
are defined in the First Mortgage Indenture. 

The First Mortgage Bonds will mature on the same date and bear interest at the same rate 
01' rates as the Bonds; however, the principal of and interest on the First Mortgage Bonds will not 
be payable other than upon the occurrence of an event of default under the Loan Agreement. If 
the Bonds become immediately due and payable as a result of a default in payment of the 
principal of, premium, if any, or interest on the Bonds, 01' a default in payment of the purchase 
price of such Bonds, due to an event of default under the Loan Agreement, and if all first 
mortgage bonds outstanding under the First Mortgage Indenture shall not have become 
immediately due and payable following an event of default under the First Mortgage Indenture, 
the Company will be obligated to redeem the First Mortgage Bonds upon receipt by the First 
Mortgage Trustee of a Redemption Demand from the Trustee for redemption, at a redemption 
price equal to the principal amount thereof plus accrued interest at the rates borne by the Bonds 
fi'om the last date to which interest on the Bonds has been paid. 

The First Mortgage Bonds at all times will be in fully registered form registered in the 
name ofthe Trustee, will be non-negotiable, and will be non-transferable except to any successor 
trustee under the Indenture. Upon payment and cancellation of Bonds by the Trustee or the 
Paying Agent (other than any Bond or portion thereof that was canceled by the Trustee or the 
Paying Agent and for which one or more Bonds were delivered and authenticated pursuant to the 
Indenture), whether at maturity, by redemption or otherwise, or upon provision for the payment 
of the Bonds having been made in accordance with the Indenture, an equal principal amount of 
First Mortgage Bonds will be deemed fully paid and the obligations ofthe Company thereunder 
will cease. 

Security; Lien of the First Mortgage Indenture 

General. Except as described below under this heading and under "- Issuance of 
Additional First Mortgage Bonds," and subject to the exceptions described under "
Satisfaction and Discharge," all first mortgage bonds issued under the First Mortgage Indenture, 
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including the Bonds, will be secured, equally and ratably, by the lien of the First Mortgage 
Indenture, which constitutes, subject to permitted liens as described below, a first mortgage lien 
on substantially all of the Company's real and tangible personal propelty located in Kentucky 
and used or to be used in connection with the generation, transmission and distribution of 
electricity (other than propelty duly released from the lien ofthe First Mortgage Indenture in 
accordance with the provisions thereof and other than excepted property, as described below). 
Propelty that is subject to the lien of the First Mortgage Indenture is referred to herein as 
HMortgaged Property." 

The Company may obtain the release of property from the lien ofthe First Mortgage 
Indenture fi'om time to time, upon the bases provided for such release in the First Mottgage 
Indenture. See H_ Release ofPropelty." 

The Company may enter into supplemental indentures with the First Mortgage Trustee, 
without the consent of the holders of the first mortgage bonds, in order to subject additional 
property (including property that would otherwise be excepted from such lien) to the lien of the 
First Mortgage Indenture. This property would constitute property additions and would be 
available as a basis for the issuance of additional first mortgage bonds. See H_ Issuance of 
Additional First Mortgage Bonds." 

The First Mortgage Indenture provides that after-acquired property (other than excepted 
property) will be subject to the lien of the First Mortgage Indenture. However, in the case of 
consolidation or merger (whether or not the Company is the surviving company) or transfer of 
the Mortgaged Property as or substantially as an entirety, the First Mortgage Indenture will not 
be required to be a lien upon any of the properties either owned or subsequently acquired by the 
successor company except properties acquired from the Company in or as a result of such 
transfer, as well as improvements, extensions and additions (as defined in the First Mortgage 
Indenture) to such properties and renewals, replacements and substitutions of or for any part or 
parts thereof. See H_ Consolidation f Merger and Conveyance of Assets as an Entirety." 

Excepted Property. The lien of the First Mottgage Indenture does not cover, among other 
things, the following types of property: propelty located outside of Kentucky and not specifically 
subjected or required to be sUbjected to the lien of the First Mortgage Indenture; property not 
used by the Company in its electric generation, transmission and distribution business; cash and 
securities not paid, deposited or held under the First Mortgage Indenture; contracts, leases and 
other agreements of all kinds, contract rights, bills, notes and other instruments, revenues, 
accounts receivable, claims, demands and judgments; governmental and other licenses, permits, 
franchises, consents and allowances; intellectual property rights and other general intangibles; 
vehicles, movable equipment, aircraft and vessels; all goods, stock in trade, wares, merchandise 
and inventory held for the purpose of sale or lease in the ordinary course of business; materials, 
supplies, inventory and other personal property consumable in the operation of the Company's 
business; fuel; tools and equipment; fUl'lliture and fUl'llishings; computers and data processing, 
telecommunications and other facilities used primarily for administrative or clerical purposes or 
otherwise not used in connection with the operation or maintenance of electric generation, 
transmission and distribution facilities; coal, ore, gas, oil and other minerals and timber rights; 
electric energy and capacity, gas, steam, water and other products generated, produced, 
manufactured, purchased or otherwise acquired; real property and facilities used primarily for the 
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production or gathering of natural gas; property which has been released fi'om the lien of the 
First Mortgage Indenture; and leasehold interests. Property of the Company not covered by the 
lien of the First Mortgage Indenture is referred to herein as excepted property. Propeliies held 
by any of the Company's subsidiaries, as well as properties leased from others, would not be 
subject to the lien of the First MOligage Indenture. 

Permitted Liens. The lien of the First Mortgage Indenture is subject to permitted liens 
described in the First Mortgage Indenture. Such permitted liens include liens existing at the 
execution date of the First Mortgage Indenture, purchase money liens and other liens placed or 
otherwise existing on property acquired by the Company after the execution date of the First 
MOligage Indenture at the time the Company acquires it, tax liens and other governmental 
charges which are not delinquent or which are being contested in good faith, mechanics', 
construction and materialmen's liens, certain judgment liens, easements, reservations and rights 
of others (including governmental entities) in, and defects of title to, the Company's property, 
celiain leases and leasehold interests, liens to secure public obligations, rights of others to take 
minerals, timber, electric energy or capacity, gas, water, steam or other products produced by the 
Company or by others on the Company's property, rights and interests of persons other than the 
Company arising out of agreements relating to the common ownership or joint use of property, 
and liens on the interests of such persons in such property and liens which have been bonded or 
for which other security arrangements have been made. 

The First MOligage Indenture also provides that the First Mortgage Trustee will have a 
lien, prior to the lien on behalf of the holders of the first mortgage bonds, including the First 
Mortgage Bonds, upon the MOligaged Property as security for the Company's payment of its 
reasonable compensation and expenses and for indemnity against certain liabilities. Any such 
lien would be a permitted lien under the First Mortgage Indenture. 

Issuance of Additional First Mortgage Bonds 

The maximum principal amount of first mOligage bonds that may be authenticated and 
delivered under the First Mortgage Indenture is subject to the issuance restrictions described 
below; provided, however, that the maximum principal amount of first mortgage bonds 
outstanding at anyone time shall not exceed One Quintillion Dollars 
($1,000,000,000,000,000,000), which amount may be changed by supplemental indenture. First 
mortgage bonds of any series may be issued from time to time on the basis of, and in an 
aggregate principal amount not exceeding: 

• 662/3% of the cost orfrtir vallie to the Company (whichever is less) of property additions 
(as described below) which do not constitute fill1ded property (generally, property additions 
which have been made the basis of the authentication and delivery of first mortgage bonds, 
the release of MOligaged Property or the withdrawal of cash, which have been substituted 
for retired fill1ded property or which have been used for other specified purposes) after 
certain deductions and additions, primarily including adjustments to offset property 
retirements; 

• the aggregate principal amount of retired securities (as described below); or 
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an amount of cash deposited with the First Mortgage Trustee. 

Property additions generally include any propelty which is owned by the Company and 
is subject to the lien of the First Mortgage Indenture except (with certain exceptions) goodwill, 
going concern value rights or intangible propelty, or any property the acquisition or construction 
of which is properly chargeable to one of the Company's operating expense accounts. 

Retired securilies means, generally, first mOltgage bonds which are no longer outstanding 
under the First Mortgage Indenture, which have not been retired by the application offullded 
cash and which have not been used as the basis for the authentication and delivery of first 
mortgage bonds, the release of property or the withdrawal of cash. 

The First Mortgage Bonds will be issued on the basis of properly additions. At August 
31,2010, approximately $2.3 billion of properly additions were available to be used as the basis 
for the authentication and delivery of first mortgage bonds. 

Release of Property 

Unless an event of default has occurred and is continuing, the Company may obtain the 
release fi'om the lien ofthe First Mortgage Indenture of any Mortgaged Property, except for cash 
held by the First Mortgage Trustee, upon delivery to the First Mortgage Trustee of an amount in 
cash equal to the amount, if any, by which sixty-six and two-thirds percent (66-2/3%) of the cost 
of the property to be released (or, if less, the fair value to the Company of such property at the 
time it became funded property) exceeds the aggregate of: 

• an amount equal to 66 2/3% of the aggregate principal amount of obligations secured by 
purchase money liens upon the property to be released and delivered to the First Mortgage 
Trustee; 

• an amount equal to 66 2/3% of the cosl orfair value to the Company (whichever is less) of 
certified properly additions not constituting fimded properly after certain deductions and 
additions, primarily including adjustments to offset property retirements (except that such 
adjustments need not be made if such properly additions were acquired or made within the 
90-day period preceding the release); 

• the aggregate principal amount of first mortgage bonds the Company would be entitled to 
issue on the basis of retired securities (with such entitlement being waived by operation of 
such release); 

the aggregaie principal amount of first mortgage bonds delivered to the First Mortgage 
Trustee (with such first mortgage bonds to be canceled by the First Mortgage Trustee); 

• any amount of cash andlor an amount equal to 66 2/3% of the aggregate principal amount 
of obligations secured by purchase money liens upon the property released delivered to the 
trustee or other holder of a lien prior to the lien of the First MOItgage Indenture, subject to 
certain limitations described in the First Mortgage Indenture; and 
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any taxes and expenses incidental to any sale, exchange, dedication or other disposition of 
the property to be released. 

As used in the First Mortgage Indenture, the term purchase money lien means, generally, 
a lien on the property being released which is retained by the transferor of such property or 
granted to one or more other persons in connection with the transfer or release thereof, or granted 
to or held by a trustee or agent for any such persons, and may include liens which cover property 
in addition to the proPeIty being released and/or which secure indebtedness in addition to 
indebtedness to the transferor of such property. 

Unless an event of default has occurred and is continuing, property which is notfimded 
property may generally be released from the lien of the First Mortgage Indenture without 
depositing any cash or property with the First Mortgage Trustee as long as (a) the aggregate 
amount of cost orfttir vallie to the Company (whichever is less) of all property additions which 
do not constitute fimded property (excluding the property to be released) after certain deductions 
and additions, primarily including adjustments to offset property retirements, is not less than zero 
or (b) the cost orfair vallie (whichever is less) of property to be released does not exceed the 
aggregate amount ofthe cost or fair value to the Company (whichever is less) of property 
additions acquired or made within the 90-day period preceding the release. 

The First Mortgage Indenture provides simplified procedures for the release of minor 
propelties and property taken by eminent domain, and provides for dispositions of certain 
obsolete property and grants or surrender of certain rights without any release or consent by the 
First MOltgage Trustee. 

Ifthe Company retains any interest in any property released fi'om the lien ofthe First 
Mortgage Indenture, the First Mortgage Indenture will not become a lien on such property or 
such interest therein or any improvements, extensions or additions to such propelty or renewals, 
replacements or substitutions of or for such property or any part or parts thereof. 

Witlulrawal of Cash 

Unless an event of default has occurred and is continuing, and subject to certain 
limitations, cash held by the First Mortgage Trustee may, generally, (l) be withdrawn by the 
Company (a) to the extent of sixty-six and two-thirds percent (66-2/3%) of the cost orfair vallie 
to the Company (whichever is less) of property additions not constitutingfimded property, after 
certain deductions and additions, primarily including adjustments to offset retirements (except 
that such adjustments need not be made if such property additions were acquired or made within 
the 90-day period preceding the withdrawal) or (b) in an amount equal to the aggregate principal 
amount of first mOltgage bonds that the Company would be entitled to issue on the basis of 
retired securities (with the entitlement to such issuance being waived by operation of such 
withdrawal) or (c) in an amount equal to the aggregate principal amount of any outstanding first 
mortgage bonds delivered to the First Mortgage Trustee; or (2) upon the Company's request, be 
applied to (a) the purchase of first mortgage bonds in a manner and at a price approved by the 
Company or (b) the payment (or provision for payment) at stated maturity of any first mortgage 
bonds or the redemption (or provision for payment) of any first mOltgage bonds which are 
redeemable; provided, however, that cash deposited with the First Mortgage Trustee as the basis 
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for the authentication and delivery of first mortgage bonds may, in addition, be withdrawn in an 
amount not exceeding the aggregate principal amount of cash delivered to the First Mortgage 
Trustee for such purpose. 

Events of Default 

An "event of deftllllt" occurs under the First Mortgage Indenture if 

• the Company does not pay any interest on any first mortgage bonds within 30 days of the 
due date; 

• the Company does not pay principal or premium, if any, on any first mortgage bonds on the 
due date; 

the Company remains in breach of any other covenant (excluding covenants specifically 
dealt with elsewhere in this section) in respect of any first mortgage bonds for 90 days after 
the Company receives a written notice of default stating the Company is in breach and 
requiring remedy of the breach; the notice must be sent by either the First Mortgage Trustee 
or holders of 25% of the principal amount of outstanding first mortgage bonds; the First 
Mortgage Trustee or such holders can agree to extend the 90-day period and such an 
agreement to extend will be automatically deemed to occur if the Company initiates 
corrective action within such 90 day period and the Company is diligently pursuing such 
action to correct the default; or 

the Company files for bankruptcy or certain other events in bankruptcy, insolvency, 
receivership or reorganization occur. 

Remedies 

Acceleration ofMaturitv. If an event of default occurs and is continuing, then either the 
First Mortgage Trustee or the holders of not less than 25% in principal amount ofthe outstanding 
first mOltgage bonds Illay declare the principal alllount of all of the first mortgage bonds to be 
due and payable immediately. 

Rescission of Acceleration. After the declaration of acceleration has been made and 
before the First Mortgage Trustee has obtained a judgment or decree for payment ofthe money 
due, such declaration and its consequences will be rescinded and annulled, if 

• the Company pays or deposits with the First Mortgage Trustee a sum sufficient to pay: 

• all overdue interest; 

• the principal of and premium, if any, which have become due otherwise than by such 
declaration of acceleration and interest thereon; 

• interest on overdue interest to the extent lawful; 
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• all amounts due to the First Mortgage Trustee under the First Mortgage Indenture; and 

all events of default, other than the nonpayment of the principal which has become due 
solely by such declaration of acceleration, have been cured or waived as provided in the 
First Mortgage Indenture. 

For more information as to waiver of defaults, see "- Waiver of Default and of 
Compliance" below. 

All,Pointment of Receiver and Other Remedies. Subject to the First Mortgage Indenture, 
under certain circumstances and to the extent permitted by law, if an event of default occurs and 
is continuing, the First MOitgage Trustee has the power to appoint a receiver of the Mortgaged 
Property, and is entitled to all other remedies available to mOltgagees and secured parties under 
the Uniform Commercial Code or any other applicable law. 

Control bv Holders: Limitations. Subject to the First Mortgage Indenture, if an event of 
default occurs and is continuing, the holders of a majority in principal amount ofthe outstanding 
first mortgage bonds will have the right to 

• direct the time, method and place of conducting any proceeding for any remedy available to 
the First MOitgage Trustee, or 

exercise any trust or power conferred on the First MOitgage Trustee. 

The rights of holders to make direction are subject to the following limitations: 

• the holders' directions may not conflict with any law 01' the First Mortgage Indenture; and 

• the holders' directions may not involve the First Mortgage Trustee in personal liability 
where the First Mortgage Trustee believes indemnity is not adequate. 

The First Mortgage Trustee may also take any other action it deems propel' which is not 
inconsistent with the holders' direction. 

In addition, the First Mortgage Indenture provides that no holder of any first mortgage 
bond will have any right to institute any proceeding, judicial or otherwise, with respect to the 
First Mortgage Indenture for the appointment of a receiver 01' for any other remedy thereunder 
unless 

• that holder has previously given the First Mortgage Trustee written notice of a continuing 
event of default; 

• the holders of 25% in aggregate principal amount of the outstanding first mortgage bonds 
have made written request to the First Mortgage Trustee to institute proceedings in respect 
of that event of default and have offered the First Mortgage Trustee reasonable indemnity 
against costs, expenses and liabilities incurred in complying with such request; and 
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• for 60 days after receipt of such notice, request and offer of indemnity, the First Mortgage 
Trustee has failed to institute any such proceeding and no direction inconsistent with such 
request has been given to the First Mortgage Trustee during such 60-day period by the 
holders of a majority in aggregate principal amount of outstanding first mOllgage bonds. 

Furthermore, no holder of any first mortgage bonds wiII be entitled to institute any such 
action if and to the extent that such action would disturb or prejudice the rights of other holders 
of first mortgage bonds. 

However, each holder of any first mOllgage bonds has an absolute and unconditional 
right to receive payment when due and to bring a suit to enforce that right. 

Notice o(DeWult. The First Mortgage Trustee is required to give the holders of the first 
mortgage bonds notice of any default under the First Mortgage Indenture to the extent required 
by the Trust Indenture Act, unless such default has been cured or waived; except that in the case 
of an event of default of the character specified in the third bullet point under "- Events of 
Default" (regarding a breach of certain covenants continuing for 90 days after the receipt of a 
written notice of default), no such notice shall be given to such holders until at least 60 days after 
the occurrence thereof. The Trust Indenture Act currently permits the First Mortgage Trustee to 
withhold notices of default (except for certain payment defaults) if the First Mortgage Trustee in 
good faith determines the withholding of such notice to be in the interests of the holders of the 
first mortgage bonds. 

The Company will furnish the First Mortgage Trustee with an annual statement as to its 
compliance with the conditions and covenants in the First Mortgage Indenture. 

Waiver o(Dewult and o(Compliance. The holders ofa majority in aggregate principal 
amount of the outstanding first mortgage bonds may waive, on behalf of the holders of all 
outstanding first mortgage bonds, any past default under the First MOIlgage Indenture, except a 
default in the payment of principal, premium or interest, or with respect to compliance with 
certain provisions of the First Mortgage Indenture that cannot be amended without the consent of 
the holder of each outstanding first mortgage bond affected. 

Compliance with certain covenants in the First Mortgage Indenture 01' otherwise provided 
with respect to first mOllgage bonds may be waived by the holders of a majority in aggregate 
principal amount of the affected first mortgage bonds, considered as one class. 

Consolidation, Merger and Conveyance of Assets as an Entirety 

Subject to the provisions described below, the Company has agreed to preserve its 
corporate existence. 

The Company has agreed not to consolidate with or merge with or into any other entity or 
convey, transfer or lease the Mortgaged Propelly as 01' substantially as an entirety to any entity 
unless 

• the entity formed by such consolidation or into which the Company merges, 01' the entity 
which acquires or which leases the Mortgaged Property substantially as an entirety, is an 
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entity organized and existing under the laws ofthe United States of America or any State or 
Territory thereof or the District of Columbia, and 

• expressly assumes, by supplemental indenture, the due and punctual payment of the 
principal of, and premium and interest on, all the outstanding first mortgage bonds and 
the performance of all of the Company's covenants under the First Mortgage 
Indenture, and 

• such entity confirms the lien ofthe First Mortgage Indenture on the M011gaged Property, 
including property thereafter acquired by such entity which constitutes an improvement, 
extension or addition to the Mortgaged Property or a renewal, replacement or 
substitution thereof; 

• in the case of a lease, such lease is made expressly subject to termination by (i) the 
Company or by the First Mortgage Trustee and (ii) the purchaser of the propelly so leased 
at any sale thereof, at any time during the continuance of an event of default; and 

• immediately after giving effect to such transaction, no event of default, and no event which 
after notice or lapse of time or both would become an event of default, will have occurred 
and be continuing. 

In the case ofthe conveyance or other transfer ofthe Mortgaged Property as or 
substantially as an entirety to any other person, upon the satisfaction of all the conditions 
described above the Company would be released and discharged from all obligations under the 
First Mortgage Indenture and on the first mortgage bonds then outstanding unless the Company 
elects to waive such release and discharge. 

The First Mortgage Indenture does not prevent or restrict: 

• any consolidation or merger after the consummation of which the Company would be the 
surviving or resulting entity; or 

• any conveyance or other transfer, or lease, of any part of the Mortgaged Property which 
does not constitute the entirety or substantially the entirety thereof. 

If following a conveyance or other transfer, or lease, of any part of the Mortgaged Property, the 
fail' value of the Mortgaged Property retained by the Company exceeds an amount equal to three
halves (3/2) of the aggregate principal amount of all outstanding first mortgage bonds, then the 
part of the Mortgaged Propelly so conveyed, transferred or leased shall be deemed not to 
constitute the entirety or substantially the entirety ofthe Mortgaged Propelly. This fail' value will 
be determined within 90 days of the conveyance or transfer by an independent expell that the 
Company selects and that is approved by the First Mortgage Trustee. 

CHl·1732098v2 13 



Modification of First Mortgage Inden!m'e 

Attachment to Response to KU AG-1 Question No, 217 
Page 148 of221 

Arbough 

Without Holder Consent. Without the consent of any holders of first mOltgage bonds, the 
Company and the First Mortgage Trustee may enter into one or more supplemental indentures 
for any of the following purposes: 

• to evidence the succession of another entity to the Company; 

• to add one or more covenants or other provisions for the benefit of the holders of all or any 
series or tranche of first mortgage bonds, or to surrender any right or power conferred upon 
the Company; 

• to correct or amplifY the description of any property at any time subject to the lien of the 
First Mortgage Indenture; or to better assure, convey and confirm unto the First Mortgage 
Trustee any property subject or required to be subjected to the lien of the First Mortgage 
Indenture; or to subject to the lien of the First Mortgage Indenture additional property 
(including property of others), to specifY any additional Permitted Liens with respect to 
such additional property and to modifY the provisions in the First Mortgage Indenture for 
dispositions of certain types of property without release in order to specifY any additional 
items with respect to such additional property; 

• to add any additional events of default, which may be stated to remain in effect only so long 
as the first mortgage bonds of anyone more particular series remains outstanding; 

to change or eliminate any provision of the First Mortgage Indenture or to add any new 
provision to the First Mortgage Indenture that does not adversely affect the interests of the 
holders in any material respect; 

• to establish the form or terms of any series or tranche of first mortgage bonds; 

• to provide for the issuance of bearer securities; 

• to evidence and provide for the acceptance of appointment of a successor First Mortgage 
Trustee or by a co-trustee or separate trustee; 

• to provide for the procedures required to permit the utilization of a noncertificated system 
of registration for any series or tranche of first mortgage bonds; 

• to change any place or places where 

• the Company may pay principal, premium and interest, 

• first mOltgage bonds may be surrendered for transfer or exchange, and 

• notices and demands to or upon the Company may be served; 

ClIl-1732098v2 14 



Attachment to Response to KU AG-1 Question No. 217 
Page 149 of 221 

Arbough 

• to amend and restate the First Mortgage Indenture as originally executed, and as amended 
from time to time, with such additions, deletions and other changes that do not adversely 
affect the interest of the holders in any material respect; 

• to cure any ambiguity, defect or inconsistency or to make any other changes that do not 
adversely affect the interests ofthe holders in any material respect; or 

• to increase or decrease the maximum principal amount of first mOltgage bonds that may be 
outstanding at any time. 

In addition, if the Trust Indenture Act is amended after the date of the First Mortgage 
Indenture so as to require changes to the First Mortgage Indenture or so as to permit changes to, 
or the elimination of, provisions which, at the date of the First Mortgage Indenture or at any time 
thereafter, were required by the Trust Indenture Act to be contained in the First Mortgage 
Indenture, the First Mortgage Indenture will be deemed to have been amended so as to conform 
to such amendment or to effect such changes or elimination, and the Company and the First 
MOltgage Trustee may, without the consent of any holders, enter into one or more supplemental 
indentures to effect or evidence such amendment. 

With Holder Consent. Except as provided above, the consent of the holders of at least a 
majority in aggregate principal amount of the first mortgage bonds of all outstanding series, 
considered as one class, is generally required for the purpose of adding to, or changing or 
eliminating any of the provisions of, the First Mortgage Indenture pursuant to a supplemental 
indenture. However, if less than all of the series of outstanding first mortgage bonds are directly 
affected by a proposed supplemental indenture, then such proposal only requires the consent of 
the holders ofa majority in aggregate principal amount of the outstanding first mortgage bonds 
of all directly affected series, considered as one class. Moreover, if the first mortgage bonds of 
any series have been issued in more than one tranche and if the proposed supplemental indenture 
directly affects the rights of the holders of first mortgage bonds of one or more, but less than all, 
of such tranches, then such proposal only requires the consent of the holders ofa majority in 
aggregate principal amount ofthe outstanding first mortgage bonds of all directly affected 
tranches, considered as one class. 

However, no amendment or modification may, without the consent ofthe holder of each 
outstanding first mortgage bond directly affected thereby, 

• change the stated maturity ofthe principal or interest on any first mortgage bond (other than 
pursuant to the terms thereof), or reduce the principal amount, interest or premium payable 
(or method of calculating such rates)or change the currency in which any first mortgage 
bond is payable, or impair the right to bring suit to enforce any payment; 

create any lien (not otherwise permitted by the First Mortgage Indenture) ranking prior to 
the lien of the First Mortgage Indenture with respect to all or substantially all of the 
Mortgaged Property, or terminate the lien of the First Mortgage Indenture on all or 
substantially all of the Mortgaged Property (other than in accordance with the terms of the 
First Mortgage Indenture), or deprive any holder of the benefits of the security ofthe lien of 
the First Mortgage Indenture; 
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• reduce the percentages of holders whose consent is required for any supplemental indenture 
or waiver of compliance with any provision of the Fit'st Mortgage Indenture or of any 
default thereunder and its consequences, or reduce the requirements for quorum and voting 
under the First Mortgage Indenture; or 

• modifY certain of the provisions of the First MOltgage Indenture relating to supplemental 
indentures, waivers of certain covenants and waivers of past defaults with respect to first 
mortgage bonds. 

A supplemental indenture which changes, modifies or eliminates any provision of the 
First Mortgage Indenture expressly included solely for the benefit of holders of first mortgage 
bonds of one or more particular series or tranches will be deemed not to affect the rights under 
the First Mortgage Indenture ofthe holders of first mortgage bonds of any other series or tranche. 

Satisfaction and Discharge 

Any first mortgage bonds or any portion thereof will be deemed to have been paid and no 
longer outstanding for purposes of the First Mortgage Indenture and, at the Company's election, 
the Company's entire indebtedness with respect to those securities will be satisfied and 
discharged, ifthere shall have been irrevocably deposited with the First Mortgage Trustee or any 
Paying Agent (other than the Company), in trust: 

• money sufficient, or 

• in the case of a deposit made prior to the maturity of such first mortgage bonds, non
redeemable eligible obligations (as defined in the First Mortgage Indenture) sufficient, or 

• a combination of the items listed in the preceding two bullet points, which in total are 
sufficient, 

to pay when due the principal of, and any premium, and interest due and to become due on such 
first mortgage bonds or portions of such first mortgage bonds on and prior to their maturity. 

The Company's right to cause its entire indebtedness in respect of the first mortgage 
bonds of any series to be deemed to be satisfied and discharged as described above will be 
subject to the satisfaction of any conditions specified in the instrument creating such series. 

The First Mortgage Indenture will be deemed satisfied and discharged when no first 
mortgage bonds remain outstanding and when the Company has paid all other sums payable by it 
under the First Mortgage Indenture. 

All moneys the Company pays to the First Mortgage Trustee or any Paying Agent on 
First Mortgage Bonds that remain unclaimed at the end of two years after payments have become 
due may be paid to or upon the Company's order. Thereafter, the holder of such First Mortgage 
Bond may look only to the Company for payment. 
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Duties of the First Mortgage Trustee; Resignation and Removal of the First Mortgage 
Trustee; Deemed Resignation 

The First MOltgage Trustee will have, and will be subject to, all the duties and 
responsibilities specified with respect to an indenture trustee under the Trust Indenture Act. 
Subject to these provisions, the First Mortgage Trustee will be under no obligation to exercise 
any ofthe powers vested in it by the First Mortgage Indenture at the request of any holder of first 
mortgage bonds, unless offered reasonable indemnity by such holder against the costs, expenses 
and liabilities which might be incurred thereby. The First MOltgage Trustee will not be required 
to expend or risk its own funds or otherwise incur financial liability in the performance of its 
duties if the First Mortgage Trustee reasonably believes that repayment or adequate indemnity is 
not reasonably assured to it. 

The First Mortgage Trustee may resign at any time by giving written notice to the 
Company. 

The First Mortgage Trustee may also be removed by act of the holders of a majority in 
principal amount of the then outstanding first mortgage bonds of any series. 

No resignation or removal of the First Mortgage Trustee and no appointment of a 
successor trustee will become effective until the acceptance of appointment by a successor 
trustee in accordance with the requirements of the First Mortgage Indenture. 

Under certain circumstances, the Company may appoint a successor trustee and if the 
successor accepts, the First MOltgage Trustee will be deemed to have resigned. 

Evidence to be Furnished to the First Mortgage Trustee 

Compliance with First Mortgage Indenture provisions is evidenced by written statements 
of the Company's officers or persons selected or paid by the Company. In certain cases, opinions 
of counsel and certifications of an engineer, accountant, appraiser or other expert (who in some 
cases must be independent) must be furnished. In addition, the First Mortgage Indenture requires 
the Company to give to the First Mortgage Trustee, not less than annually, a brief statement as to 
the Company's compliance with the conditions and covenants under the First Mortgage 
Indenture. 

Miscellaneous Provisions 

The First MOltgage Indenture provides that certain first mortgage bonds, including those 
for which payment or redemption money has been deposited or set aside in trust as described 
under "- Satisfaction and Discharge" above, will not be deemed to be "outstanding" in 
determining whether the holders ofthe requisite principal amount of the outstanding first 
mortgage bonds have given or taken any demand, direction, consent or other action under the 
First MOltgage Indenture as of any date, or are present at a meeting of holders for quorum 
purposes. 

The Company will be entitled to set any day as a record date for the purpose of 
determining the holders of outstanding first mortgage bonds of any series entitled to give or take 
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any demand, direction, consent 01' other action under the First Mortgage Indenture, in the manner 
and subject to the limitations provided in the First Mortgage Indenture. In celtain circumstances, 
the First Mortgage Trustee also will be entitled to set a record date for action by holders. If such 
a record date is set for any action to be taken by holders of particular first mOltgage bonds, such 
action may be taken only by persons who are holders of such first mortgage bonds on the record 
date. 

Governing Law 

The First Mortgage Indenture and the first mOltgage bonds provide that they are to be 
governed by and construed in accordance with the laws of the State of New York except where 
the Trust Indenture Act is applicable 01' where otherwise required by law. The effectiveness of 
the lien of the First Mortgage Indenture, and the perfection and priority thereof, will be governed 
by Kentucky law. 

* * * * 

The sections of the ReajJering Circular captioned "Su1I1111my of the Indenture - Surrender of 
First M~ortgage Bonds"; "- Defaults and Remedies"; "- Waiver of Events of Default"; and 
"- Voting of First Mortgage Bonds Held by Trustee" are hereby added or amended, as 
applicable, to read in their entirety as follows: 

Summary of the Indenture 

* * * * 

Surrender of First Mortgage Bonds 

Upon payment of any principal of, premium, if any, and interest on any ofthe Bonds 
which reduces the principal amount of Bonds outstanding, or upon provision for the payment 
thereof having been made in accordance with the Indenture, First Mortgage Bonds in a principal 
amount equal to the principal amount of the Bonds so paid, 01' for the payment of which such 
provision has been made, shall be surrendered by the Trustee to the First Mortgage Trustee. The 
First Mortgage Bonds so surrendered shall be deemed fully paid and the obligations ofthe 
Company thereunder terminated. 
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Defaults and Remedies 

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

(I) failure to make payment of any installment of interest on any Bond, (a) if 
such Bond bears interest at other than the Long Term Rate, within a period of one 
Business Day from the due date and (b) if such Bond bears interest at the Long Term 
Rate, within a period of five Business Days fi'Om the due date; 

(2) failure to make punctual payment of the principal of, or premium, if any, 
on any Bond on the due date, whether at the stated maturity thereof, or upon proceedings 
for redemption, or upon the maturity thereof by declaration or if payment of the purchase 
price of any Bond required to be purchased pursuant to the Indenture is not made when 
such payment has become due and payable; 

(3) failure of the Issuer to perform or observe any other of the covenants, 
agreements or conditions in the Indenture or in the Bonds which failure continues for a 
period of 30 days after written notice by the Trustee, provided, however, that if such 
failure is capable of being cured, but cannot be cured in such 30-day period, it will not 
constitute an event of default under the Indenture if corrective action in respect of such 
failure is instituted within such 30-day period and is being diligently pursued; 

(4) the occurrence of an "event of default" under the Loan Agreement (see 
"Summary of the Loan Agreement - Events of Default"); 

(5) written notice from the Credit Facility Issuer to the Trustee of an event of 
default under the Reimbursement Agreement, by reason of which the Trustee has been 
directed to accelerate the Bonds; 

(6) if a Credit Facility is then held by the Trustee, on or before the close of 
business on the tenth calendar day following the honoring of a drawing under such Credit 
Facility to pay interest on the Bonds on an Interest Payment Date, written notice fi'om the 
Credit Facility Issuer to the Trustee that the interest component of the Credit Facility will 
not be reinstated; or 

(7) all first mortgage bonds outstanding under the First Mortgage Indenture, if 
not already due, shall have become due and payable, whether by declaration or otherwise, 
and such acceleration shall not have been rescinded by the First Mortgage Trustee. 

Upon the occurrence of an Event of Default under clauses (I), (2), (5), (6) or (7) above, 
the Trustee must: (i) enforce each and every right granted to the Trustee as a holder ofthe First 
Mortgage Bonds (see "Summary ofthe First Mortgage Bonds"), (ii) declare the principal of all 
Bonds and interest accrued thereon to be immediately due and payable, (iii) declare all payments 
under the Loan Agreement to be immediately due and payable and enforce each and every other 
right granted to the Issuer under the Loan Agreement for the benefit ofthe Bondholders and 
(iv) if a Credit Facility securing the Bonds is in effect, make an immediate drawing under the 
Credit Facility in accordance with its terms and deposit the proceeds of such drawing in the Bond 
Fund pending application to the payment of principal of the Bonds, subject to the provisions of 
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the Indenture reserving to the Credit Facility Issuer the right to direct default proceedings and 
providing for termination of default proceedings upon certain occurrences. 

Interest on the Bonds will cease to accrue on the date of issuance of the declaration of 
acceleration of payment of principal and interest on the Bonds. 

In exercising such rights, the Trustee shall take any action that, in the judgment of the 
Trustee, would best serve the interests ofthe registered owners. Upon the occurrence of an 
Event of Default under the Indenture, the Trustee may also proceed to pursue any available 
remedy by suit at law or in equity to enforce the payment ofthe principal of, premium, if any, 
and interest on the Bonds then outstanding. 

Ifan Event of Default under the Indenture shall occur and be continuing and the maturity 
date ofthe Bonds has been accelerated (to the extent the Bonds are not already due and payable) 
as a consequence of such event of default, the Trustee may, and upon the written request of the 
registered owners holding not less than 25% in principal amount of all Bonds then outstanding 
and upon receipt of indemnity satisfactory to it shall, exercise such rights as it shall possess 
under the First Mortgage Indenture as a holder of the First Mortgage Bonds and shall also issue a 
Redemption Demand for such First Mortgage Bonds to the First Mortgage Trustee. 

If the Trustee recovers any moneys following an Event of Default, unless the principal of 
the Bonds shall have been declared due and payable, all such moneys shall be applied in the 
following order: (i) to the payment ofthe fees, expenses, liabilities and advances incurred or 
made by the Trustee and the Paying Agent, (ii) to the payment of all interest then due on the 
Bonds and (iii) to the payment of unpaid principal and premium, if any, of the Bonds. If the 
principal ofthe Bonds has become due or has been accelerated, such moneys shall be applied in 
the following order: (i) to the payment ofthe fees, expenses, liabilities and advances incurred or 
made by the Trustee and the Paying Agent and (ii) to the payment of principal of and interest 
then due and unpaid on the Bonds. In each case, however, Trustee and Paying Agent fees or 
costs will not be payable from moneys derived from Credit Facility drawings, any remarketing 
proceeds or moneys constituting certain Available Moneys under the Indenture. 

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

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

No default under paragraph (3) above shall constitute an Event of Default until actual 
notice is given to the Issuer and the Company by the Trustee or to the Issuer, the Company and 
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the Trustee by the registered owners holding not less than 25% in aggregate principal amount of 
all Bonds outstanding and the Issuer and the Company shall have had thirty days after such 
notice to correct the default and failed to do so. If the default is such that it cannot be corrected 
within the applicable period but is capable of being cured, it will not constitute an Event of 
Default if corrective action is instituted within the applicable period. 

Notwithstanding the foregoing, in addition to the rights of the Trustee and the 
Bondholders to direct proceedings as described above, if a Credit Facility is in effect, for so long 
as such Credit Facility is outstanding and the Credit Facility Issuer is not in default in its duties 
under the Indenture or the Credit Facility, the Credit Facility Issuer will have the absolute right 
to direct all proceedings on behalf ofthe Bondholders of the Bonds. Additionally, if the Event of 
Default which has occurred is an Event of Default under paragraphs (5) or (6) above, the Credit 
Facility Issuer, if any, will have no right to direct the Trustee or the Bondholders with respect to 
any matters, including remedies, and the holders of a majority in aggregate principal amount of 
the Bonds then outstanding, will have the right, at any time, by an instnllnent or instruments in 
writing executed and delivered to the Trustee, to direct the time, method and place of conducting 
all proceedings to be taken in connection with the enforcement of the terms and conditions of the 
Indenture, or for the appointment of a receiver or any other proceedings hereunder; provided, 
that such direction shall not be otherwise than in accordance with the provisions of law and of 
the Indenture. 

If an Event of Default has occurred under the Indenture due to failure by the Credit 
Facility Issuer, if any, to honor a properly presented and conforming drawing by the Trustee 
under the Credit Facility then in effect in accordance with the terms thereof, all obligations ofthe 
T1'llstee to the Credit Facility Issuer and all rights of such Credit Facility Issuer under the 
Indenture will be suspended until the earlier ofthe cure of such failure or all ofthe Bonds have 
been paid in full. 

Waiver of Events of Default 

Except as provided below, the T1'llstee may in its discretion waive any Event of Default 
under the Indenture and shall do so upon the written request of the registered owners holding a 
majority in principal amount of all Bonds then outstanding. If, after the principal of all Bonds 
then outstanding shall have been declared to be due and payable and prior to any judgment or 
decree for the appointment ofa receiver or for the payment of the moneys due shall have been 
entered, (i) the Company has caused to be deposited with the Trustee a sum sufficient to pay all 
matured installments of interest upon all Bonds and the principal of and premium, if any, on any 
and all Bonds which shall have become due otherwise than by reason of such declaration and the 
expenses of the Trustee in connection with such default (with interest thereon as provided in the 
Indenture) and (ii) all Events of Default under the Indenture (other than nonpayment of the 
principal of Bonds due by said declaration) shall have been remedied, then such Event of Default 
shall be deemed waived and such declaration and its consequences rescinded and annulled by the 
Trustee. Such waiver, rescission and annulment shall be binding upon all Bondholders. No such 
waiver, rescission and annulment shall extend to or affect any subsequent Event of Default or 
impair any right or remedy consequent thereon. 
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Upon any waiver or rescission as described above or any discontinuance or abandonment 
of proceedings under the Indenture, the Trustee shall immediately rescind in writing any 
Redemption Demand of First Mortgage Bonds previously given to the First Mortgage Trustee. 
The rescission under the First Mortgage Indenture of a declaration that all first mortgage bonds 
outstanding under the First Mortgage Indenture are immediately due and payable shall also 
constitute a waiver of an Event of Default described in paragraph (6) under the subcaption "
Defaults and Remedies" above and a waiver and rescission of its consequences, provided that no 
such waiver or rescission shall extend to or affect any subsequent or other default or impair any 
right consequent thereon. 

The Trustee may not waive any default under clauses (5) or (6) above unless the Trustee 
has received in writing from the Credit Facility Issuer a written notice of full reinstatement ofthe 
full amount of the Credit Facility and a written rescission of the notice ofthe Event of Default. 

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

Voting of First Mortgage Bonds Held by Trustee 

The Trustee, as holder ofthe First Mortgage Bonds, shall attend any meeting of holders 
of first mortgage bonds outstanding under the First Mortgage Indenture as to which it receives 
due notice. The Trustee shall vote the First Mortgage Bonds held by it, or shall consent with 
respect thereto, proportionally in the way in which the Trustee reasonably believes will be the 
vote or consent of all other holders of first mortgage bonds outstanding under the First Mortgage 
Indenture then eligible to vote or consent. 

Notwithstanding the foregoing, the Trustee may not vote the First Mortgage Bonds in 
favor of, or give consent to, any action which, in the Trustee's opinion, would materially 
adversely affect the First Mortgage Bonds in a manner not generally shared by all other series of 
first mortgage bonds, except upon notification by the Trustee to the registered owners of all 
Bonds then outstanding of such proposal and consent thereto of the registered owners of at least 
66 2/3% in aggregate principal amount of all Bonds then outstanding. 
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County of Mercer, I(entucky, 

Solid Waste Disposal Facility Revenue Bonds, 
2000 Series A 

(Kentucky Utilities Company Project) 
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Reoffm'iltg Date: December 17, 200B 

The Oounty of .Mercer, Kentucky, Solid Wilste Dblposal Facility Revenue Bonds, gOOO Series .11 (Kentucky Utilities Oompany 
Project) (the "Bonds") are speoial an-illimited obligations of the Oounty of /,[ercel', Kentucky (the "Issuer"), paya1Jle by the 
Issuer solely from and secured by payments to be received by the Issuer pursuant to a Loan Agreement with 

Kentucky Utilities Company 
(the "Company"), except as payable from proceeds of suoh Bonds 01' investment earnings thereon. The Bonds do not constitute 
general obligations of the Issuer 01' a charge against the general credit or ta.villi! powers thereof OJ' of the Commonwealth of 
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insurance policies. 

The Bonds were originally issued on .tfay 19, gOOO and olUnntly bem' interest at a Weekly Rate. Pursuant to the Indenture 
lmder whioh the Bonds were i.ssued, the Oompany has elected to deliver a letter of oredit to the Trustee and reoffel' the Bonds. The 
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;]009. The interest rate period, interest rate and Interest Rate Jlode will be subject to change under certain conditions, as 
desoribed in thi-8 Reoffel'ing Ciroular. The Bonds are subject to optional redemption, e.vtraordinary optional redemption, in 
whole 01' in part, and mandatory redemption followinil a determination of taxability prior to matU1·ity, as desoribed in thi-8 
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MORGAN STANLEY 

Dated: December 10, ROOB 
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No dealer, broker, salesman or other person has been authorized by the Issuer, the 
Company or the Remarketing Agent to give any information or to make any representation with 
respect to the Bonds, other than those contained in this Reoffering Circular, and, if given or 
made, such other information or representation must not be relied upon as having been 
authorized by any ofthe foregoing. The Remarketing Agent has provided the following sentence 
for inclusion in this Reoffering Circular. The Remarketing Agent has reviewed the information 
in this Reoffering Circular in accordance with, and as part of, its responsibilities to investors 
under the federal securities laws as applied to the facts and circumstances of this transaction, but 
the Remarketing Agent does not guarantee the accuracy or completeness of such information. 
The information and expressions of opinion herein are subject to change without notice, and 
neither the delivery of this Reoffering Circular nor any sale made hereunder shall, under any 
circumstances, create any implication that there has been no change in the affairs of the parties 
referred to above since the date hereof. The information set forth herein with respect to the 
Issuer has been obtained from the Issuer, and all other information has been obtained fi'om the 
Company and from other sources that are believed to be reliable, but it is not guaranteed as to 
accuracy or completeness by, and is not to be construed as a representation by, the Remarketing 
Agent. 

In connection with the reoffering of the Bonds, the Remarketing Agent may over-allot or 
effect transactions which stabilize or maintain the market prices of the Bonds at levels above 
those that might otherwise prevail in the open market. Such stabilizing, if commenced, may be 
discontinued at any time. 

IN MAKING AN INVESTMENT DECISION, INVESTORS MUST RELY ON THEIR 
OWN EXAMINATION OF THE TERMS OF THE REOFFERING, INCLUDING THE 
MERITS AND RISKS INVOLVED. THESE SECURITIES HAVE NOT BEEN 
RECOMMENDED BY ANY FEDERAL OR STATE SECURITIES COMMISSION OR 
REGULATORY AUTHORITY. FURTHERMORE, THE FOREGOING AUTHORITIES 
HAVE NOT CONFIRMED THE ACCURACY OR DETERMINED THE ADEQUACY OF 
THIS DOCUMENT. ANY REPRESENTATION TO THE CONTRARY IS A CRIMINAL 
OFFENSE. 
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$12,900,000 
County of Mercer, Kentucky 

Solid Waste Disposal Facility Revenue Bonds, 
2000 Scries A 

(Kentucky Utilities Company Project) 
Due: May 1, 2023 

Introductory Statement 

This Reoffering Circular, including the cover page and appendices, is provided to furnish 
information in connection with the reoffering by the County of Mercer, Kentucky (the "Issuer") 
of its Solid Waste Disposal Facility Revenue Bonds, 2000 Series A (Kentucky Utilities Company 
Project), in the aggregate principal amount of $12,900,000 (the "Bonds") issued on May 19, 
2000 pursuant to an Indenture of Trust dated as of May 1, 2000 (the "Indenture") between the 
Issuer and The Bank of New York Mellon (the "Trustee"), as Trustee, Paying Agent, Tender 
Agent and Bond Registrar, as the same will be amended and restated as of September 1,2008. 

Pursuant to a Loan Agreement by and between Kentucky Utilities Company (the 
"Company") and the Issuer, dated as of May 1, 2000 (the "Loan Agreement") (as the same has 
been amended and restated as of September 1, 2008 pursuant to an ordinance of the Issuer 
adopted October 14, 2008), proceeds from the sale of the Bonds, other than accrued interest, if 
any, paid by the initial purchasers thereof, were loaned by the Issuer to the Company. The Loan 
Agreement is a separate undertaking by and between the Company and the Issuer. 

The Company will continue to repay the loan under the Loan Agreement by making 
payments to the Trustee in sufficient amounts to pay the principal of and interest and any 
premium on, and purchase price of, the Bonds. See "Summary of the Loan Agreement -
General." Pursuant to the Indenture, the Issuer's rights under the Loan Agreement (other than 
with respect to certain indemnification and expense payments and notification rights) were 
assigned to the Trustee as security for the Bonds. 

The proceeds of the Bonds were applied to the current refunding of the outstanding 
principal amount of the $12,900,000 "County of Mercer, Kentucky, Collateralized Solid Waste 
Disposal Facility Revenue Bonds (Kentucky Utilities Company Project), 1990 Series A," 
previously issued by the Issuer to finance certain solid waste disposal facilities (the "Project") 
owned by the Company. 

The Company is an operating subsidiary ofE.ON U.S. LLC (formerly known as LG&E 
Energy LLC) and E.ON AG (the "Parents"). See "Appendix A - Kentucky Utilities Company 
- Financial Statements and Additional Information." The Parents will have no obligation to 
make any payments due under the Loan Agreement or any other payments of principal, interest, 
premium or purchase price ofthe Bonds. 

The Bonds are being reoffered at a Weekly Rate, but may be subsequently converted to 
bear interest at a Daily Rate, a Flexible Rate, a Semi-Annual Rate, an Annual Rate or a Dutch 
Auction Rate. This Reoffering Circular pertains only to the Bonds during such period of 
time that they bear interest at the Weekly Rate. 
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The Bonds are special and limited obligations ofthe Issuer, and the Issuer's obligation to 
pay the principal of and interest and any premium on, and purchase price of, the Bonds is limited 
solely to the revenues and other amounts received by the Trustee under the Indenture pursuant to 
the Loan Agreement and the Letter of Credit (as defined below). The Bonds will not constitute 
an indebtedness, general obligation or pledge of the faith and credit or taxing power of the Issuer, 
the Commonwealth of Kentucky or any political subdivision thereof. The Bonds are not entitled 
to the benefits of any financial guaranty insurance policies. 

Concurrently with, and as a condition to, the reoffering of the Bonds, the Company will 
cause to be delivered an irrevocable transferable direct pay letter of credit (the "Letter of 
Credit"), issued by Commerzbank AG, New York Branch (the "Bank"), to provide for the timely 
payment of principal of and accrued interest (calculated for at least 45 days at the maximum rate 
of 10% per annum) on, and purchase price of, the Bonds. The Company will be required to 
reimburse the Bank for all amounts drawn by the Trustee under the Letter of Credit pursuant to 
the terms of a Reimbursement Agreement, to be dated as of December 17, 2008 
(the "Reimbursement Agreement"), between the Company and the Bank. The Letter of Credit 
will expire on December 16, 2009, unless extended or earlier terminated. 

Upon expiration of the Letter of Credit or any Alternate Credit Facility, the related Bonds 
will be subject to mandatory tender for purchase. See "Summary of the Bonds - Mandatory 
Purchases of Bonds - Mandatory Purchase upon Delivery, Cancellation, Substitution, 
Extension, Termination or Expiration of Any Credit Facility or Replacement with an Alternate 
Credit Facility." As used in this Reoffering Circular, "Bank" or "Credit Facility Issuer" refers to 
the Bank as the issuer of the Letter of Credit and any other issuer of any Alternate Credit Facility 
delivered in accordance with the Indenture; "Letter of Credit" or "Credit Facility" means the 
Letter of Credit delivered under the Indenture and, as applicable, any Alternate Credit Facility 
which may be subsequently delivered in accordance with the Indenture; and "Reimbursement 
Agreement" refers to the initial Reimbursement Agreement under which the Letter of Credit is 
provided and any subsequent agreement entered into between the Company and any other party 
in connection with the delivery of any Alternate Credit Facility. 

Morgan Stanley & Co. Incorporated will b" appointed under the Indenture to serve as 
Remarketing Agent for the Bonds. Any Remarketing Agent may resign or be removed and a 
successor Remarketing Agent may be appointed in accordance with the terms of the Indenture 
and the Remarketing Agreement for the Bonds between the Remarketing Agent and the 
Company. 

Brief descriptions of the Company, the Issuer, the Bonds, the Loan Agreement, the 
Indenture, the Letter of Credit and the Reimbursement Agreement are included in this Reoffering 
Circular. Appendix A to this Reoffering Circular has been furnished by the Company. The 
Issuer and Bond Counsel assume no responsibility for the accuracy or completeness of such 
Appendix A or such information. Appendix B to this Reoffering Circular contains the opinion of 
Bond Counsel delivered on the date on which the Bonds were initially issued, and the proposed 
form of opinion of Bond Counsel to be delivered in connection with the reoffering of the Bonds 
and the delivery of the Letter of Credit. Appendix C to this Reoffering Circular contains 
information about the Bank. The Issuer and Bond Counsel assume no responsibility for the 
accuracy or completeness of such Appendix C or such information. Such descriptions and 
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information do not purpOlt to be complete, comprehensive or definitive and are not to be 
construed as a representation or a guaranty of accuracy or completeness. All references herein to 
the documents are qualified in their entirety by reference to such documents, and references 
herein to the Bonds are qualified in their entirety by reference to the definitive form thereof 
included in the Indenture. Copies of the Loan Agreement, the Indenture, the Letter of Credit and 
the Reimbursement Agreement will be available for inspection at the principal corporate trust 
office of the Trustee. Certain information relating to The Depository Trust Company ("DTC") 
and the book-entry-only system has been furnished by DTC. All statements herein are qualified 
in their entirety by reference to each such document and, with respect to the enforceability of 
certain rights and remedies, to laws and principles of equity relating to or affecting generally the 
enforcement of creditors' rights. 

The Project 

The Project has been completed and consists of certain solid waste disposal facilities of 
the Company used in connection with its Brown Generating Station situated in Mercer County. 

The Issuer 

The Issuer is a public body corporate and politic duly created and existing as a county 
and political subdivision under the Constitution and laws of the Commonwealth of Kentucky. 
The Issuer is authorized by Sections 103.200 to 103.285, inclusive, of the Kentucky Revised 
Statutes (collectively, the "Act") to (a) reoffer the Bonds and (b) amend and restate and continue 
to perform its obligations under the Loan Agreement and the Indenture. The Issuer, through its 
legislative body, the Fiscal Court, has adopted one or more ordinances authorizing the issuance 
ofthe Bonds and the execution and delivery of the related documents. 

THE BONDS ARE SPECIAL AND LIMITED OBLIGATIONS PAYABLE SOLELY 
AND ONLY FROM CERTAIN SOURCES, INCLUDING AMOUNTS TO BE RECEIVED BY 
THE TRUSTEE FROM THE LETTER OF CREDIT AND BY OR ON BEHALF OF THE 
ISSUER UNDER THE LOAN AGREEMENT. THE BONDS DO NOT CONSTITUTE AN 
INDEBTEDNESS, GENERAL OBLIGATION OR PLEDGE OF THE FAITH AND CREDIT 
OR TAXING POWER OF THE ISSUER, THE COMMONWEALTH OF KENTUCKY OR 
ANY POLITICAL SUBDIVISION THEREOF, AND DO NOT GIVE RISE TO A 
PECUNIARY LIABILITY OF THE ISSUER OR A CHARGE AGAINST ITS GENERAL 
CREDIT OR TAXING POWERS. 

Summary of the Bonds 

General 

The Bonds will be issued in the aggregate principal amount set fOlth on the cover page of 
this Reoffering Circular and will mature on May I, 2023. The Bonds are also subject to optional 
redemption, extraordinary optional redemption, in whole or in patt, and mandatory redemption 
prior to maturity as described herein. 
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The Bonds currently bear interest at a Weekly Rate. From and after the Reoffering Date, 
the Bonds will bear interest at a Weekly Rate and will be payable on the first Business Day of 
each calendar month, commencing on January 2, 2009. The Bonds will continue to bear interest 
at the Weekly Rate until a Conversion to another Interest Rate Mode is specified by the 
Company or until the redemption or maturity of the Bonds. The permitted Interest Rate Modes 
for the Bonds are (i) the "Flexible Rate," (ii) the "Daily Rate," (iii) the "Weekly Rate," (iv) the 
"Semi-Annual Rate," (v) the "Annual Rate," (vi) the "Long Term Rate" and (vii) the "Dutch 
Auction Rate." Changes in the Interest Rate Mode will be effected, and notice of such changes 
will be given, as described below in "- Conversion of Interest Rate Modes and Changes of 
Long Term Rate Periods." 

During each Rate Period for an Interest Rate Mode (other than a Dutch Auction Rate), the 
interest rate or rates for the Bonds in that Interest Rate Mode, and Flexible Rate Periods for 
Bonds accruing interest at a Flexible Rate, will be determined by the Remarketing Agent in 
accordance with the Indenture; provided that the interest rate or rates borne by any Bonds may 
not exceed the lesser of (i) the maximum interest rate permitted by applicable law or (ii) 10% per 
annum. 

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

The Bonds initially will be issued solely in book-entry-only form through DTC (or its 
nominee, Cede & Co.). So long as the Bonds are held in the book-entry-only system, DTC or its 
nominee will be the registered owner or holder ofthe Bonds for all purposes of the Indenture, the 
Bonds and this Reoffering Circular. See "- Book-Entry-Only System" below. Individual 
purchases of book-entry interests in the Bonds will be made in book -entry-only form in 
(i) denominations of $50,000 and integral multiples thereof, if bearing interest at the Dutch 
Auction Rate, (ii) denominations of$100,000 or any integral multiple thereof, if bearing interest 
at the Daily Rate, the Weekly Rate or the Semi-Annual Rate, (iii) denominations of $100,000 or 
any integral multiple of $5,000 in excess of $100,000, if bearing interest at Flexible Rates, or 
(iv) denominations of$5,000 and integral multiples thereof, if bearing interest at the Annual Rate 
or the Long Term Rate. 
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Except as otherwise described below for Bonds held in DTC's book-entry-only system, 
the principal or redemption price of the Bonds is payable at the designated corporate trust office 
in New York, New York, of the Trustee, as paying agent (the "Paying Agent"). Except as 
otherwise described below for Bonds held in DTC's book-entry-only system, interest on the 
Bonds is payable by check mailed to the owner of record; provided that interest payable on each 
Bond will be payable in immediately available fimds by wire transfer within the continental 
United States or by deposit into a bank account maintained with the Paying Agent (i) if the 
Interest Rate Mode is the Daily Rate, the Weekly Rate, the Dutch Auction Rate or the Flexible 
Rate, or (ii) at the written request of any owner of record holding at least $1,000,000 aggregate 
principal amount of the Bonds, if the Interest Rate Mode is the Semi-Annual Rate, Annual Rate 
or Long Term Rate, received by the Trustee, as bond registrar (the "Bond Registrar"), at least 
one Business Day prior to any Record Date. Except as otherwise described below for Bonds 
held in DTC's book-entry-only system, if the Interest Rate Mode is the Flexible Rate, interest 
payable on each Bond will be paid only upon presentation and surrender of such Bond. 

Bonds may be transferred or exchanged for an equal total amount of Bonds of other 
authorized denominations upon surrender of such Bonds at the principal office of the Bond 
Registrar, accompanied by a written instrument oftransfer or authorization for exchange in form 
and with guaranty of signature satisfactory to the Bond Registrar, duly executed by the registered 
owner or the owner's duly authorized attorney. Except as provided in the Indenture, the Bond 
Registrar will not be required to register the transfer or exchange of any Bond (i) during the 
fifteen days before any mailing of a notice of redemption of Bonds, (ii) after such Bond has been 
called for redemption or (iii) for which a registered owner has submitted a demand for purchase 
(see "- Purchases of Bonds on Demand of Owner" below), or which has been purchased (see 
"- Payment of Purchase Price" below). Registration of transfers and exchanges will be made 
without charge to the registered owners of Bonds, except that the Bond Registrar may require 
any registered owner requesting registration of transfer or exchange to pay any required tax or 
governmental charge. 

The Bonds Are Not Insured 

Upon the issuance of the Letter of Credit on the Reoffering Date, the Municipal Bond 
Insurance Policy (the "Bond Insurance Policy") issued by Ambac Assurance Corporation 
("Ambac") on May 19, 2000 will have been irrevocably surrendered and cancelled. The Bonds 
described in this Reoffering Circular are not insured, and holders thereof will have no recourse 
to, under or against any bond insurance policy or bond insurer, including the aforementioned 
Bond Insurance Policy issued by Ambac. 

Tender Agent 

Owners may tender their Bonds, and in certain circumstances will be required to tender 
their Bonds, to the Tender Agent for purchase at the times and in the manner described herein 
under "- Summary of Certain Provisions ofthe Bonds," "- Purchases of Bonds on Demand of 
Owner," and "- Mandatory Purchases of Bonds." So long as the Bonds are held in DTC's 
book-entry-only system, the Trustee will act as Tender Agent under the Indenture. Any 
successor Tender Agent appointed pursuant to the Indenture will also be a Paying Agent. 
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Morgan Stanley & Co. Incorporated will act as the Remarketing Agent with respect to the 
Bonds (the "Remarketing Agent"). The Remarketing Agent may resign or be removed and a 
successor Remarketing Agent may be appointed in accordance with the terms of the Indenture 
and the Remarketing Agreement for the Bonds between the Remarketing Agent and the 
Company. 

Special Considerations Relating to the Remarketing Agent 

The Remarketing Agent is paid bv the Companv. 

The Remarketing Agent's responsibilities include determining the interest rate from time 
to time and remarketing Bonds that are optionally or mandatorily tendered by the owners thereof 
(subject, in each case, to the terms of the Remarketing Agreement), all as further described 
herein. The Remarketing Agent is appointed by the Issuer at the request of the Company and 
paid by the Company for its services. As a result, the interests of the Remarketing Agent may 
differ fi'om those of existing holders and potential purchasers of Bonds. 

The RelllarketjngAgent routine/v purchases bonds fOr its own account. 

The Remarketing Agent acts as remarketing agent for a variety of variable rate demand 
obligations and, in its sole discretion, routinely purchases such obligations for its own account in 
order to achieve a successful remarketing of the obligations (Le., because there are otherwise not 
enough buyers to purchase the obligations) or for other reasons. The Remarketing Agent is 
permitted, but not obligated, to purchase tendered Bonds for its own account and, if it does so, it 
may cease doing so at any time without notice. The Remarketing Agent may also make a market 
in the Bonds by routinely purchasing and selling Bonds other than in connection with an optional 
or mandatory tender and remarketing. Such purchases and sales may be at or below pal'. 
However, the Remarketing Agent is not required to make a market in the Bonds. The 
Remarketing Agent may also sell any Bonds it has purchased to one or more affiliated 
investment vehicles for collective ownership or enter into derivative arrangements with affiliates 
or others in order to reduce its exposure to the Bonds. The purchase of Bonds by the 
Remarketing Agent may create the appearance that there is greater third party demand for the 
Bonds in the market than is actually the case. The practices described above also may result in 
fewer Bonds being tendered in a remarketing. 

Bonds lIlav be offored a/ different prices on anv date. 

As more fully described under the caption "- Determination of Interest Rates for 
Interest Rate Modes," the Remarketing Agent shall determine the minimum rate of interest per 
annum which in the opinion of the Remarketing Agent, would be necessary on and as of such 
day to remarket the Bonds in a secondary market transaction at a price equal to the principal 
amount thereof plus accrued interest thereon, if any, provided that such rate of interest shall not 
exceed 10% per annum. The interest rate will reflect, among other factors, the level of market 
demand for the Bonds (including whether the Remarketing Agent is willing to purchase Bonds 
for its own account). There mayor may not be Bonds tendered and remarketed on a day that the 
rate on the Bonds are set, the Remarketing Agent mayor may not be able to remarket any Bonds 
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tendered for purchase on such date at pal' and the Remarketing Agent may sell Bonds at varying 
prices to different investors on such date or any other date. The Remarketing Agent is not 
obligated to advise purchasers in a remarketing if it does not have third party buyers for all of the 
Bonds at the remarketing price. In the event the Remarketing Agent owns any Bonds for its own 
account, it may, in its sole discretion in a secondary market transaction outside the tender 
process, offer such Bonds on any date, including the day that the rate on the Bonds are set, at a 
discount to pal' to some investors. 

The abilitv to sell the Bonds other than through the tender process mav be limited. 

The Remarl<eting Agent may buy and sell Bonds other than through the tender 
process. However, it is not obligated to do so and may cease doing so at any time without 
notice and may require holders that wish to tender their Bonds to do so through the 
Trustee with appropriate notice. Thus, investors who purchase the Bonds, whether in a 
remarketing or otherwise, should not assume that they will be able to sell their Bonds other 
than by tendering the Bonds in accordance with the tender process. 

Certain Definitions 

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

"Alternate Credit Facility" means an irrevocable letter of credit, a municipal bond 
insurance policy, a surety bond, a line or lines of credit, a guarantee or other similar agreement or 
agreements or any other agreement or agreements used to provide liquidity or credit support for 
the Bonds, satisfactory to the Company and the Remarketing Agent and containing 
administrative provisions reasonably satisfactory to the Trustee, issued and delivered to the 
Trustee in accordance with the Indenture. 

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

"Beneficial o.vnel)' means the person in whose name a Bond is recorded as such upon 
the systems of DTC and each DTC Participant (as defined herein) or the registered holder of 
such Bond if such Bond is not then registered in the name of Cede & Co. 

"Business Day" means any day other than (i) a Saturday or Sunday or legal holiday or a 
day on which banking institutions located in the city in which the principal office of the Trustee, 
the Bond Registrar, the Tender Agent, the Paying Agent, the Company, the Credit Facility Issuer 
or the Remarketing Agent is located are authorized by law or executive order to close or (ii) a 
day on which the New York Stock Exchange is closed. 

"Conversion" means any conversion fi'om time to time in accordance with the terms of 
the Indenture of the Bonds from one Interest Rate Mode to another Interest Rate Mode. 

7 



Attachment to Response to KU AG-l Question No. 217 
Page 167 of 221 

Arbough 

"Conversion Date" means the date on which any Conversion becomes effective. 

"Credit Facility" means an irrevocable direct pay letter of credit or other credit 
enhancement or liquidity support facility, or any combination thereof, delivered to and in favor 
of the Trustee for the benefit of the owners of the Bonds pursuant to the Indenture and 
designated as a "Credit Facility" under the Indenture, and includes the Initial Credit Facility or 
any Alternate Credit Facility delivered to the Trustee pursuant to the Indenture. 

"Credit Facility Issue,>' means the Initial Credit Facility Issuer and the issuer of any 
Credit Facility or Alternate Credit Facility subsequently in effect. 

"Daily Rate Period" means the period beginning on, and including, the Conversion Date 
to the Daily Rate and ending on and including the day preceding the next Business Day and each 
period thereafter beginning on and including a Business Day and ending on and including the 
day preceding the next succeeding Business Day until 'the day preceding the earlier of the 
Conversion to a different Interest Rate Mode or the maturity of the Bonds. 

"Dutch Auction Rate" means the rate of interest to be borne by the Bonds during each 
Dutch Auction Rate Period determined in accordance with the Indenture. 

"Dutch Auction Rate Period" means the period during which the Bonds bear interest at 
the Dutch Auction Rate. 

"Flexible Rate" means the Interest Rate Mode for the Bonds in which the interest rate for 
each Bond is determined with respect to that Bond during each Flexible Rate Period applicable 
to that Bond, as provided in the Indenture. 

"Flexible Rate Period" means with respect to any Bond, each period (which may be from 
one day to 270 days, or such lower maximum number of days as is then permitted under the 
Indenture) determined for such Bond, as provided in the Indenture. 

"Initial Credit Facility" means the irrevocable direct pay letter of credit issued by the 
Initial Credit Facility Issuer to the Trustee with respect to the Bonds on the Reoffering Date. 

"Initial Credit Facility Issue,>' means Commerzbank AG, New York Branch. 

"Interest Payment Date" means (i) if the Interest Rate Mode is the Daily Rate or the 
Weekly Rate, the first Business Day of each calendar month, (ii) ifthe Interest Rate Mode is the 
Flexible Rate, for each Bond the first Business Day following the last day of each Flexible Rate 
Period for such Bond, (iii) if the Interest Rate Mode is the Semi-Annual Rate, the Annual Rate or 
the Long Term Rate, May I and November 1; (iv) if the Interest Rate Mode is the Dutch Auction 
Rate Mode, the dates determined in accordance with the terms of the Indenture; and (v) any 
Conversion Date (including the date of a failed Conversion) or the effective date of a change to a 
new Long Term Rate Period for such Bonds. In any case, the final Interest Payment Date will be 
the maturity date ofthe Bonds. 
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"Interest Period' means for all Bonds (or for any Bond if the Interest Rate Mode is the 
Flexible Rate) the period from and including each Interest Payment Date to and including the 
day immediately preceding the next Interest Payment Date, provided, however that the first 
Interest Period for the Bonds will begin on (and include) the date of issuance of the Bonds and 
the final Interest Period will end on April 30, 2023. 

"Interest Rate Mode" means the Dutch Auction Rate, the Flexible Rate, the Daily Rate, 
the Weekly Rate, the Semi-Annual Rate, the Annual Rate and the Long Term Rate. 

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

"Prevailing Market Conditions" means, without limitation, the following factors: existing 
short-term or long-term market rates for secUl'ities, the interest on which is excluded fi'om gross 
income for federal income tax purposes; indexes of such short-term or long-term rates and the 
existing market supply and demand for secUl'ities bearing such short-term or long-term rates; 
existing yield curves for short-term or long-term securities for obligations of credit quality 
comparable to the Bonds, the interest on which is excluded fi'om gross income for federal income 
tax purposes; general economic conditions; industry economic and financial conditions that may 
affect or be relevant to the Bonds; and such other facts, circumstances and conditions as the 
Remarketing Agent, in its sole discretion, determines to be relevant. 

"Purchase Date" means any date on which Bonds are to be purchased on the demand of 
the registered owners thereof or are subject to mandatory purchase as described in the Indenture. 

"Reimbursement Agreement" means the Reimbursement Agreement, to be dated as of 
December 17, 2008, between the Company and the Initial Credit Facility Issuer, as the same may 
be amended fi'om time to time, and any other agreement between the Company and a Credit 
Facility Issuer, setting forth the obligations ofthe Company to such Credit Facility Issuer arising 
out of any payments under such Credit Facility and which provides that it will be deemed to be a 
Reimbursement Agreement for the purpose of the Indenture. 

"Semi-Annual Rate Period' means the period beginning on, and including, the 
Conversion Date to the Semi-Annual Rate, and ending on, and including, the day preceding the 
first Interest Payment Date thereafter and each successive six-month period thereafter beginning 
on and including an Interest Payment Date and ending on and including the day next preceding 
the next Interest Payment Date until the day preceding the earlier of the Conversion to a different 
Interest Rate Mode or the maturity of the Bonds. 
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"Weekly Rate Period' means the period beginning on, and including, the Conversion 
Date to the Weekly Rate, and ending on, and including, the next Tuesday, and thereafter the 
period beginning on, and including, each Wednesday and ending on, and including, the earliest 
of the next Tuesday, the day preceding the Conversion to a different Interest Rate Mode or the 
maturity of the Bonds. 

Summary of Certain Provisions of the Bonds 

The following table summarizes, for each of the permitted Interest Rate Modes (except 
the Dutch Auction Rate): the dates on which interest will be paid (Interest Payment Dates); the 
dates on which each interest rate will be determined (interest Rate Determination Dates); the 
period oftime (Interest Rate Periods) each interest rate will be in effect (provided that the initial 
Interest Rate Period for each Interest Rate Mode may begin on a different date from that 
specified, which date will be the Conversion Date or the date of a change in the Long Term Rate, 
as applicable); the dates on which registered owners may tender their Bonds for purchase to the 
Tender Agent and the notice requirements therefor (provided that while the Bonds are held in 
book-entry-only form, all notices of tender for purchase will be given by Beneficial Owners in 
the manner described under "- Purchases of Bonds on Demand of Owner - Notice Required 
for Purchases") (Purchase on Demand of Owner; Required Notice); the dates on which the 
Bonds are subject to mandatory tender for purchase (Mandatory Purchase Dates); the 
redemption provisions applicable to the Bonds (Redemption); the notice requirements for 
redemption and mandatory tender for purchase (Notices of Redemption and MandatOlY 
Purchases); and the manner by which registered owners will receive payments of principal, 
interest, redemption price and purchase price (Manner of Payment). All times stated are New 
York City time. 
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rLEXIBLE RATE 

Interest Payment Dates With respect to any Bond, the first 
Business Day following the last day of 
each Flexible Rate Period for that Bond. 

Interest Rate For each Bond, not later than 1:00 p.m. 
Determination Dates on the first day of each Flexible Rate 

Period for such Bond. 

Interest Rate Periods For each Bond, each Flexible Rate 
Period will be of a duration designated 
by the Remarketing Agent of one day to 
270 days (or lower maximum number as 
specified ill the Indenture); must end on 
a day immediately prior to a Business 
Day. 

Purchase on Demand of No purchase on demand of the owner. 
Owner; Required 
Notice· 

Mandatory Purchase Any Conversion Date; with respect to 
Dates each Bond, on each Interest Payment 

Date for such Bond; and upon delivelY, 
cancellation, substitution, extension, 
tel111ination or expiration of any Credit 
Facility or replaccment with Altemate 
Credit Facility. 

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

Noticcs of COIl\'crsioll, Not fewer than 15 days (30 days notice 
Redcmption and of Conversion to the Semi-Annual, 
i\Jandatol'Y PUI'ehases 

. 
Annual or Long Tenll Rate) or greater 
than 60 days for notice of Con vcrs ion or 
redemption. No notice ofmandatory 
purchase following end of each Flexible 
Rate Period. 

~[annel' of Payment Principal or redemption price upon 
surrender of the Bond to the Paying 
Agent; purchase price upon surrender of 
the Bond to the Tender Agent. 
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DAILYRHF; WEEKLY RATE 

The first Business Day of each The first Business Day of each 
calendar month. calendar month. 

Not later than 9:30 a.m. on Not latcr than lO:OO a.m. on the first 
each Business Day. day of each Weekly Rate Period or, if 

not a Business Day, on the next 
succeeding Business Day. 

From and including each From and including each 'Vedncsday 
Business Day to but not to and including the following 
including the next Business Tuesday. 
Day. 

Any Business Day; by written Any Business Day; by written notice 
or telephonic notice, promptly to the Tender Agent not later than 
continned in writing, to the 5:00 p.m. on a Business Day at least 
Tender Agent by 10:00 a.m. on seven days prior to the Purchase 
such Business Day. Date. 

Any Conversion Date; and Any Conversion Date; and upon 
upon delivery, cancellation, delivery, cancellation, substitution, 
substitution, extension, extension, tennination or expiration 
tennination or expiration of of any Credit Facility or replacement 
any Credit Facility or with Altemate Credit Facility. 
replacemcnt ""ith Alternate 
Credit Facility. 

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

Not fewer than 15 days (30 Not fewer than 15 days (30 days 
days notice of COil version to notice of Con version to the Semi-
the Semi-Annual, Annual or Annual, Annual or Long Tenn Rate) 
Long Tenn Rate) or greater or greater than 60 days for notice of 
than 60 days for notice of Conversion or redcmption. Not 
Conversion or redemption. fewer than 15 days or greater than 45 
Not fewer than 15 days or days for notice of mandatory 
greater than 45 days for notice purchase. 
of mandatory purchase. 

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

So long as DTC or its nominee is the registered owner of thc Bonds, notices of redemption and mandatory purchases shall be sent 
to Cede & Co" payments ofprincipaJ, redemption and purchase price of and interest on the Bonds will be paid through the facilities 
of DTC and notices of mandatory purchase may be given not less than five days prior to the Purchase Date. See "- Book-Entry
Only System" below. 
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SEMI-ANNUAL 

Interest Payment Date Each May 1 and November 1. 

Interest Rate Not later than 12:00 noon on the Business 
Determination Dates Day preceding the first day of the 

Semi-Annual Rate Period, 

Interest Rate Periods Each six-month period from and including 
each May 1 and November I to and 
including the day preceding the next 
Interest Payment Date. 

Purchase Oil Demand of On any Interest Payment Date; by \\Titten 
OwneI'j Required Notice 

. 
notice to the Tender Agent on any Business 
Day not later than the fifteenth day prior to 
the Purchase Date. 

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

Rate Period; and upon delivery, 
cancellation, substitutioll, extension, 
tennination or expiration of any Credit 
Facility or replacement \,-/ith Alternate 
Credit Facility. 

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

Noticcs of COllvcrsion, Not fewer than 30 days or greater than 60 
Redcmption and . days for notice of Conversion or 
Mandatory Purchases redemption. Not fewer than 15 days or 

greater than 45 days for notice of 
mandatory purchase. 

MalineI' ofPaymcnt Principal or redemption price upon 
surrender of the Bond to the Paying Agent; 
interest by check mailed to the registered 
owners or, upon request of registered 
O\\'ner, of$I,OOO,OOO or more of an 
individual issue of Bonds, in immediately 
available funds; purchase price upon 
surrender of the Bond to the Tender Agent. 

, 
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ANNUAl j LONG TERM 

Each May 1 and November 1. Each May 1 and November 1; any 
Conversion Date; and the effective date 
of an)' change to a new Long Tenn Rate 
Period. 

Not later than 12:00 nOOll on the Not later than 12:00 noon on the 
Business Day preceding the first Business Day preceding the first day of 
day of the Annual Rate Period. the Long Tenn Rate Period. 

Each one-year period from and Each period designated by the Company 
including each May 1 and of more than one year in duration and 
November 1 to and including the which is an integral multiple of six 
day immediately preceding the months, from and including the first day 
second Interest Payment Date of such period (May 1 and November 1) 
thereafter. to and including the day immediately 

preceding the last Interest Payment Date 
for that period. 

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

Any Conversion Datc; the first Any Conversion Date; the first Business 
Business Day after the end of Day after the end of each Long Tenn 
each Annual Rate Period; and Rate Period; the etTeetive date of a 
upon delivery, cancellation, change of Long Tenn Rate Period; and 
substitution, extensiOll, upon delivery, cancellation, substitution, 
tenllillation or expiration of any extension, telll1ination or expiration of 
Credit Facility or replacemcnt any Credit Facility or replacement with 
with Alternate Credit Facility. Alternate Credit Facility. 

Optional at par on the final Optional at times and prices dependent 
Interest Payment Date; on the length of the Long Tenn Rate 
Extraordinary Optional and Period; Extraordinary Optional and 
Mandatory at par, on any Mandatory at par, on any Business Day. 
Business Day. 

Not fewer than 30 days or greater Not fewer than 30 days or greater than 
than 60 days for notice of 60 days for notice of Conversion or 
Conversion or redemption. Not redemption. Not fewer than 15 days or 
fewer than 15 days or greater greater than 45 days for notice of 
than 45 days for notice of mandatory purchase. 
mandatory purchase. 

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

So long as DIC or its nominee is the registered O\\11er of the Bonds, notices of redemption and mandatOl), purchases shall be sent 
to Cede & Co., payments ofprincipai, redemption and purchase price of and interest on the Bonds will be paid through the facilities 
ofDTC and notices of mandatory purchase may be given not less than five days prior to the Purchase Date. See "- Book~Entry
Only System" below. 
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Determination of Interest Rates for Interest Rate Modes 

Dailv Rate. If the Interest Rate Mode for the Bonds is the Daily Rate, the interest rate on 
the Bonds for any Business Day will be the rate established by the Remarketing Agent no later 
than 9:30 a.m. (New York City time) on such Business Day as the minimum rate of interest 
necessary, in the judgment of the Remarketing Agent taking into account then Prevailing Market 
Conditions, to enable the Remarketing Agent to sell the Bonds on such Business Day at a price 
equal to the principal amount thereof, plus accrued interest, if any, thereon. For any day which is 
not a Business Day 01' if the Remarketing Agent does not give notice of a change in the interest 
rate, the interest rate on the Bonds will be the interest rate in effect for the immediately preceding 
Business Day. 

WeekiI' Rate. If the Interest Rate Mode for the Bonds is the Weekly Rate, the interest rate 
on the Bonds for a particular Weekly Rate Period will be the rate established by the Remarketing 
Agent no later than 10:00 a.m. (New York City time) on the first day of such Weekly Rate 
Period or, if such first day is not a Business Day, on the next succeeding Business Day, as the 
minimum rate of interest necessary, in the judgment of the Remarketing Agent taking into 
account then Prevailing Market Conditions, to enable the Remarketing Agent to sell the Bonds 
on such first day at a price equal to the principal amount thereof, plus accrued interest, if any, 
thereon. 

Flexible Rates and Flexible Rate Periods. If the Interest Rate Mode for the Bonds is the 
Flexible Rate, the interest rate on a Bond for a specific Flexible Rate Period will be the rate 
established by the Remarketing Agent no later than I :00 p.m. (New York City time) on the first 
day of that Flexible Rate Period as the minimum rate of interest necessary, in the judgment of the 
Remarketing Agent taking into account then Prevailing Market Conditions, to enable the 
Remarketing Agent to sell such Bond on that day at a price equal to the principal amount thereof. 
Each Flexible Rate Period applicable for a Bond will be determined separately by the 
Remarketing Agent on or prior to the first day of such Flexible Rate Period as being the Flexible 
Rate Period permitted under the Indenture which, in the judgment of the Remarketing Agent, 
taking into account then Prevailing Market Conditions, will, with respect to such Bond, 
ultimately produce the lowest overall interest cost on the Bonds while the Interest Rate Mode for 
the Bonds is the Flexible Rate. Each Flexible Rate Period wiII be from one day to 270 days in 
length and wiII end on a day preceding a Business Day. If the Remarketing Agent fails to set the 
length of a Flexible Rate Period for any Bond, a new Flexible Rate Period lasting to, but not 
including, the next Business Day (or until the earlier Conversion or maturity of the Bonds) will 
be established automatically in accordance with the Indenture. 

Semi-Annual Rate. If the Interest Rate Mode for the Bonds is the Semi-Annual Rate, the 
interest rate on the Bonds for a particular Semi-Annual Rate Period will be the rate established 
by the Remarketing Agent no later than 12:00 noon (New York City time) on the Business Day 
immediately preceding the first day of such Semi-Annual Rate Period as the minimum rate of 
interest necessary, in the judgment of the Remarketing Agent taking into account then Prevailing 
Market Conditions, to enable the Remarketing Agent to sell the Bonds on such first day at a price 
equal to the principal amount thereof. 
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Annual Rate. If the Interest Rate Mode for the Bonds is the Annual Rate, the interest rate 
on the Bonds for a particular Annual Rate Period will be the rate of interest established by the 
Remarketing Agent no later than 12:00 noon (New York City time) on the Business Day 
preceding the first day of such Annual Rate Period as the minimum rate of interest necessary, in 
the judgment of the Remarketing Agent taking into account then Prevailing Market Conditions, 
to enable the Remarketing Agent to sell the Bonds on such first day at a price equal to the 
principal amount thereof. 

Auction Rate. If the Interest Rate Mode for the Bonds is the Dutch Auction Rate, the 
interest rate on the Bonds for a particular Dutch Auction Rate Period will be the rate established 
in accordance with the procedures set forth in the Indenture. 

Long Terlll Rates and Long Term Rate Periods. If the Interest Rate Mode for the Bonds 
is the Long Term Rate, the interest rate on the Bonds for a patiicular Long Term Rate Period will 
be the rate established by the Remarketing Agent no later than 12:00 noon (New York City time) 
on the Business Day preceding the first day of such Long Term Rate Period as the minimum rate 
of interest necessary, in the judgment of the Remarketing Agent taking into account then 
Prevailing Market Conditions, to enable the Remarketing Agent to sell the Bonds on such first 
day at a price equal to the principal amount thereof. The Company will establish the duration of 
the Long Term Rate Period at the time that it directs the Conversion of the Interest Rate Mode to 
the Long Term Rate, and thereafter each successive Long Term Rate Period will be the same as 
the Long Term Rate Period so established by the Company until a different Long Term Rate 
Period is specified by the Company in accordance with the Indenture (in which case the duration 
of that Long Term Rate Period will control succeeding Long Term Rate Periods), subject in all 
cases to the occurrence of a Conversion Date or the maturity of the Bonds. Each Long Term 
Rate Period will be more than one year in duration, will be for a period which is an integral 
multiple of six months and will end on the day next preceding an Interest Payment Date; 
provided that if a Long Term Rate Period commences on a date other than a May 1 or 
November 1, such Long Term Rate Period may be for a period which is not an integral multiple 
of six months but will be of a duration as close as possible to (but not in excess of) such Long 
Term Rate Period established by the Company and will terminate on a day preceding an Interest 
Payment Date, and each successive Long Term Rate Period thereafter will be for the full period 
established by the Company until a different Long Term Rate Period is specified by the 
Company in accordance with the Indenture or until the occurrence of a Conversion Date or the 
maturity of the Bonds; provided further that no Long Term Rate Period will extend beyond the 
final maturity date of the Bonds. 

Failure to Determine Rate. If for any reason the interest rate for a Bond is not 
determined by the Remarketing Agent, except as described below under "- Conversion of 
Interest Rate Modes and Changes of Long Term Rate Periods - Change of Long Term Rate 
Period" and "- Cancellation of Conversion of Interest Rate Mode," the interest rate for such 
Bond for the next succeeding interest rate period will be the interest rate in effect for such Bond 
for the preceding interest rate period and, pursuant to the terms of the Indenture, there will be no 
change in the then applicable Long Term Rate Period or any Conversion fi'om the then 
applicable Interest Rate Mode. Notwithstanding the foregoing, if for any reason the interest rate 
for a Bond bearing interest at a Flexible Rate is not determined by the Remarketing Agent, the 
interest rate for such Bond for the next succeeding Interest Period will be equal to The Bond 
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Market Association Municipal Swap Index™ (the "Municipal Index") as defined in the 
Indenture and the Interest Period for such Bond will extend through the day preceding the next 
Business Day, until the Trustee is notified of a new Flexible Rate and Flexible Rate Period 
determined for such Bond by the Remarketing Agent. 

Conversion ofInterest Rate Modes and Changes of Long Terlll Rate Pcriods 

Method of Conversion. The Interest Rate Mode for the Bonds is subject to Conversion 
from time to time, in whole but not in pati, on the dates specified below under "- Limitations 
on Conversion," at the option of the Company, upon notice from the Bond Registrar to the 
registered owners of the Bonds, as described below. With any notice of Conversion, the 
Company must also deliver to the Bond Registrar and the Credit Facility Issuer an opinion of 
Bond Counsel stating that such Conversion is authorized or permitted by the Act and is 
authorized by the Indenture and will not adversely affect the exclusion from gross income of 
interest on the Bonds for federal income tax purposes. 

Conditions Precedent to Conversions. The following conditions are applicable to 
Conversions of the Bonds: 

(a) any Credit Facility to be held by the Trustee after the Conversion Date 
must be sufficient to covel' the principal of and accrued interest on the outstanding Bonds 
for the maximum Interest Period permitted for that particular Interest Rate Mode plus 
10 days at the maximum interest rate, and if a Credit Facility is to be held by the Trustee 
after the Conversion of the Bonds to a Long Term Rate Period, that Credit Facility must 
also extend for the entire Long Term Rate Period plus 10 days at the maximum interest 
rate; and 

(b) if a Credit Facility is then in effect and the purchase price of the Bonds 
under the Indenture includes any premium, the Trustee will be entitled to draw on that 
Credit Facility in an aggregate amount sufficient to pay the applicable purchase price 
(including such premium) or, in the alternative, available moneys will be available in the 
necessary amount and are applied to the payment of such premium. 

Limitations on Conversion. Any Conversion of the Interest Rate Mode for the Bonds 
must be in compliance with the following conditions: (i) the Conversion Date must be a date on 
which the Bonds are subject to optional redemption (see "- Redemptions - Optional 
Redemption" below); provided that any Conversion fi'om the Daily Rate Period to a Weekly Rate 
Period or fi'om the Weekly Rate Period to the Daily Rate Period must be on a Wednesday and, if 
the Conversion is to or fi'om a Dutch Auction Rate Period, the Conversion Date must be the last 
Interest Payment Date in respect of that Dutch Auction Rate Period; (ii) if the proposed 
Conversion Date would not be an Interest Payment Date but for the Conversion, the Conversion 
Date must be a Business Day; (iii) if the Conversion is from the Flexible Rate, (a) the 
Conversion Date may be no earlier than the latest Interest Payment Date established prior to the 
giving of notice to the Remarketing Agent of such proposed Conversion and (b) no further 
Interest Payment Date lllay be established while the Interest Rate Mode is then the Flexible Rate 
if such Interest Payment Date would occur after the effective date of that Conversion; and 
(iv) after a determination is made requiring mandatory redemption of all Bonds pursuant to the 
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Indenture (see "- Redemptions" below), no change in the Interest Rate Mode may be made 
prior to such mandatory redemption. 

Change of Long Term Rate Period. The Company may change from one Long Term 
Rate Period to another Long Term Rate Period on any Business Day on which the Bonds are 
subject to optional redemption as described under "- Redemptions - Optional Redemption" 
below upon notice from the Bond Registrar to the owners of Bonds as described below. With 
any notice of such change, the Company must also deliver an opinion of Bond Counsel stating 
that such change is authorized or permitted by the Act and is authorized by the Indenture and 
will not adversely affect the exclusion fi'om gross income of interest on the Bonds for federal 
income tax purposes. Notwithstanding the foregoing, the Long Term Rate Period will not be 
changed to a new Long Term Rate Period if (A) the Remarketing Agent has not determined the 
interest rate for the new Long Term Rate Period in accordance with the terms of the Indenture or 
(B) the Bond Registrar receives written notice from Bond Counsel prior to the effective date of 
the change to the effect that the opinion of such Bond Counsel required under the Indenture has 
been rescinded. Upon the occurrence of any of the events described in the preceding sentence, 
the Bonds will bear interest at the Weekly Rate commencing on the date which would have been 
the effective date of the proposed change of Long Term Rate Period, subject to the provisions 
described below under "- Cancellation of Conversion ofInterest Rate Mode." 

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

Cancellation of Conversion of Interest Rate Mode. Notwithstanding the foregoing, no 
Conversion will occur if (A) the Remarketing Agent has not determined the initial interest rate 
for the new Interest Rate Mode in accordance with the terms of the Indenture, (B) the Bonds that 
are to be purchased are not remarketed or sold by the Remarketing Agent or (C) the Bond 
Registrar receives written notice fi'om Bond Counsel prior to the opening of business on the 
effective date of Conversion to the effect that the opinion of such Bond Counsel required under 
the Indenture has been rescinded. If such Conversion fails to occur, such Bonds in the Dutch 
Auction Rate will remain in such Interest Rate Mode and Bonds in any other Interest Rate Mode 
will automatically be converted to the Weekly Rate (with the first period adjusted in length so 
that the last day of such period will be a Tuesday) at the rate determined by the Remarketing 
Agent on the failed Conversion Date; provided, that there must be delivered to the Issuer, the 
Trustee, the Tender Agent, the Company, the Credit Facility Issuer and the Remarketing Agent 
an opinion of Bond Counsel to the effect that determining the interest rate to be borne by the 
Bonds at a Weekly Rate is authorized or permitted by the Act and is authorized under the 
Indenture and will not adversely affect the exclusion from gross income of interest on the Bonds 
for federal income tax purposes. If such opinion is not delivered on the failed Conversion Date, 
the Bonds will bear interest for a Rate Period of the same type and of substantially the same 
length as the Rate Period in effect prior to the failed Conversion Date at a rate of interest 
determined by the Remarketing Agent on the failed Conversion Date (or if shorter, the Rate 
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Period ending on the date before the maturity date); provided that if the Bonds then bear interest 
at the Long Term Rate, and if such opinion is not delivered on the date which would have been 
the effective date of a new Long Term Rate Period, the Bonds will bear interest at the Annual 
Rate, commencing on such date, at an Annual Rate determined by the Remarketing Agent on 
such date. If the proposed Conversion of Bonds fails as described herein, any mandatory 
purchase of such Bonds will remain effective. 

Purchases of Bonds on Demand of Owner 

If the Bonds are in the book-entry-only system, demands for purchase may be made by 
Beneficial Owners only through such Beneficial Owner's Direct Participant (as defined under the 
caption "- Book-Entry-Only System"). If the Bonds are in cetiificated form, demands for 
purchase may be made only by registered owners. When the Interest Rate Mode is the Dutch 
Auction Rate, the Bonds are not subject to purchase on demand of the owners thereof. 

Dailv Rate. If the Interest Rate Mode for the Bonds is the Daily Rate, any Bond will be 
purchased on the demand of the registered owner thereof on any Business Day during a Daily 
Rate Period at a purchase price equal to the principal amount thereof plus accrued interest, if any, 
to the Purchase Date upon written notice or telephonic notice to the Tender Agent at its principal 
office not later than 10:00 a.m. (New York City time) on such Business Day. 

Weekly Rate. Ifthe Interest Rate Mode for the Bonds is the Weekly Rate, any Bond will 
be purchased on the demand of the registered owner thereof on any Business Day during a 
Weekly Rate Period at a purchase price equal to the principal amount thereof plus accrued 
interest,. if any, to the Purchase Date upon written notice to the Tender Agent at its principal 
office at or before 5:00 p.m. (New York City time) on a Business Day not later than the seventh 
day prior to the Purchase Date. 

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

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

Long Term Rate. If the Interest Rate Mode for the Bonds is the Long Term Rate, any 
Bond will be purchased on the demand of the registered owner thereof on the final Interest 
Payment Date for such Long Term Rate Period (unless such date is the final maturity date) at a 
purchase price equal to the principal amount thereof upon written notice to the Tender Agent at 
its principal office on a Business Day not later than the fifteenth day prior to such Purchase Date. 
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Limitations on Purchases on Demand or Owner. Notwithstanding the foregoing, there 
will be no purchase of (a) a portion of any Bond unless the portion to be purchased and the 
portion to be retained each will be in an authorized denomination or (b) any Bond upon the 
demand of the registered owner if an Event of Default under the Indenture with respect to the 
payment of principal of, interest on, or purchase price of, the Bonds has occurred and is 
continuing. Also, if the Interest Rate Mode for the Bonds is the Flexible Rate, the Bonds will not 
be subject to purchase on the demand of the registered owners thereof, but each Bond will be 
subject to mandatory purchase on each Conversion Date and on the Interest Payment Date with 
respect to such Bond, as described below under the caption "- Mandatory Purchases of Bonds." 

Notice Reauired fOr Purchases. Any written notice delivered to the Tender Agent by an 
owner demanding the purchase of Bonds must (A) be delivered by the time and dates specified 
above, (B) state the number and principal amount (or portion thereof) of such Bond to be 
purchased, (C) state the Purchase Date on which such Bond is to be purchased, (D) irrevocably 
request such purchase and state that the owner agrees to deliver such Bond, duly endorsed in 
blank for transfer, with all signatures guaranteed, to the Tender Agent at or prior to 11 :00 a.m. 
(1 :00 p.m. if a tender during a Daily Rate Period and 12:00 noon if a tender during a Weekly 
Rate Period) (New York City time) on such Purchase Date. 

Mandatory Purchases of Bonds 

Mandatory Purchase all Conversion Dates or Change bv the Company in Long Term 
Rate Period. The Bonds will be subject to mandatory purchase at a purchase price equal to the 
principal amount thereof, plus accrued interest, if any, to the Purchase Date, plus, if the Interest 
Rate Mode is the Long Term Rate, the redemption premium, if any, which would be payable as 
described under "- Redemptions - Optional Redemption" below, if the Bonds were redeemed 
on the Purchase Date (A) on each Conversion Date and (B) on the effective date of any change 
by the Company ofthe Long Term Rate Period. Such tender and purchase will be required even 
ifthe change in Long Term Rate Period or the Conversion is canceled pursuant to the Indenture. 

Mandatory Purchase on Each Interest Payment Date fOr Flexible Rate Period. 
Whenever the Interest Rate Mode for the Bonds is the Flexible Rate, each Bond will be subject 
to mandatory purchase at a purchase price equal to the principal amount thereof, without 
premium, plus accrued interest, if any, to the Purchase Date, on each Interest Payment Date that 
interest on such Bond is payable at an interest rate determined for the Flexible Rate. Owners of 
Bonds will receive no notice of such mandatory purchase. 

Mandator!' Purchase on Dav afler End ofthe Semi-Annual Rate Period. the Annual Rate 
Period or the Long Term Rate Period Whenever the Interest Rate Mode for the Bonds is the 
Semi-Annual Rate, the Annual Rate or the Long Term Rate, such Bonds will be subject to 
mandatory purchase on the Business Day following the end of each Semi-Annual Rate Period, 
Annual Rate Period or Long Term Rate Period, as the case may be, for such Bond at a purchase 
price equal to the principal amount thereof plus accrued interest, if any, to such date. 
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Mandator}' Purchase upon Deliver}'. Cancellation, Substitution. Extension, Termination 
or Expiration o{Any Credit Facility or Replacement with an Altel'l1ate Credit Facility, If, at the 
option of the Company, a Credit Facility (other than the initial Letter ofO'edit) is delivered with 
respect to the Bonds subsequent to the Reoffering Date, the Bonds will be subject to mandatory 
tender for purchase at a purchase price equal to 100% of the principal amount thereof, plus 
accrued interest, if any, to the Purchase Date on the date ofthe delivery ofthe Credit Facility, In 
addition, if the Bonds are secured by a Credit Facility, the Bonds will be subject to mandatory 
tender for purchase at a purchase price equal to 100% of the principal amount thereof, plus 
accrued interest, if any, (A) on the Interest Payment Date at least five days prior to the date of the 
cancellation of or the expiration of the term of the then current Credit Facility and (B) on the 
Interest Payment Date on which a Credit Facility is replaced with an Altel'l1ate Credit Facility, 

Notice to Owners a{MandatOll' Purchases, Notice to owners of a mandatory purchase of 
Bonds (except for mandatory purchase on each Interest Payment Date for Flexible Rate Periods) 
will be given by the Bond Registrar, by first class mail at least 15 days but not more than 45 days 
before the Purchase Date; provided, however, as an alternative to the foregoing, if DTC or its 
nominee is the registered owner of the Bonds, notice may be given to DTC not less than five 
days before the Purchase Date, The notice of mandatory purchase will state those matters 
required to be set forth therein under the Indenture, No notice of mandatory purchase will be 
given in connection with a mandatory purchase on an Interest Payment Date for a Flexible Rate 
Period, 

Remarketing and Purchase of Bonds 

The Indenture provides that, subject to the terms of a Remarketing Agreement with the 
Company, the Remat'keting Agent will use its reasonable best efforts to offer for sale Bonds 
purchased upon demand of the owners thereof and, unless otherwise instructed by the Company 
and with the consent of any Credit Facility Issuer, upon mandatory purchase, provided that 
Bonds will not be remarketed upon the occurrence and continuance of certain Events of Default 
under the Indenture, except in the sole discretion of the Remarketing Agent. Each such sale will 
be at a price equal to the principal amount thereof, plus interest accrued to the date of sale, The 
Remarketing Agent, the Trustee, the Paying Agent, the Bond Registrar or the Tender Agent each 
may purchase any Bonds offered for sale for its own account. 

On each date Bonds are to be purchased pursuant to optional or mandatory purchase 
under the Indenture, such Bonds will be purchased fi'om the following sources in the order of 
priority indicated, provided that funds derived fi'om clause (c) may not be combined with the 
funds derived from clauses (a) or (b) to purchase any Bonds: 

(a) proceeds of the remarketing of such Bonds to persons other than the 
Company, its affiliates or the Issuer and furnished to the Tender Agent by the 
Remarketing Agent and deposited directly into, and held in, the Remarketing Proceeds 
Subaccount of the Purchase Fund established with the Tender Agent under the Indenture; 

(b) proceeds of the Credit Facility, if any, furnished by the Trustee, as Tender 
Agent, and deposited by the Tender Agent directly into, and held in, the Credit Facility 
Subaccount of the Purchase Fund; and 

19 



Attachment to Response to KU AG-1 Question No. 217 
Page 179 of 221 

Arbough 

(c) moneys paid by the Company (including the proceeds of the remarketing 
of the Bonds to the Company, its affiliates or the Issuer) to pay the purchase price to the 
Tender Agent. 

If there is no Credit Facility in operation to secure the Bonds, any Bonds will be 
purchased with any moneys made available by the Company, including proceeds fi'om the 
remarketing of the Bonds. 

Payment of Purchase Price 

When a book-entry-only system is not in effect, payment of the purchase price of any 
Bond will be payable (and delivery of a replacement Bond in exchange for the portion of any 
Bond not purchased if such Bond is purchased in patt will be made) on the Purchase Date upon 
delivery of such Bond to the Tender Agent on such Purchase Date; provided that such Bond must 
be delivered to the Tender Agent: (i) at or prior to 12:00 noon (New York City time), in the case 
of Bonds delivered for purchase during a Weekly Rate Period or Flexible Rate Period, (ii) at or 
prior to 1:00 p.m. (New York City time), in the case of Bonds delivered for purchase during a 
Daily Rate Period or (iii) at or prior to 11:00 a.m. (New York City time), in the case of Bonds 
delivered for purchase during a Semi-Annual Rate Period, Annual Rate Period or Long Term 
Rate Period. If the date of such purchase is not a Business Day, the purchase price will be 
payable on the next succeeding Business Day. 

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

If the registered owner of any Bond (or portion thereof) that is subject to purchase 
pursuant to the Indenture fails to deliver such Bond with an appropriate instrument of transfer to 
the Tender Agent for purchase on the Purchase Date, and if the Tender Agent is in receipt of the 
purchase price therefor, such Bond (or portion thereof) nevettheless will be deemed purchased 
on the Purchase Date thereof. Any owner who so fails to deliver such Bond for purchase on 
( or before) the Purchase Date will have no further rights thereunder, except the right to receive 
the purchase price thereof fj'Oln those moneys deposited with the Tender Agent in the Purchase 
Fund pursuant to the Indenture upon presentation and surrender of such Bond to the Tender 
Agent properly endorsed for transfer in blank with all signatures guaranteed. 

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

(a) Whenever the Interest Rate Mode for the Bonds is the Daily Rate or the 
Weekly Rate, the Bonds will be subject to redemption at the option of the Issuer, upon 
the written direction ofthe Company, in whole or in part, at a redemption price oflOO% 
of the principal amount thereof, plus interest accrued, if any, to the redemption date, on 
any Business Day. 

(b) Whenever the Interest Rate Mode for a Bond is the Flexible Rate, such 
Bond will be subject to redemption at the option of the Issuer, upon the written direction 
of the Company, in whole or in part, at a redemption price of 100% of the principal 
amount thereof on any Interest Payment Date for that Bond. 

(c) Whenever the Interest Rate Mode for the Bonds is the Dutch Auction 
Rate, the Bonds will be subject to redemption at the option of the Issuer, upon the written 
direction of the Company, in whole or in pati, on the Business Day immediately 
succeeding any auction date, at a redemption price of 100% of the principal amount 
thereof, together with accrued interest to the redemption date. 

(d) Whenever the Interest Rate Mode for the Bonds is the Semi-Annual Rate, 
the Bonds will be subject to redemption at the option of the Issuer, upon the written 
direction of the Company, in whole or in part, at a redemption price of 100% of the 
principal amount thereof on any Interest Payment Date. 

(e) Whenever the Interest Rate Mode for the Bonds is the Annual Rate, the 
Bonds will be subject to redemption at the option of the Issuer, upon the written direction 
of the Company, in whole or in part, at a redemption price of 100% of the principal 
amount thereof on the final Interest Payment Date for each Annual Rate Period. 

(1) Whenever the Interest Rate Mode for the Bonds is the Long Term Rate, 
the Bonds will be subject to redemption at the option of the Issuer, upon the written 
direction of the Company, in whole 01' in part, (I) on the final Interest Payment Date for 
the then-current Long Term Rate Period at a redemption price of 100% of the principal 
amount thereof and (2) prior to the end of the then-current Long Term Rate Period at any 
time during the redemption periods and at the redemption prices set forth below, plus in 
each case interest accrued, if any, to the redemption date: 
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Commencement of 
Redemption Period 

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

Non-callable 

Redemption Price as 
Percentage of Principal 

101%, declining I % on the next 
succeeding anniversary of the first 
day of the redemption period, and 
thereafter 100% 

Non-callable 

Subject to certain conditions, including provision of an opinion of Bond Counsel that a change in 
the redemption provisions of the Bonds will not adversely affect the exclusion from gross 
income of interest on the Bonds for federal income tax purposes, the redemption periods and 
redemption prices may be revised, effective as of the Conversion Date, the date of a change in 
the Long Term Rate Period or a Purchase Date on the final Interest Payment Date during a Long 
Term Rate Period, to reflect Prevailing Market Conditions on such date as determined by the 
Remarketing Agent in its judgment. 

ExtraordinmJ' Optional Redemption in Whole. The Bonds may be redeemed by the 
Issuer in whole at any time at 100% of the principal amount thereof plus accrued interest to the 
redemption date upon the exercise by the Company of an option under the Loan Agreement to 
prepay the loan if any ofthe following events shall have occurred within 180 days preceding the 
giving of written notice by the Company to the Trustee of such election: 

(i) if in the judgment of the Company, unreasonable burdens or excessive 
liabilities have been imposed upon the Company after the issuance of the Bonds with 
respect to the Project or the operation thereof, including without limitation federal, state 
or other ad valorem property, income or other taxes not imposed on the date of the Bonds 
were issued, other than ad valorem taxes levied upon privately owned property used for 
the same general purpose as the Project; 

(ii) if the Project or a portion thereof or other property of the Company in 
connection with which the Project is used has been damaged 01' destroyed to such an 
extent so as, in the judgment of the Company, to render the Project 01' such other property 
of the Company in connection with which the Project is used unsatisfactory to the 
Company for its intended use, and such condition continues for a period of six months; 

(iii) there has occurred condemnation of all or substantially all of the Project or 
the taking by eminent domain of such use 01' control of the Project or other property of 
the Company in connection with which the Project is used so as, in the judgment of the 
Company, to render the Project or such other property of the Company unsatisfactory to 
the Company for its intended use; 
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(iv) in the event changes, which the Company cannot reasonably control, in 
the economic availability of materials, supplies, labor, equipment or other properties or 
things necessary for the efficient operation of the generating station where the Project is 
located have occlll'red, which, in the judgment of the Company, render the continued 
operation of such generating station or any generating unit at such station uneconomical; 
or changes in circumstances after the issuance of the Bonds, including but not limited to 
changes in solid waste disposal requirements, have occlll'red such that the Company 
determines that use of the Project is no longer required or desirable; 

(v) the Loan Agreement has become void or unenforceable or impossible of 
performance by reason of any changes in the Constitution of the Commonwealth of 
Kentucky or the Constitution of the United States of America or by reason oflegislative 
or administrative action (whether state or federal) or any final decree, judgment or order 
of any COlll't or administrative body, whether state or federal; or 

(vi) a final order or decree of any court or administrative body after the 
issuance of the Bonds requires the Company to cease a substantial patt of its operation at 
the generating station where the Project is located to such extent that the Company will 
be prevented fi'om carrying on its normal operations at such generating station for a 
period of six months. 

ExtraordinaJ)' Optional Redemption in Whole 01' in Pari. The Bonds are also subject to 
redemption in whole or in patt at 100% of the principal amount thereof plus accl'lled interest to 
the redemption date at the option of the Company in an amount not to exceed the net proceeds 
received from inslll'ance or any condemnation award received by the Issuer or the Company in 
the event of damage, destruction or condemnation of all or a portion of the Project, subject to 
receipt of an opinion of Bond Counsel that such redemption will not adversely affect the 
exclusion of interest on any of the Bonds fi'om gross income for federal income tax plll'poses, 
and such net proceeds must be applied to reimburse the Credit Facility Issuer for drawings under 
the Credit Facility to redeem the Bonds. See "Summary of the Loan Agreement -
Maintenance; Damage, Destl'llction and Condemnation." Such redemption may occur at any 
time, provided that if such event OCClll'S while the Interest Rate Mode for the Bonds is the Daily 
Rate, Weekly Rate, Flexible Rate or Semi-Annual Rate, such redemption must occur on a date 
on which the Bonds are otherwise subject to optional redemption as described above. 

A1andatOlY Redemption: Determination of Taxability. The Bonds are required to be 
redeemed by the Issuer, in whole, or in such part as described below, at a redemption price equal 
to 100% of the principal amount thereof, without redemption premium, plus accrued interest, if 
any, to the redemption date, within 180 days following a "Determination ofTaxability." As used 
herein, a "Determination ofTaxability" means the receipt by the Tl'lIstee of written notice from a 
current or former registered owner of a Bond or from the Company or the Issuer of (A) the 
issuance of a published or private I'lIling or a technical advice memorandum by the Internal 
Revenue Service in which the Company participated or has been given the opportunity to 
participate, and which I'lIling or memorandum the Company, in its discretion, does not contest or 
fi'om which no further right of administrative or judicial review or appeal exists, or (B) a final 
determination fi'om which no further right of appeal exists of any court of competent jurisdiction 
in the United States in a proceeding in which the Company has participated or has been a patty, 
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or has been given the 0ppOliunity to participate or be a pmiy, in each case, to the effect that as a 
result of a failure by the Company to perform or observe any covenant or agreement or the 
inaccuracy of any representation contained in the Loan Agreement or any other agreement or 
certificate delivered in connection with the Bonds, the interest on the Bonds is included in the 
gross income of the owners thereof for federal income tax purposes, other than with respect to a 
person who is a "substantial user" or a "related person" of a substantial user within the meaning 
of the Section 147 of Internal Revenue Code of 1986, as amended (the "Code"); provided, 
however, that no such Determination of Taxability shall be considered to exist as a result of the 
Trustee receiving notice from a current or former registered owner of a Bond or fi'Ol11 the Issuer 
unless (A) the Issuer or the registered owner or former registered owner of the Bond involved in 
such proceeding or action (I) gives the Company and the Trustee prompt 110tice of the 
commencement thereof, and (2) (if the Company agrees to pay all expenses in connection 
therewith) offers the Company the 0ppOliunity to control unconditionally the defense thereof, 
and (B) either (I) the Company does not agree within 30 days of receipt of such offer to pay such 
expenses and liabilities and to control such defense, or (2) the Company shall exhaust or choose 
not to exhaust all available proceedings for the contest, review, appeal or rehearing of such 
decree, judgment or action which the Company determines to be appropriate. No Determination 
of Taxability described above will result 11'0111 the inclusion of interest on any Bond in the 
computation of minimum or indirect taxes. All of the Bonds are required to be redeemed upon a 
Determination of Taxability as described above unless, in the opinion of Bond Counsel, 
redemption of a portion of such Bonds would have the result that interest payable on the 
remaining Bonds outstanding after the redemption would not be so included in any such gross 
income. 

In the event any of the Issuer, the Company or the Trustee has been put on notice or 
becomes aware of the existence or pendency of any inquiry, audit or other proceedings relating 
to the Bonds being conducted by the Internal Revenue Service, the party so put on notice is 
required to give immediate written notice to the other parties of such matters. Promptly upon 
learning of the occurrence of a Determination of Taxability (whether or not the same is being 
contested), or any of the events described above, the Company is required to give notice thereof 
to the Trustee and the Issuer. 

If the Intel'l1al Revenue Service or a court of competent jurisdiction determines that the 
interest paid or to be paid on any Bond (except to a "substantial user" ofthe Project or a "related 
person" within the meaning of Section 147(a) of the Code) is or was includable in the gross 
income of the recipient for federal income tax purposes for reasons other than as a result of a 
failure by the Company to perform or observe any of its covenants, agreements or 
representations in the Loan Agreement or any other agreement 01' certificate delivered in 
connection therewith, the Bonds are not subject to redemption. In such circumstances, 
Bondholders would continue to hold their Bonds, receiving principal and interest at the 
applicable rate as and when due, but would be required to include such interest payments in 
gross income for federal income tax purposes. Also, if the lien of the Indenture is discharged or 
defeased prior to the occurrence of a final Determination of Taxability, Bonds will not be 
redeemed as described herein. 
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General Redemption Terms. So long as a Credit Facility is in effect in respect of the 
Bonds, the redemption price (including accrued interest) will be paid from drawings under such 
Credit Facility or fi'om moneys which otherwise constitute Available Moneys under the 
Indenture. Notice of redemption will be given by mailing a redemption notice by first class mail 
to the registered owners of the Bonds to be redeemed not less than 30 days (15 days if the 
Interest Rate Mode for the Bonds is the Dutch Auction Rate, the Daily Rate, the Weekly Rate 01' 

the Flexible Rate) but not more than 60 days prior to the redemption date. Any notice mailed as 
provided in the Indenture will be conclusively presumed to have been given, irrespective of 
whether the owner receives the notice. Failure to give any such notice by mailing 01' any defect 
therein in respect of any Bond will not affect the validity of any proceedings for the redemption 
of any other Bond. No further interest will accrue on the principal of any Bond called for 
redemption after the redemption date if funds sufficient for such redemption have been deposited 
with the Paying Agent as of the redemption date. So long as the Bonds are held in 
book-entry-only form, all redemption notices will be sent only to Cede & Co. 

Bool<-Entry-Only System 

Portions of the following information concerning DTC and DTC's book-ently-only 
system have been obtained ji'om DTC. The Issuer, the Company and the Remarketing Agent 
make no representation as to the accuracy of sllch information. 

Initially, DTC will act as securities depository for the Bonds and the Bonds initially will 
be issued solely in book-eniry-only form to be held under DTC's book-entry-only system, 
registered in the name of Cede & Co. (DTC's partnership nominee). One fully registered bond 
in the aggregate principal amount ofthe Bonds will be deposited with DTC. 

DTC, the world's largest depository, is a limited-purpose trust company organized under 
the New York Banking Law, a "banking organization" within the meaning of the New York 
Banking Law, a member of the Federal Reserve System, a "clearing corporation" within the 
meaning of the New York Uniform Commercial Code, and a "clearing agency" registered 
pursuant to the provisions of Section 17 A of the Securities Exchange Act of 1934 
(the "Exchange Act"). DTC holds and provides asset servicing for over 2.2 million issues of 
U.S. and non-U.S. equity, corporate and municipal debt issues, and money market instruments 
from over 100 countries that DTC's participants ("Direct Participants") deposit with DTC. DTC 
also facilitates the post-trade settlement among Direct Participants of sales and other securities 
transactions in deposited securities, through electronic computerized book-entry transfers and 
pledges between Direct Participants' accounts. This eliminates the need for physical movement 
of securities certificates. Direct Participants include both U.S. and non-U.S. securities brokers 
and dealers, banks, trust companies, clearing corporations, and certain other organizations. DTC 
is a wholly-owned subsidiary of The Depository Trust & Clearing Corporation ("DTCC"). 
DTCC, in turn, is owned by a number of Direct Participants of DTC and Members of the 
National Securities Clearing Corporation, Fixed Income Clearing Corporation, and Emerging 
Markets Clearing Corporation (NSCC, PICC and EMCC, also subsidiaries ofDTCC), as well as 
by the New York Stock Exchange, Inc., the American Stock Exchange LLC and the National 
Association of Securities Dealers, Inc. Access to the DTC system is also available to others such 
as both U.S. and non-U.S. securities brokers and dealers, banks, trust companies, and clearing 
corporations that clear through or maintain a custodial relationship with a Direct Pmticipant, 
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either directly or indirectly ("Indirect Palticipants" and, together with "Direct Participants," 
"Participants"). DTC has Standard & Poor's highest rating: AAA. The DTC Rules applicable 
to its Participants are on file with the SEC. More information about DTC can be found at 
www.dtcc.com and www.dtc.org. 

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

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

Conveyance of notices and other communications by DTC to Direct Participants, by 
Direct Participants to Indirect Participants, and by Direct Participants and Indirect Participants to 
Beneficial Owners will be govel'lled by arrangements among them, subject to any statutory or 
regulatory requirements as may be in effect fi'om time to time. 

Redemption notices shall be sent to DTC. If less than all of the Bonds are being 
redeemed, DTC's practice is to determine by lot the amount of the interest of each Direct 
Participant to be redeemed. 

Neither DTC nor Cede & Co. (nor such other DTC nominee) will consent or vote with 
respect to the Bonds unless authorized by a Direct Participant in accordance with DTC's 
Procedures. Under its usual procedures, DTC mails an Omnibus Proxy to the Issuer as soon as 
possible after the record date. The Omnibus Proxy assigns Cede & Co.'s consenting or voting 
rights to those Direct Participants to whose accounts the Bonds are credited on the record date 
(identified in a listing attached to the Omnibus Proxy). 

Principal and interest payments on the Bonds will be made to Cede & Co. or such other 
nominee as may be requested by an authorized representative of DTC. DTC's practice is to 
credit Direct Participants' accounts, upon DTC's receipt of funds and corresponding detail 
information from the Issuer or the Trustee on the payable date in accordance with their 
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respective holdings shown on DTC's records. Payments by Participants to Beneficial Owners 
will be governed by standing inst1'llctions and customary practices, as is the case with securities 
held for the accounts of customers in bearer form or registered in "street name," and will be the 
responsibility of such Participant and not of DTC nor its nominee, the Trustee, the Company or 
the Issuer, subject to any statutory or regulatory requirements as may be in effect from time to 
time. Payment of principal and interest to Cede & Co. (or such other nominee as may be 
requested by an authorized representative of DTC) is the responsibility of the Issuer or the 
Trustee, disbursement of such payments to Direct Participants will be the responsibility of DTC, 
and disbursement of such payments to the Beneficial Owners will be the responsibility of Direct 
and Indirect Participants. 

A Beneficial Owner shall give notice to elect to have its Bonds purchased or tendered, 
through its Participant, to the Tender Agent, and shall effect delivery of such Bonds by causing 
the Direct Participant to transfer the Participant's interest in the Bonds, on DTC's records, to the 
Tender Agent. The requirement for physical delivery of Bonds in connection with a demand for 
purchase or a mandatory purchase will be deemed satisfied when the ownership rights in the 
Bonds are transferred by Direct Patticipants on DTC's records and followed by a book-entry 
credit oftendered Bonds to the Tender Agent's DTC account. 

DTC may discontinue providing its services as securities depository with respect to the 
Bonds at any time by giving reasonable notice to the Issuer, the Company, the Tender Agent and 
the T1'lIstee, or the Issuer, at the request of the Company, may remove DTC as the securities 
depository for the Bonds. Under such circumstances, in the event that a successor securities 
depository is not obtained, bond certificates are required to be delivered as described in the 
Indenture (see "- Revision of Book-Entry-Only System; Replacement Bonds" below). The 
Beneficial Owner, upon registration of certificates held in the Beneficial Owner's name, will 
become the registered owner ofthe Bonds. 

So long as Cede & Co. is the registered owner of the Bonds, as nominee of DTC, 
references herein to the registered owners of the Bonds will mean Cede & Co. and will not mean 
the Beneficial Owners. Under the Indenture, payments made by the T1'lIstee to DTC or its 
nominee will satisfY the Issuer's obligations under the Indenture, the Company's obligations 
under the Loan Agreement, to the extent of the payments so made. Beneficial Owners will not 
be, and will not be considered by the Issuer or the T1'lIstee to be, and will not have any rights as, 
owners of Bonds under the Indenture. 

The Trustee and the Issuer, so long as a book-entry-only system is used for the Bonds, 
will send any notice of redemption or of proposed document amendments requiring consent of 
registered owners and any other notices required by the document (including notices of 
Conversion and mandatory purchase) to be sent to registered owners only to DTC (or any 
successor securities depository) or its nominee. Any failure of DTC to advise any Direct 
Participant, or of any Direct Participant or Indirect Participant to notifY the Beneficial Owner, of 
any such notice and its content or effect will not affect the validity of the redemption of the 
Bonds called for redemption, the document amendment, the Conversion, the mandatory purchase 
or any other action premised on that notice. 
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The Issuer, the Company, the Trustee and the Remarketing Agent cannot and do not give 
any assurances that DTC will distribute payments on the Bonds made to DTC 01' its nominee as 
the registered owner 01' any redemption 01' other notices, to the Participants, 01' that the 
Participants 01' others will distribute such payments 01' notices to the Beneficial Owners, 01' that 
they will do so on a timely basis, 01' that DTC will serve and act in the manner described in this 
Reoffering Circular. 

THE ISSUER, THE COMPANY, THE REMARKETING AGENT AND THE 
TRUSTEE WILL HAVE NO RESPONSIBILITY OR OBLIGATION TO ANY DIRECT 
PARTICIPANT, INDIRECT PARTICIPANT OR ANY BENEFICIAL OWNER OR ANY 
OTHER PERSON NOT SHOWN ON THE REGISTRATION BOOKS OF THE TRUSTEE AS 
BEING A REGISTERED OWNER WITH RESPECT TO: (1) THE ACCURACY OF ANY 
RECORDS MAINTAINED BY DTC OR ANY DIRECT PARTICIPANT OR INDIRECT 
PARTICIPANT; (2) THE PAYMENT OF ANY AMOUNT DUE BY DTC TO ANY DIRECT 
PARTICIPANT OR BY ANY DIRECT PARTICIPANT OR INDIRECT PARTICIPANT TO 
ANY BENEFICIAL OWNER IN RESPECT OF THE PRINCIPAL AMOUNT OR 
REDEMPTION OR PURCHASE PRICE OF OR INTEREST ON THE BONDS; (3) THE 
DELIVERY OF ANY NOTICE BY DTC TO ANY DIRECT PARTICIPANT OR BY ANY 
DIRECT PARTICIPANT OR INDIRECT PARTICIPANT TO ANY BENEFICIAL OWNER 
WHICH IS REQUIRED OR PERMITTED TO BE GIVEN TO REGISTERED OWNERS 
UNDER THE TERMS OF THE INDENTURE; (4) THE SELECTION OF THE BENEFICIAL 
OWNERS TO RECEIVE PAYMENT IN THE EVENT OF ANY PARTIAL REDEMPTION 
OF THE BONDS; OR (5) ANY CONSENT GIVEN OR OTHER ACTION TAKEN BY DTC 
AS REGISTERED OWNER. 

Revision of Book-Ently-Only System: Replacement Bonds. In the event that DTC 
determines not to continue as securities depository 01' is removed by the Issuer, at the direction of 
the Company, as securities depository, the Issuer, at the direction of the Company, may appoint a 
successor securities depository reasonably acceptable to the Trustee. If the Issuer does not 01' is 
unable to appoint a successor securities depository, the Issuer will issue and the Trustee will 
authenticate and deliver fully registered Bonds, in authorized denominations, to the assignees of 
DTC 01' their nominees. 

In the event that the book-entry-only system is discontinued, the following provisions 
will apply. The Bonds may be issued in denominations of $50,000 and integral multiples 
thereof, if the Interest Rate Mode is the Dutch Auction Rate; in denominations of $5,000 and 
integral multiples thereof, if the Interest Rate Mode is the Annual Rate or the Long Term Rate; in 
denominations of$100,000 and integral mUltiples of$5,000 in excess thereof, if the Interest Rate 
Mode is the Flexible Rate; and in denominations of $100,000 and integral multiples thereof, if 
the Interest Rate Mode is the Daily Rate, the Weekly Rate or the Semi-Annual Rate. Bonds may 
be transferred 01' exchanged for an equal total amount of Bonds of other authorized 
denominations upon surrender of such Bonds at the principal office of the Bond Registrar, 
accompanied by a written instrument of transfer 01' authorization for exchange in form and with 
guaranty of signature satisfactory to the Bond Registrar, duly executed by the registered owner 
01' the owner's duly authorized attorney. Except as provided in the Indenture, the Bond Registrar 
will not be required to register the transfer 01' exchange of any Bond during the fifteen days 
before any mailing of a notice of redemption, after such Bond has been called for redemption in 
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whole or in part, or after such Bond has been tendered or deemed tendered for optional or 
mandatory purchase as described under "- Purchases of Bonds on Demand of Owner" and "
Mandatory Purchases of Bonds." Registration oftransfers and exchanges will be made without 
charge to the owners of Bonds, except that the Bond Registrar may require any owner requesting 
registration of transfer or exchange to pay any required tax or governmental charge. 

Security 

Payment ofthe principal of and interest and any premium on the Bonds are secured by an 
assignment by the Issuer to the Trustee of the Issuer's interest in and to the Loan Agreement and 
all payments to be made pursuant thereto (other than celtain indemnification and expense 
payments and notification rights). Pursuant to the Loan Agreement, the Company will agree to 
pay, among other things, amounts sufficient to pay the aggregate principal amount of and 
premium, if any, on the Bonds, together with interest thereon as and when the same become due. 
The Company further will agree to make payments of the purchase price of the Bonds tendered 
for purchase to the extent that funds are not otherwise available therefor under the provisions of 
the Indenture. 

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

The Letter of Credit 

The following summarizes certain provisions of the Leller of Credit and the 
Reimbursement Agreement. to which reference is made for the detailed provisions thereof 
Unless otherwise defined in this ReojJering Circular, capitalized terms in the following summary 
are lIsed as defined in the Letter of Credit and the Reimbursement Agreement. The Company is 
permitted under the Indenture to deliver an Alternate Credit Facility to replace the Leller of 
Credit. Any such Altel'11ate Credit Facility must meet certain requirements described in the 
Indenture. 

The Letter of Credit 

The Letter of Credit will be an irrevocable transferable direct pay letter of credit issued 
by the Bank in order to provide additional security for the payment of principal of, purchase 
price of, interest on and premium, if applicable, on any date when payments under the Bonds are 
due, including principal and interest payments and payments upon tender, redemption, 
acceleration or maturity of the Bonds. The Letter of Credit will provide for direct payments to or 
upon the order of the Trustee as set forth in the Letter of Credit in amounts sufficient to pay to or 
upon the order of the Trustee, upon request and in accordance with the terms thereof. 

The Letter of Credit will be issued in an amount equal to the aggregate principal amount 
of the outstanding Bonds, plus an amount that represents interest accl'lled thereon at an assumed 
rate of 10% pel' annum for 45 days (the "Credit Amount"). The Trustee, upon compliance with 
the terms of the Letter of Credit, is authorized to draw up to (a) an amount sufficient (i) to pay 
principal of the Bonds, when due, whether at maturity 01' upon redemption or acceleration, and 
(ii) to pay the pOltion of the purchase price of the Bonds delivered for purchase pursuant to a 
demand for pmchase by the owner thereof 01' a mandatory tender for purchase and not 
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remarketed (a "Liquidity Drawing") equal to the principal amount of the Bonds, plus (b) an 
amount not to exceed 45 days of accrued interest on such Bonds at an assumed rate of 10% per 
annum (i) to pay interest on the Bonds, when due, and (ii) to pay the portion of the purchase 
price of the Bonds, delivered for purchase pursuant to a demand for purchase by the owner 
thereof or a mandatory tender for purchase and not remarketed, equal to the interest accrued, if 
any, on the Bonds. 

The amount available under the Letter of Credit will be automatically reduced by the 
amount of any drawing thereunder, subject to reinstatement as described below. With respect to 
a drawing by the Trustee solely to pay interest on the Bonds on an Interest Payment Date, the 
amount available under the Letter of Credit will be automatically reinstated in the amount of 
such drawing effective on the earlier of (i) receipt by the Bank from the Company of 
reimbursement of any drawing solely to pay interest in full or (ii) at the opening of business on 
the eleventh calendar day after the date the Bank honors such drawing, unless the Trustee has 
received written notice from the Bank by the tenth calendar day after the date the Bank honors 
such drawing the Bank is not so reinstating the available amount due to the Company's failure to 
reimburse the Bank for such drawing in full, or that an event of default has occurred and is 
continuing under the Reimbursement Agreement and, in either case, directing, an acceleration of 
the Bonds pursuant to the Indenture. With respect to a Liquidity Drawing under the Letter of 
Credit, the amount available under the Letter of Credit will be automatically reduced by the 
principal amount of the Bonds purchased with the proceeds of such drawing plus the amount of 
accrued interest on such Bonds. In the event of the remarketing of the Bonds purchased with the 
proceeds of a Liquidity Drawing, the amount available under the Letter of Credit will be 
automatically reinstated upon receipt by the Bank or the Trustee on the Bank's behalf of an 
amount equal to such principal amount plus accrued interest. 

The Letter of Credit will terminate on the earliest to occur of: 

(a) the Bank's close of business on December 16, 2009 (such date, as 
extended from time to time in accordance with the Letter of Credit is defined as the 
"Stated Expiration Date"); 

(b) the Bank's close of business on the date which is five Business Days 
following the date of receipt by the Bank of a certificate from the Trustee certiiYing that 
(a) no Bonds remain Outstanding within the meaning of the Indenture, (b) all drawings 
required to be made under the Indenture and available under the Letter of Credit have 
been made and honored, (c) an Alternate Credit Facility has been delivered to the Trustee 
in accordance with the Indenture to replace the Letter of Credit or (d) all of the 
outstanding Bonds were convel1ed to Bonds bearing interest at a rate other than the Daily 
Rate or the Weekly Rate; 

(c) the Bank's close of business on the date of receipt by the Bank of a 
certificate fi'om the Trustee confirming that the Trustee is required to terminate the Letter 
of Credit in accordance with the terms of the Indenture; or 

(d) 
cel1ificate. 

the date on which the Bank receives and honors an acceleration drawing 
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Pursuant to the Reimbursement Agreement, the Company is obligated to reimburse the 
Bank for all amounts drawn under the Letter of Credit, and to pay interest on all such amounts. 
The Company has also agreed to pay the Bank a periodic fee for issuing and maintaining the 
Letter of Credit. 

The Reimbursement Agreement imposes various covenants and agreements, including 
various financial and operating covenants, on the Company. Such covenants include, but are not 
limited to, covenants relating to (i) inspection of the books and financial records of the 
Company; (ii) creation of liens; (iii) liquidations, mergers, consolidations or sales of all or 
substantially all of the Company's assets; and (iv) disposition of assets. Any such covenants 
may be amended, waived or modified at any time by the Bank and without the consent of the 
Trustee or the holders of the Bonds. Under certain circumstances, the failure ofthe Company to 
comply with such covenants may result in a mandatory tender or acceleration of the Bonds. 

The following events will constitute an "event of default" under the Reimbursement 
Agreement: 

(a) nonpayment of certain fees and other amounts required to be paid or 
reimbursed by the Company under the Reimbursement Agreement to the Bank within 
five days after the same was required to be paid; 

(b) any representation or warranty made or deemed made by or on behalf of 
the Company or any of its Significant Subsidiaries to the Bank under or in connection 
with the Reimbursement Agreement or any other Transaction Document, any advance or 
any certificate or information delivered pursuant to or in connection with the 
Reimbursement Agreement or any other Transaction Document, was false or misleading 
in any material respect as ofthe time it was made or furnished; 

(c) an "event of default" (not due to the Bank's failure to properly honor a 
drawing on the Letter of Credit) occurred under the Indenture or any of the other 
Transaction Documents and any applicable grace period has expired; 

(d) the breach by the Company or any of its Significant Subsidiaries of any of 
the terms or provisions of certain covenants contained in the Reimbursement Agreement 
including, but not limited to, covenants relating to the provision of notice to the Bank 
regarding an "event of default" or "default" under the Reimbursement Agreement, the 
corporate existence and license or qualification and good standing of the Company in 
jurisdictions in which it owns or leases property, the creation of liens, the liquidation, 
merger, consolidation or sale of all or substantially all of the assets of the Company and 
the disposition of assets; 

(e) the breach by the Company or any of its Significant Subsidiaries (other 
than a breach which constitutes a "default" described above) of any of the terms or 
provisions of the Reimbursement Agreement or any Security Document that is not 
remedied within thit1y (30) days after an executive officer of the Company has actual 
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knowledge of such default or written notice of such default has been given to the 
Company by the Bank; 

(f) the Bonds cease to be valid for any reason; 

(g) a default or event of default has occurred at any time under the terms of 
any other agreement involving borrowed money or the extension of credit or any other 
Indebtedness under which the Company or any of its Significant Subsidiaries may be 
obligated for the payment of $50,000,000 or more in the aggregate, and such breach, 
default or event of default continues beyond any period of grace permitted with respect 
thereto and as a result thereof such Indebtedness is accelerated, becomes due or is 
otherwise required to be repurchased or redeemed prior to the scheduled date of maturity 
thereof; 

(h) a proceeding has been instituted in a cOUli having jurisdiction in the 
premises seeking a decree or order for relief in respect ofthe Company or any Significant 
Subsidiary in an involuntary case under any applicable bankruptcy, insolvency, 
reorganization or other similar law now or hereafter in effect, or for the appointment of a 
receiver, liquidator, assignee, custodian, trustee, sequestrator, conservator (or similar 
official) of the Company or any Significant Subsidiary for any substantial part of its 
property, or for the winding-up or liquidation of its affairs, and such proceeding shall 
remain undismissed or unstayed and in effect for a period of sixty (60) consecutive days; 
such court shall enter a decree or order granting any of the relief sought in such 
proceeding; or the Company or any Significant Subsidiary shall consent, approve or 
otherwise acquiesce in any of the actions sought in such proceeding; 

(i) the Company or any Significant Subsidiary shall commence a voluntary 
case under any applicable bankruptcy, insolvency, reorganization or other similar law 
now or hereafter in effect, shall consent to the entry of an order for relief in an 
involuntary case under any such law, or shall consent to the appointment or taking 
possession by a receiver, liquidator, assignee, custodian, trustee, sequestrator, conservator 
(or other similar official) of itself or for any substantial part of its property or shall make 
a general assignment for the benefit of creditors, or shall fail generally to pay its debts as 
they become due, or shall take any action in furtherance of any of the foregoing; 

0) without the application, approval or consent of the Company or any of its 
Significant Subsidiaries, a receiver, trustee, examiner, liquidator or similar official shall 
be appointed for the Company or any of its Significant Subsidiaries, or for any substantial 
portion of its Property, or a proceeding described in paragraph (h) above has been 
instituted against the Company or any of its Significant Subsidiaries, and such 
appointment continues undischarged or such proceeding continues undismissed or 
unstayed for a period of 60 consecutive days; 

(k) any of the following occurs: (i) any Reportable Event which constitutes 
grounds under Section 4042 of ERISA for the termination of any Plan by the PBGC or 
the appointment of a trustee to administer or liquidate any Plan, shall have occurred and 
be continuing; (ii) a notice of intent to terminate any Plan shall have been filed with the 
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PBGC under Section 404 I of ERISA; (iii) the PBGC shall give notice under Section 
4042 of ERISA of its intent to institute proceedings to terminate any Plan or Plans or to 
appoint a trustee to administer or liquidate any Plan; (iv) the Company or any member of 
the ERISA Group shall fail to make any contributions when due to a Plan or a 
Multiemployer Plan; (v) the Company or any member of the ERISA Group shall make 
any amendment to a Plan with respect to which security is required under Section 307 of 
ERISA; (vi) the Company or any member of the ERISA Group shall withdraw 
completely or partially fi'om a Multiemployer Plan pursuant to Subtitle E of Title IV of 
ERISA; or (vii) the Company or any member of the ERISA Group shall withdraw within 
the meaning of Section 4063 of ERISA (or shall be deemed under Section 4062( e) of 
ERISA to withdraw) from a Multiple Employer Plan; and, with respect to any of such 
events specified in clause (i), (ii), (iii), (iv), (v), (vi) or (vii), such occurrence would be 
reasonably likely to result in a Material Adverse Effect; 

(I) any final judgment(s) or order(s) for the payment of money shall be 
entered against the Company or any of its Significant Subsidiaries by a court having 
jurisdiction in the premises which judgment is not discharged, vacated, bonded or stayed 
pending appeal within a period of thirty (30) days fi'om the date of entry if the aggregate 
uninsured amount of all such judgments and orders exceeds $50,000,000; 

(m) the Company or any of its Significant Subsidiaries ceases to conduct 
business (other than as permitted hereunder) or the Company is enjoined, restrained or in 
any way prevented by court order from conducting all or any material part of its business 
and such injunction, restraint or other preventive order is not dismissed within thirty (30) 
days after the entry thereof; or 

(n) E.ON AG fails to own, directly or indirectly, at least seventy-five percent 
(75%) of the outstanding Voting Capital of the Company. 

For purposes of the foregoing: 

"Bond Documents" means the Indenture, the Custody Agreement, the Loan Agreement, 
the Bonds and the Remarketing Agreement. 

"Material Adverse Effect" means (i) a material adverse change in the business, property, 
condition (financial or otherwise), operations or results of operations of the Company and its 
subsidiaries taken as a whole, (ii) a material adverse change in the ability of the Company to 
perform its obligation under the Transaction Documents or (iii) a material adverse change in the 
validity or enforceability of any of the Transaction Documents or the rights or remedies of the 
Bank thereunder. 

"Security Documents" means the Custody, Pledge and Security Agreement dated as of 
December 17, 2008 among the Trustee, the Company and the Bank with respect to any Bond 
purchased during the period from and including the date of its purchase with proceeds of a 
Liquidity Drawing to but excluding the date on which such Bond is purchased by any person as a 
result of a remarketing of such Bond pursuant to the Remarketing Agreement and the Indenture. 

33 



Attachment to Response to KU AG-l Question No. 217 
Page 193 of221 

Arbough 

"Transaction Documents" means, collectively, the Reimbursement Agreement, Bond 
Documents, the Security Documents and all other operative documents relating to the issuance, 
sale and securing of the Bonds (including without limitation any document(s) 01' instl'llment(s) 
thl'Ough which the Bonds are now or hereafter collateralized, such as mortgages, security 
agreements, etc.). 

Summary of the Loan Agreement 

The following. in addition to the provisions contained elsewhere in this ReojJering 
Circular, is a brief description of certain provisions of the Loan Agreement. This description is 
only a Slll11l11([1Y and does not plllport to be complete and definitive. Reference is made to the 
Loan Agreement for the detailed provisions thereof 

General 

The Loan Agreement initially commenced as of its initial date and is amended and 
restated as of September 1,2008 and will end on the earliest to occur of May 1,2023,01' the date 
on which all of the Bonds shall have been fully paid 01' pl'Ovision has been made for such 
payment pursuant to the Indenture. See "Summary of the Indenture - Discharge ofIndenture." 

The Company has agreed to repay the loan pursuant to the Loan Agreement by making 
timely payments to the Trustee in sufficient amounts to pay the principal of, premium, if any, 
and interest required to be paid on the Bonds on each date upon which any such payments are 
due. The Company has also agreed to pay (a) the agreed upon fees and expenses ofthe Trustee, 
the Bond Registrar, any Tender Agent and any Paying Agent appointed under the Indenture, 
(b) the expenses in connection with any redemption of the Bonds and (c) the reasonable expenses 
ofthe Issuer. 

The Company covenants and agrees with the Issuer that it will cause the purchase of 
tendered Bonds that are not remarketed in accordance with the Indenture and, to that end, the 
Company shall cause funds to be made available to the Tender Agent at the times and in the 
manner required to effect such purchases in accordance with the Indenture; provided, however, 
that the obligation of the Company to make any such payment will be reduced by the amount of 
(A) moneys paid by the Remarketing Agent as pl'Oceeds of the remarketing of such Bonds by the 
Remarketing Agent; (B) moneys drawn under a Credit Facility, if any, for the purpose of paying 
such purchase price and (C) other moneys made available by the Company (see "Summary of the 
Bonds - Remarketing and Purchase of Bonds"). 

All payments to be made by the Company to the Issuer pursuant to the Loan Agreement 
(except the reasonable out-of-pocket expenses of the Issuer, the Trustee, the Paying Agent, the 
Bond Registrar, the Tender Agent and amounts related to indemnification) have been assigned 
by the Issuer to the Trustee, and the Company will pay such amounts directly to the Trustee. The 
obligations of the Company to make the payments pursuant to the Loan Agreement are absolute 
and unconditional. 
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The Company and the Issuer have agreed not to take any action that would result in the 
interest paid on the Bonds being included in gross income of any Bondholder (other than a 
holder who is a "substantial user" of the Project or a "related person" within the meaning of 
Section 147(a) of the Code) for federal income tax purposes or that adversely affects the validity 
of the Bonds. 

Payment of Taxes 

The Company has agreed to pay certain taxes and other governmental charges that may 
be lawfully assessed, levied or charged against 01' with respect to the Project (see, however, 
subparagraph (i) under "Summary of the Bonds - Redemptions - Extraordinary Optional 
Redemption in Whole"). The Company may contest such taxes or other governmental charges 
unless the security provided by the Indenture would be materially endangered. 

Maintenance; Damage, Destruction and Condemnation 

So long as any Bonds are outstanding, the Company will maintain the Project or cause 
the Project to be maintained in good working condition and will make or cause to be made all 
propel' repairs, replacements and renewals necessary to continue to constitute the Project as solid 
waste disposal facilities under Section 142(a)(6) of the Code and the Act. However, the 
Company will have no obligation to maintain, repair, replace or renew any portion of the Project, 
the maintenance, repair, replacement or renewal of which becomes uneconomical to the 
Company because of certain events, including damage or destruction by a cause not within the 
Company's control, condemnation of the Project, change in government standards and 
regulations, economic 01' other obsolescence 01' termination of operation of generating facilities 
to the Project. 

The Company, at its own expense, may remodel the Project 01' make substitutions, 
modifications and improvements to the Project as it deems desirable, which remodeling, 
substitutions, modifications and improvements will be deemed, under the terms of the Loan 
Agreement to be a part of the Project. The Company may not, however, change or alter the basic 
nature of the Project or cause it to lose its status under Section 142(a)(6) of the Code and the Act. 

If, prior to the payment of all Bonds outstanding, the Project or any portion thereof is 
destroyed, damaged or taken by the exercise of the power of eminent domain and the Issuer or 
the Company receives net proceeds from insurance or a condemnation award in connection 
therewith, the Company must (i) cause such net proceeds to be used to repair or restore the 
Project or (ii) reimburse the Credit Facility Issuer for drawings under the Credit Facility for the 
redemption of the Bonds in whole or in part at their principal amount, which, by the opinion of 
Bond Counsel, will not adversely affect the exclusion of the interest on the Bonds from gross 
income for federal income tax purposes. See "Summary of the Bonds - Redemptions -
Extraordinary Optional Redemption in Whole or in Part." 
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The Company will insure the Project in a manner consistent with general industry 
practice. 

Assignment, Merger and Release of Obligations of the Company 

The Company may assign the Loan Agreement, pursuant to an opinion of Bond Counsel 
that such assignment will not adversely affect the exclusion of the interest on the Bonds from 
gross income for federal income tax purposes, without obtaining the consent of either the Issuer 
or the Trustee. Such assignment, however, shall not relieve the Company from primary liability 
for any of its obligations under the Loan Agreement and performance and observance of the 
other covenants and agreements to be performed by the Company. The Company may dispose 
of all or substantially all of its assets 01' consolidate with or merge into another corporation, 
provided the acquirer ofthe Company's assets or the corporation with which it shall consolidate 
with or merge into shall be a corporation or other business organization organized and existing 
under the laws of the United States of America or one of the states of the United States of 
America, shall be qualified and admitted to do business in the Commonwealth of Kentucky and 
shall assume in writing all of the obligations and covenants of the Company under the Loan 
Agreement. 

Release and Indemnification Covcnant 

The Company will indemnify and hold the Issuer harmless against any expense or 
liability incurred, including attorneys' fees, resulting from any loss or damage to property or any 
injury to or death of any person occurring on or about or resulting fi'om any defect in the Project 
or from any action commenced in connection with the financing thereof. 

Events of Default 

Each of the following events constitutes an "event of default" under the Loan Agreement: 

(1) failure by the Company to pay the amounts required for payment of the 
principal of, including purchase price for tendered Bonds and redemption and 
acceleration prices, and interest accrued, on the Bonds, at the times specified therein 
taking into account any periods of grace provided in the Indenture and the Bonds for the 
applicable payment of interest on the Bonds (see "Summary of the Indenture - Defaults 
and Remedies"); 

(2) failure by the Company to observe and perform any covenant, condition or 
agreement, other than as referred to in paragraph (1) above, for a period of thirty days 
after written notice by the Issuer or Trustee, provided, however, that if such failure is 
capable of being corrected, but cannot be corrected in such 30-day period, it will not 
constitute an event of default under the Loan Agreement if corrective action with respect 
thereto is instituted within such period and is being diligently pursued; or 

(3) certain events of bankruptcy, dissolution, liquidation, reorganization or 
insolvency of the Company. 
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Under the Loan Agreement, certain of the Company's obligations (other than the 
Company's obligation (i) not to permit any action which would result in interest paid on the 
Bonds being included in gross income for federal and Kentucky income taxes and (ii) to make 
loan payments and certain other payments under the provisions of the Loan Agreement) may be 
suspended if by reason of force majeure (as defined in the Loan Agreement) the Company is 
unable to carry out such obligations. 

Remedies 

Upon the happening of an event of default under the Loan Agreement, the Issuer may, 
among other things, take whatever action at law or in equity may appear necessary or desirable 
to collect the amounts then due and thereafter to become due, or to enforce performance and 
observance of any obligation, agreement or covenant of the Company, under the Loan 
Agreement. 

Any amounts collected upon the happening of any such event of default shall be applied 
in accordance with the Indenture or, if the Bonds have been fully paid (or provision for payment 
thereof has been made in accordance with the Indenture), made available to the Company. 

Options to Prepay, Obligation to Prepay 

The Company may prepay the loan pursuant to the Loan Agreement, in whole or in part, 
on certain dates, at the prepayment prices as shown under the captions "Summary of the Bonds 
- Redemptions - Optional Redemption," "- Extraordinary Optional Redemption in Whole" 
and "- Extraordinary Optional Redemption in Whole or in Part." Upon the occurrence of the 
event described under the caption "Summary of the Bonds - Redemptions - Mandatory 
Redemption; Determination of Taxability," the Company shall be obligated to prepay the loan in 
an aggregate amount sufficient to redeem the required principal amount ofthe Bonds. 

In each instance, the loan prepayment price shall be a sum sufficient, together with other 
funds deposited with the Tl'llstee and available for such purpose, to redeem the requisite amount 
of the Bonds at a price equal to the applicable redemption price plus accrued interest to the 
redemption date, and to pay all reasonable and necessary fees and expenses of the Tl'llstee, the 
Paying Agent and all other liabilities of the Company under the Loan Agreement accl'lled to the 
redemption date. 

Amendments and Modifications 

No amendment or modification of the Loan Agreement is permissible without the written 
consent of the Trustee. The Issuer and the Tl'llstee may, however, without the consent of or 
notice to any Bondholders, enter into any amendment or modification of the Loan Agreement 
(i) which may be required by the provisions of the Loan Agreement or the Indenture, (ii) for the 
purpose of curing any ambiguity or formal defect or omission, (iii) in connection with any 
modification or change necessary to conform the Loan Agreement with changes and 
modifications in the Indenture or (iv) in connection with any other change which, in the 
judgment of the Trustee, does not adversely affect the Trustee or the Bondholders. Except for 
such amendments, the Loan Agreement may be amended or modified only with the consent of 
the Bondholders holding a majority in principal amount of the Bonds then outstanding (see 
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"Summary of the Indenture - Supplemental Indentures" for an explanation of the procedures 
necessary for Bondholder consent); provided, however, that the approval of the Bondholders 
holding 100% in principal amount of the Bonds then outstanding is necessary to effectuate an 
amendment or modification with respect to the Loan Agreement of the type described in clauses 
(i) through (iv) of the first sentence of the second paragraph of "Summary of the Indenture -
Supplemental Indentures." Any amendments, changes or modification of the Loan Agreement 
that require the consent of the Bondholders must additionally be approved by the Credit Facility 
Issuer, if the Bonds are at the time secured by a Credit Facility. Additionally, so long as a Credit 
Facility is in place or while any amounts are outstanding under a Reimbursement Agreement, the 
Credit Facility Issuer must consent in writing to any amendment, change, or modification to the 
Agreement. 

Summary of the Indenture 

The following. in addition to the provisions contained elsewhere in this ReojJering 
Circul{/}; is a brief description of certain provisions of the Indenture. This description is only a 
SUlllm{/}y and does not purport to be cOlllplete and definitive. Reference is made to the Indenture 
for the detailed provisions thereof 

Security 

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

No Pecuniary Liability of the Issuer 

No provision, covenant or agreement contained in the Indenture or in the Loan 
Agreement, nor any breach thereof, shall give rise to any pecuniary liability of the Issuer or any 
charge upon its general credit or taxing powers. The Issuer has not obligated itself by making 
the covenants, agreements or provisions contained in the Indenture or in the Loan Agreement, 
except with respect to the Project and the application of the amounts assigned to payment of the 
principal of, premium, if any, and interest on the Bonds. 

The Bond Fund 

The payments to be made by the Company pursuant to the Loan Agreement to the Issuer 
and certain other amounts specified in the Indenture will be deposited into a Bond Fund 
established pursuant to the Indenture (the "Bond Fund") and will be maintained in trust by the 
Trustee. Moneys in the Bond Fund will be used for the payment of the principal of, premium, if 
any, and interest on the Bonds, and for the redemption of Bonds prior to maturity in the 
following order of priority: (i) proceeds of the Credit Facility, if any, deposited into the Bond 
Fund in accordance with the Indenture and (ii) any other moneys provided by or on behalf of the 
Company. Any moneys held in the Bond Fund will be invested by the Trustee at the specific 
written direction of the Company in certain Governmental Obligations, investment-grade 
corporate obligations and other investments permitted under the Indenture. 
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So long as a Credit Facility is then held by the Trustee and there is no default in the 
payment of principal or redemption price of or interest on the Bonds, any amounts in the Bond 
Fund provided by or on behalf of the Company will be paid to the Credit Facility Issuer to the 
extent of any amounts that the Company owes the Credit Facility Issuer pursuant to the 
Reimbursement Agreement. Any amounts remaining in the Bond Fund (first, from the proceeds 
of the Credit Facility, and second, fi'om the moneys provided by or on behalf of the Company) 
after payment in full of the principal or redemption price of and interest on the Bonds (or 
provision for payment thereof) and payment of any outstanding fees and expenses of the Trustee 
(including its reasonable attorney fees and expenses) will be paid, first, to the Credit Facility 
Issuer, to the extent of any amounts that the Company owes the Credit Facility Issuer pursuant to 
the Reimbursement Agreement and, second, to the Company. Any amounts remaining in the 
Bond Fund (i) after all of the outstanding Bonds have been paid and discharged, (ii) after 
payment of all fees, charges and expenses to the Issuer, the Trustee, the Registrar and the Paying 
Agent and of all other amounts required to be paid under the Indenture and the Loan Agreement 
and (iii) after the receipt by the Trustee of the written request of the Company for such payment, 
will be paid to the Credit Facility Issuer, if any, to the extent of any amounts that the Company 
owes to such Credit Facility Issuer pursuant to the Reimbursement Agreement, and then to the 
Company to the extent that those moneys are in excess of the amounts necessary to effect the 
payment and discharge of the outstanding Bonds. 

The Rebate Fund 

A Rebate Fund has been created by the Indenture (the "Rebate Fund") and is maintained 
as a separate fund free and clear of the lien of the Indenture. The Issuer, the Trustee and the 
Company have agreed to comply with all rebate requirements of the Code and, in particular, the 
Company has agreed that if necessary, it will deposit in the Rebate Fund any such amount as is 
required under the Code. However, the Issuer, the Trustee and the Company may disregard the 
Rebate Fund provisions to the extent that they receive an opinion of Bond Counsel that such 
failure to comply will not adversely affect the exclusion of the interest on the Bonds from gross 
income for federal income tax purposes. 

Discharge of Indenturc 

When all the Bonds and all fees and charges accrued and to accrue of the Trustee and the 
Paying Agent have been paid or provided for, and when proper notice has been given to the 
Bondholders or the Trustee that the propel' amounts have been so paid or provided for, and if the 
Issuer is not in default in any other respect under the Indenture, the Indenture shall become null 
and void. The Bonds will be deemed to have been paid and discharged when there have been 
irrevocably deposited with the Trustee moneys sufficient to pay the principal, premium, if any, 
and accrued interest on such Bonds to the due date (whether such date be by reason of maturity 
01' upon redemption) or, in lieu thereof, Governmental Obligations have been deposited which 
mature in such amounts and at such times as will provide the funds necessary to so pay such 
Bonds, and when all reasonable and necessary fees and expenses of the Trustee and the Paying 
Agent have been paid or provided for. 
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Notwithstanding anything to the contrary, if any Bonds are rated by a rating service, no 
such Bonds will be deemed to have been paid and discharged by reason of any deposit pursuant 
to the Indenture, unless each such rating service has confirmed in writing to the Trustee that its 
rating will not be withdrawn or lowered as a result of any such deposit. 

So long as the Company owes any amounts to the Credit Facility Issuer, if any, pursuant 
to the Reimbursement Agreement: (A) the lien of the Indenture may not be discharged; (B) such 
Credit Facility Issuer shall be subrogated to the extent of such amounts owed by the Company to 
such Credit Facility Issuer to all rights of the Bondholders to enforce the payment of the Bonds 
fi'om the revenues and all other rights of the Bondholders under the Bonds, the Indenture and the 
Loan Agreement; (C) the Bondholders will be deemed paid to the extent of money drawn by the 
Trustee under the Credit Facility; and (D) subject to the Indenture, the Trustee will sign, execute 
and deliver all documents or instruments and do all things that may be reasonably required by the 
Credit Facility Issuer to effect the Credit Facility Issuer's subrogation of rights of enforcement 
and remedies set forth in the Indenture. 

Defaults and Remedies 

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

(a) failure to make payment of any installment of interest on any Bond (i) if 
such Bond bears interest at other than the Long Term Rate, within a period of one 
Business Day from the due date, and (ii) if such Bond bears interest at the Long Term 
Rate, within a period of five Business Days from the due date; 

(b) failure to make punctual payment of the principal of, or premium, if any, 
on any Bond on the due date, whether at the stated maturity thereof, or upon proceedings 
for redemption, or upon the maturity thereof by declaration or if payment of the purchase 
price of any Bond required to be purchased pursuant to the Indenture is not made when 
such payment has become due and payable; 

( c) failure of the Issuer to perform or observe any other of the covenants, 
agreements 01' conditions in the Indenture 01' in the Bonds which failure continues for a 
period of 30 days after written notice by the Trustee, provided, however, that if such 
failure is capable of being cured, but cannot be cured in such 3D-day period, it will not 
constitute an event of default under the Indenture if corrective action in respect of such 
failure is instituted within such 3D-day period and is being diligently pursued; 

(d) the occurrence of an "event of default" under the Loan Agreement (see 
"Summary of the Loan Agreement - Events of Default"); 

(e) written notice from the Credit Facility Issuer to the Trustee of an event of 
default under the Reimbursement Agreement, by reason of which the Trustee has been 
directed to accelerate the Bonds; or 

(f) if a Credit Facility is then held by the Trustee, on or before the close of 
business on the tenth calendar day following the honoring of a drawing under such Credit 
Facility to pay interest on the Bonds on an Interest Payment Date, written notice from the 
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Credit Facility Issuer to the Trustee that the interest component of the Credit Facility will 
not be reinstated. 

Upon the occurrence of an Event of Default under clauses (a), (b), (e) or (f) above, the 
Trustee must: (i) declare the principal of all Bonds and interest accrued thereon to be 
immediately due and payable; (ii) declare all payments under the Loan Agreement to be 
immediately due and payable and enforce each and every other right granted to the Issuer under 
the Loan Agreement for the benefit of the Bondholders; and (iii) if a Credit Facility securing the 
Bonds is in effect, make an immediate drawing under the Credit Facility in accordance with its 
terms and deposit the proceeds of such drawing in the Bond Fund pending application to the 
payment of principal of the Bonds, subject to the provisions of the Indenture reserving to the 
Credit Facility Issuer the right to direct default proceedings and providing for termination of 
default proceedings upon celtain occurrences. 

Interest on the Bonds will cease to accrue on the date of issuance of the declaration of 
acceleration of payment of principal and interest on the Bonds. 

In exercising such rights, the Trustee will take any action that, in the judgment of the 
Trustee, would best serve the interests of the registered owners. Upon the occurrence of an 
Event of Default under the Indenture, the Trustee may also proceed to pursue any available 
remedy by suit at law or in equity to enforce the payment of the principal of, premium, if any, 
and interest on the Bonds then outstanding. 

If the Trustee recovers any moneys following an Event of Default, unless the principal of 
the Bonds shall have been declared due and payable, all such moneys shall be applied in the 
following order: (i) to the payment of the fees, expenses, liabilities and advances incurred or 
made by the Trustee and the Paying Agent, (ii) to the payment of all interest then due on the 
Bonds and (iii) to the payment of unpaid principal and premium, if any, of the Bonds. If the 
principal of the Bonds has become due or has been accelerated, such moneys shall be applied in 
the following order: (i) to the payment of the fees, expenses, liabilities and advances incurred or 
made by the Trustee and the Paying Agent and (ii) to the payment of principal of and interest 
then due and unpaid on the Bonds. In each case, however, Trustee and Paying Agent fees or 
costs will not be payable fi'om moneys derived fi'om Credit Facility drawings, any remarketing 
proceeds or moneys constituting certain Available Moneys under the Indenture. 

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

Any judgment against the Issuer pursuant to the exercise of rights under the Indenture 
shall be enforceable only against specific assigned payments, funds and accounts under the 
Indenture in the hands of the Trustee. No deficiency judgment shall be authorized against the 
general credit ofthe Issuer. 
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No default under paragraph (c) above shall constitute an Event of Default until actual 
notice is given to the Issuer and the Company by the Trustee, or to the Issuer, the Company and 
the Trustee by the registered owners holding not less than 25% in aggregate principal amount of 
all Bonds outstanding or the Issuer and the Company shall have had thirty days after such notice 
to correct the default and failed to do so. If the default is such that it cannot be corrected within 
the applicable period but is capable of being cured, it will not constitute an Event of Default if 
corrective action is instituted within the applicable period. 

Notwithstanding the foregoing, in addition to the rights of the Trustee and the 
Bondholders to direct proceedings as described above, if a Credit Facility is in effect, for so long 
as such Credit Facility is outstanding and the Credit Facility Issuer is not in default in its duties 
under the Indenture or the Credit Facility, the Credit Facility Issuer issuing will have the absolute 
right to direct all proceedings on behalf of the Bondholders of the Bonds. Additionally, if the 
Event of Default which has occurred is an Event of De fa lilt under paragraphs (e) or (1) above, the 
Credit Facility Issuer, if any, will have no right to direct the Trustee or the Bondholders with 
respect to any matters, including remedies, and the holders of a majority in aggregate principal 
amount of the Bonds then outstanding, will have the right, at any time, by an instrument or 
instruments in writing executed and delivered to the Trustee, to direct the time, method and place 
of conducting all proceedings to be taken in connection with the enforcement of the terms and 
conditions of the Indenture, or for the appointment of a receiver or any other proceedings 
hereunder; provided, that such direction shall not be otherwise than in accordance with the 
provisions of law and of the Indenture. 

If an Event of Default has occurred under the Indenture due to failure by the Credit 
Facility Issuer, if any, to honor a properly presented and conforming drawing by the Trustee 
under the Credit Facility then in effect in accordance with the terms thereof, all obligations of the 
Trustee to the Credit Facility Issuer and all rights of such Credit Facility Issuer under the 
Indenture will be suspended until the earlier of the cure of such failure or all of the Bonds have 
been paid in full. 

Waiver of Events of Default 

Except as provided below, the Trustee may in its discretion waive any Event of Default 
under the Indenture and shall do so upon the written request of the registered owners holding a 
majority in principal amount of all Bonds then outstanding. If, after the principal of all Bonds 
then outstanding shall have been declared to be due and payable and prior to any judgment or 
decree for the appointment of a receiver or for the payment of the moneys due shall have been 
entered, (i) the Company has caused to be deposited with the Trustee a sum sufficient to pay all 
matured installments of interest upon all Bonds and the principal of and premium, if any, on any 
and all Bonds which shall have become due otherwise than by reason of such declaration and the 
expenses of the Trustee in connection with such default (with interest thereon as provided in the 
Indenture) and (ii) all Events of Default under the Indenture (other than nonpayment of the 
principal of Bonds due by said declaration) shall have been remedied, then such Event of Default 
shall be deemed waived and such declaration and its consequences rescinded and annulled by the 
Trustee. Such waiver, rescission and annulment shall be binding upon all Bondholders. No such 
waiver, rescission and annulment shall extend to or affect any subsequent Event of Default or 
impair any right or remedy consequent thereon. 
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The Trustee may not waive any default under clauses (e) 01' (f) above unless the Trustee 
has received in writing fi'om the Credit Facility Issuer a written notice of full reinstatement ofthe 
full amount of the Credit Facility and a written rescission of the notice of the Event of Default. 

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

Supplemental Indentures 

The Issuer and the Trustee may enter into indentures supplemental to the Indenture 
without the consent of or notice to, the Bondholders in order (i) to cure any ambiguity or formal 
defect or omission in the Indenture, (ii) to grant to the Trustee, as may lawfully be granted, 
additional rights for the benefit of the Bondholders, (iii) to subject to the Indenture additional 
revenues, properties 01' collateral, (iv) to permit qualification of the Indenture under any federal 
statute or state blue sky law, (v) to add additional covenants and agreements of the Issuer for the 
protection of the Bondholders or to surrender or limit any rights reserved to the Issuer, (vi) to 
make any modification or change to the Indenture which, in the sole judgment of the Trustee, 
does not adversely affect the Trustee or any Bondholder, (vii) to make amendments to provisions 
relating to federal income tax matters under the Code or other relevant provisions if, in the 
opinion of Bond Counsel, those amendments would not adversely affect the exclusion of the 
interest on the Bonds from gross income for federal income tax purposes, (viii) to make any 
modifications 01' changes to the Indenture necessary to provide the securing of a Credit Facility 
01' Alternate Credit Facility or any liquidity or credit support of any kind for the security of the 
Bonds (including without limitation any line of credit, letter of credit, guaranty agreement or 
insurance coverage), including any modifications of the Indenture or the Agreement necessary to 
upgrade or maintain the then applicable ratings on the Bonds; or (ix) to permit the issuance ofthe 
Bonds in other than book-entry-only form or to provide changes to or for the book-entry system. 

Subject to the consent of the Credit Facility Issuer, if any, exclusive of supplemental 
indentures for the purposes set forth in the preceding paragraph, the consent of registered owners 
holding a majority in principal amount of all Bonds then outstanding is required to approve any 
supplemental indenture, except no such supplemental indenture shall permit, without the consent 
of all of the registered owners of the Bonds then outstanding, (i) an extension of the maturity of 
the principal of 01' the interest on any Bond issued under the Indenture or a reduction in the 
principal amount of any Bond or the rate of interest or time of redemption or redemption 
premium thereon, (ii) a privilege 01' priority of any Bond 01' Bonds over any other Bond or 
Bonds, (iii) a reduction in the principal amount of the Bonds required for consent to such 
supplemental indenture or (iv) the deprivation of any registered owners of the lien of the 
Indenture. 

If at any time the Issuer shall request the Trustee to enter into any supplemental indenture 
requiring the consent of the registered owners of the Bonds, the Trustee, upon being 
satisfactorily indemnified with respect to expenses, must notifY all such registered owners. Such 
notice shall set forth the nature of the proposed supplemental indenture and shall state that copies 
thereof are on file at the principal office of the Trustee for inspection. If, within sixty days (01' 

such longer period as shall be prescribed by the Issuer 01' the Company) following the mailing of 
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such notice, the registered owners holding the requisite amount of the Bonds outstanding shall 
have consented to the execution thereof, no Bondholder shall have any right to object or question 
the execution thereof. 

No supplemental indenture shall become effective unless the Company consents to the 
execution and delivery of such supplemental indenture. The Company shall be deemed to have 
consented to the execution and delivery of any supplemental indenture if the Trustee does not 
receive a notice of protest or objection signed by the Company on or before 4:30 p.m., local time 
in the city in which the principal office of the Trustee is located, on the fifteenth day after the 
mailing to the Company of a notice of the proposed changes and a copy of the proposed 
suppleme~tal indenture. 

Notwithstanding the foregoing, any Supplemental Indenture that requires the consent of 
the Bondholders that (i) is to become effective while a Credit Facility is in place or while any 
amounts are outstanding under any Reimbursement Agreement and (ii) adversely affects the 
Credit Facility Issuer will not become effective unless and until the Credit Facility Issuer 
consents in writing to the execution and delivery of such Supplemental Indenture. 

Cancellation of Credit Facility; Delivery of Altel'llate Credit Facility 

The Trustee will, at the written direction of the Company but subject to the conditions 
described in this paragraph and the receipt of an Opinion of Bond Counsel stating that the 
cancellation of such Credit Facility is authorized under the Indenture and under the Act and will 
not adversely affect the exclusion from gross income of interest on the Bonds for federal income 
tax purposes, cancel any Credit Facility in accordance with the terms thereof which cancellation 
may be without substitution therefor or replacement thereof; provided, that any such cancellation 
will not become effective, surrender of such Credit Facility will not take place and that Credit 
Facility will not terminate, in any event, until (i) payment by the Credit Facility Issuer has been 
made for any and all drawings by the Trustee effected on or before such cancellation date 
(including, if applicable, any drawings for payment of the purchase price of Bonds to be 
purchased pursuant to the Indenture in connection with such cancellation) and (ii) if the Bonds 
are in an Long Term Rate Period, only if the then current Long Term Rate Period for the Bonds 
is ending on, or the Bonds are subject to optional redemption on, the Interest Payment Date 
immediately preceding the date of such cancellation. Upon written notice given by the Company 
to the Trustee at least 20 days (35 days if the Bonds are bearing interest at the Long Term Rate) 
prior to the date of cancellation of any Credit Facility of such cancellation and the effective date 
of such cancellation, the Trustee will surrender such Credit Facility to the Credit Facility Issuer 
by which it was issued on or promptly after the effective date of such cancellation in accordance 
with its terms; provided, that such notice will not be given in any event, if the purchase price of 
any Bonds to be purchased pursuant to the Indenture in connection with such cancellation 
includes any premium unless the Company has certified in such notice that the Trustee can draw 
under a Credit Facility (other than any Alternate Credit Facility being delivered in connection 
with such cancellation) on the purchase date related to such purchase of Bonds in an aggregate 
amount sufficient to pay the premium due upon such purchase of Bonds on such purchase date. 
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The Company may, at its option, provide for the delivery to the Trustee of an Alternate 
Credit Facility in replacement of any Credit Facility then in effect. At least 20 days (35 days if 
the Interest Rate on the Bonds is a Long Term Rate) prior to the date of delivery of an Alternate 
Credit Facility to the Trustee, the Company must give notice, which notice will also be given to 
the Remarketing Agent, of such replacement to the Trustee, together with an Opinion of Bond 
Counsel to the effect that the delivery of such Alternate Credit Facility to the Trustee is 
authorized under the Indenture and the Act and complies with the terms thereof and that the 
delivery of such Alternate Credit Facility will not adversely affect the exclusion fi'om gross 
income of interest on the Bonds for federal income tax purposes. The Trustee will then accept 
such Alternate Credit Facility and surrender the previously held Credit Facility, if any, to the 
previous Credit Facility Issuer for cancellation promptly on or after the 5th day after the 
Alternate Credit Facility becomes effective; provided, however, that such Alternate Credit 
Facility must become effective on an Interest Payment Date and, if the Bonds are in a Long Term 
Rate Period, such Alternate Credit Facility may only become effective on either the last Interest 
Payment Date for such Long Term Rate Period or an Interest Payment Date on which the Bonds 
are subject to optional redemption. The notice given to the Trustee shall also be given to the 
Issuer, the then current Credit Facility Issuer, Moody's, if the Bonds are then rated by Moody's, 
and S&P, if the Bonds are then rated by S&P; provided that the notice will not be given if the 
purchase price of any Bonds to be purchased pursuant to the Indenture in connection with such 
cancellation includes any premium unless the Company has certified in such notice that the 
Trustee can draw under a Credit Facility then in effect on the purchase date related to such 
purchase of Bonds in an aggregate amount sufficient to pay the premium due upon such purchase 
of Bonds on such purchase date and until payment under the Credit Facility to be surrendered 
shall have been made for any and all drawings by the Trustee effected on or before the date of 
such surrender for cancellation (including, if applicable, any drawings for payment of the 
purchase price of Bonds to be purchased pursuant to the Indenture in connection with such 
cancellation). 

Any Alternate Credit Facility delivered to the Trustee must be accompanied by an 
opinion of counsel to the issuer or provider of such Credit Facility stating that such Credit 
Facility is a legal, valid, binding and enforceable obligation of such issuer or obligor in 
accordance with its terms. 

The Bonds will be subject to mandatory tender for purchase on the date of cancellation of 
a Credit Facility and on the date of the delivery of an Altel'1late Credit Facility. See "Summary 
ofthe Bonds - Mandatory Purchases of Bonds." 

Enforceability of Remedies 

The remedies available to the Trustee, the Issuer and the owners upon an event of default 
under the Loan Agreement or the Indenture are in many respects dependent upon judicial actions 
which are often subject to discretion and delay. Under existing constitutional and statutory law 
and judicial decisions, the remedies specified by the Loan Agreement or the Indenture may not 
be readily available or may be limited. The various legal opinions to be delivered concurrently 
with the delivery of tire Bonds will be qualified as to the enforceability of the various legal 
instruments by limitations imposed by principles of equity, bankruptcy, reorganization, 
insolvency, moratorium or other similar laws affecting the rights of creditors generally. 
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Reoffel'ing 

Subject to the terms and conditions of the Remal'keting and Bond Purchase Agreement 
(the "Remarketing Agreement"), between the Company and Morgan Stanley & Co. Incorporated, 
as Remarketing Agent, the Remarketing Agent has agreed to purchase and reoffer the Bonds 
delivered to the Paying Agent for purchase, at a price equal to 100% of the principal amount of 
the Bonds, plus accrued interest (if any), and in connection therewith will receive compensation 
in the amount of $32,250, plus reimbursement of certain expenses. Under the terms of the 
Remarketing Agreement, the Company has agreed to indemnify the Remarketing Agent against 
certain civil liabilities, including liabilities under federal securities laws. 

In the ordinary course of their business, the Remarketing Agent and certain of its 
affiliates, have engaged, and may in the future engage, in investment banking or commercial 
banking transactions with the Company. 

Tax Treatment 

On May 19,2000, the date of original issuance and delivery of the Bonds, Bond Counsel 
delivered its opinion stating that under existing law, including current statutes, regulations, 
administrative rulings and official interpretations, subject to the qualifications and exceptions set 
forth below, interest on the Bonds will be excluded from the gross income of the recipients 
thereoffor federal income tax purposes, except that no opinion will be expressed regarding such 
exclusion from gross income with respect to any Bond during any period in which it is held by a 
"substantial user" of the Project or a "related person" as such terms are used in Section l47(a) of 
the Code. Interest on the Bonds will be an item of tax preference in determining alternative 
minimum taxable income for individuals and corporations under the Code. Bond Counsel 
further opined that, subject to the assumptions stated in the preceding sentence, (i) interest on the 
Bonds would be excluded fi'OIil gross income of the owners thereof for Kentucky income tax 
purposes and (ii) the Bonds would be exempt from all ad valorem taxes in Kentucky. Such 
opinion has not been updated as of the date hereof and no continuing tax exemption opinion is 
expressed by Bond Counsel. 

Bond Counsel also will deliver an opinion in connection with this reoffering to the effect 
that the delivery of the Letter of Credit (i) is authorized or permitted by Sections 103.200 to 
103.285, inclusive, of the Kentucky Revised Statutes (the "Act") and the Indenture and (ii) will 
not adversely affect the validity of the Bonds or any exclusion fi'om gross income of interest on 
the Bonds for federal income tax purposes to which interest on the Bonds would otherwise be 
entitled. 

The opinions of Bond Counsel as to the excludability of interest from gross income for 
federal income tax purposes were based upon and assumed the accuracy of certain 
representations of facts and circumstances, including with respect to the Project, which were 
within the knowledge of the Company and compliance by the Company with certain covenants 
and undertakings set forth in the proceedings authorizing the Bonds which are intended to assure 
that the Bonds are and will remain obligations the interest on which is not includable in gross 
income of the recipients thereof under the law in effect on the date of such opinion. Bond 
Counsel did not independently verify the accuracy of the certifications and representations made 
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by the Company and the Issuer. On the date of the opinion and subsequent to the original 
delivery of the Bonds on May 19,2000, such representations of facts and circumstances must be 
accurate and such covenants and undertakings must continue to be complied with in order that 
interest on the Bonds be and remain excludable from gross income of the recipients thereof for 
federal income tax purposes under existing law. Bond Counsel expressed no opinion 
(i) regarding the exclusion of interest on any Bond fi'om gross income for federal income tax 
purposes on or after the date on which any change, including any interest rate conversion, 
permitted by the documents other than with the approval of Bond Counsel is taken which 
adversely affects the tax treatment ofthe Bonds or (ii) as to the treatment for purposes offederal 
income taxation of interest on the Bonds upon a Determination of Taxability. 

Bond Counsel further opined that the Code prescribed a number of qualifications and 
conditions for the interest on state and local government obligations to be and to remain 
excluded from gross income for federal income tax purposes, some of which, including 
provisions for potential payments by the Issuers to the federal government, require future or 
continued compliance after issuance of the Bonds in order for the interest to be and to continue 
to be so excluded from the date of issuance. Noncompliance with certain of these requirements 
by the Company or the Issuer with respect to the Bonds could cause the interest on the Bonds to 
be included in gross income for federal income tax purposes and to be subject to federal income 
taxation retroactively to the date of their issuance. The Company and the Issuer each covenanted 
to take all actions required of each to assure that the interest on the Bonds shall be and remain 
excluded fi'om gross income for federal income tax purposes, and not to take any actions that 
would adversely affect that exclusion. 

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

(a) The Code also provides for a "branch profits tax" which subjects to tax, at 
a rate of 30%, the effectively connected eal'l1ings and profits of a foreign corporation 
which engages in a United States trade or business. Interest on the Bonds would be 
includable in the amount of effectively connected earnings and profits and thus would 
increase the branch profits tax liability. 

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

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

Owners of the Bonds should be aware that the ownership of the Bonds may result in 
collateral federal income tax consequences. For instance, the Code provides that property and 
casualty insurance companies will be required to reduce their loss reserve deductions by 15% of 
the tax-exempt interest received on certain obligations, such as the Bonds, acquired after August 
7, 1986. (For purposes of the immediately preceding sentence, a pOltion of dividends paid to an 
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affiliated insurance company may be treated as tax-exempt interest.) The Code further provides 
for the disallowance of any deduction for interest expenses incurred by banks and certain other 
financial institutions allocable to carrying certain tax-exempt obligations, such as the Bonds, 
acquired after August 7, 1986. The Code also provides that, with respect to taxpayers other than 
such financial institutions, such taxpayers will be unable to deduct any portion of the interest 
expenses incurred or continued to purchase or carry the Bonds. The Code also provides, with 
respect to individuals, that interest on tax-exempt obligations, including the Bonds, is included in 
modified adjusted gross income for purposes of determining the taxability of social security and 
railroad retirement benefits. Furthermore, the earned income tax credit is not allowed for 
individuals with an aggregate amount of disqualified income within the meaning of Section 32 of 
the Code, which exceeds $2,200. Interest on the Bonds will be taken into account in the 
calculation of disqualified income. Prospective purchasers of the Bonds should consult their 
own tax advisors regarding such matters and any other tax consequences of holding the Bonds. 

From time to time, there are legislative proposals in Congress which, if enacted, could 
alter or amend one or more of the federal tax matters referred to above or could adversely affect 
the market value of the Bonds. It cannot be predicted whether or in what form any such proposal 
might be enacted 01' whether, if enacted, it would apply to obligations (such as the Bonds) issued 
prior to enactment. 

The opinion of Bond Counsel relating to the reoffering of the Bonds in substantially the 
form in which it is expected to be delivered on the Reoffering Date, redated to the Reoffering 
Date, is attached as Appendix B-2. 

Legal Ma tters 

Certain legal matters in connection with the reoffering of the Bonds will be passed upon 
by Stoll Keenon Ogden PLLC, Louisville, Kentucky, Bond Counsel. Certain legal matters 
pertaining to the Company will be passed upon by Jones Day, Chicago, Illinois, and John R. 
McCall, Esq., Executive Vice President, General Counsel, Corporate Secretary and Chief 
Compliance Officer of the Company. Winston & Strawn LLP, Chicago, Illinois, will pass upon 
certain legal matters for the Remarketing Agent. 

Continuing Disclosure 

Because the Bonds are special and limited obligations of the Issuer, the Issuer is not an 
"obligated person" for purposes of Rule 15c2-12 (the "Rule") promulgated by the SEC under the 
Exchange Act, and does not have any continuing obligations thereunder. Accordingly, the Issuer 
will not provide any continuing disclosure information with respect to the Bonds 01' the Issuer. 

In order to enable the Remarketing Agent to comply with the requirements of the Rule, 
the Company has covenanted in a continuing disclosure undertaking agreement delivered to the 
Trustee for the benefit of the holders of the Bonds (the "Continuing Disclosure Agreement") to 
provide certain continuing disclosure for the benefit of the holders of the Bonds. Under its 
Continuing Disclosure Agreement, the Company has covenanted to take the following actions: 

(a) The Company will provide to each nationally recognized municipal 
securities information repository ("NRMSIR"), recognized by the SEC pursuant to the 
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Rule, and the state information depository, if any, of the Commonwealth of Kentucky (a 
"SID" and, together with the NRMSIR, a "Repository") recognized by the SEC 
(1) annual financial information of the type set forth in Appendix A to this Reoffering 
Circular (including any information incorporated by reference therein) and (2) audited 
financial statements prepared in accordance with generally accepted accounting 
principles, in each case not later than 120 days after the end of the Company's fiscal year. 

(b) The Company will file in a timely manner with each NRMSIR or the 
Municipal Securities Rulemaking Board, and with the SID, if any, notice of the 
occurrence of any of the following events (if applicable) with respect to the Bonds, if 
material: (i) principal and interest payment delinquencies; (ii) non-payment related 
defaults; (iii) any unscheduled draws on debt service reserves reflecting financial 
difficulties; (iv) unscheduled draws on credit enhancement facilities reflecting financial 
difficulties; (v) substitution of credit or liquidity providers, or their failure to perform; 
(vi) adverse tax opinions or events affecting the tax-exempt status of the Bonds; 
(vii) modifications to rights of the holders of the Bonds; (viii) the giving of notice of 
optional or unscheduled redemption of any Bonds; (ix) defeasance of the Bonds or any 
portion thereof; (x) release, substitution, or sale of property securing repayment of the 
Bonds; and (xi) rating changes with respect to the Bonds or the Company or any 
obligated person, within the meaning of the Rule. 

(c) The Company will file in a timely manner with each Repository notice of 
a failure by the Company to file any ofthe notices or repOlts referred to in paragraphs (a) 
and (b) above by the due date. 

The Company may amend its Continuing Disclosure Agreement (and the Trustee shall 
agree to any amendment so requested by the Company that does not change the duties of the 
Trustee thereunder) or waive any provision thereof, but only with a change in circumstances that 
arises fi'om a change in legal requirements, change in law, or change in the nature or status of the 
Company with respect to the Bonds or the type of business conducted by the Company; 
provided that the undertaking, as amended or following such waiver, would have complied with 
the requirements of the Rule on the date of issuance of the Bonds, after taking into account any 
amendments to the Rule as well as any change in circumstances, and the amendment or waiver 
does not materially impair the interests of the holders of the Bonds to which such undertaking 
relates, in the opinion of the Trustee or counsel expert in federal securities laws acceptable to 
both the Company and the Trustee, or is approved by the Beneficial Owners of a majority in 
aggregate principal amount of the outstanding Bonds. The Company acknowledges that its 
undertakings pursuant to the Rule described under this heading are intended to be for the benefit 
for the holders of the Bonds and shall be enforceable by the holders of those Bonds or by the 
Trustee on behalf of such holders. Any breach by the Company of these undertakings pursuant 
to the Rule will not constitute an event of default under the Indenture, the Loan Agreement or the 
Bonds. 
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This Reoffering Circular has been duly approved, executed and delivered by the 
Company. 
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KENTUCKY UTILITIES COMPANY 

By: lsi Daniel K. Arbough 
Daniel K. Arbough 
Treasurer 
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AppelldixA 

[DELETED AND REPLACED- SEE APPENDIX A TO SUPPLEMENT DATED DECEMBER 
1,2010] 
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APPENDIXB 

Opinion of Bond Counsel and 
Form of Reoffel'ing Opinion of Bond Counsel 
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APPENDIX B-1 

Opinion of Bond Counsel dated May 19, 2000 relating to the Bonds 
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LOUlSVILLE OFFICE COVINGTON Ol"'J"ICE 
(502) 1582-3671 (aoe) 491-0712 

T£L~COPIER (SO e) 582-3905 TEL£COPIE~ (e06) 491·01$7 

May 19,2000 

Re: $12,900,000 County of Mercer, Kentucky, Solid Waste Disposal Facility Revenue Bonds, 
2000 Series A (Kentucky Utilities Company Project) 

We hereby certify that we have examined certified copies of the proceedings of record of the 
County of Mercer, Kentucky (the "County"), acting by and through its Fiscal Court as its duly 
authorized governing body, preliminary to and in cOllllection with the issuance by the County of its 
Solid Waste Disposal Facility RevenueBonds, 2000 Series A (Kentucky Utilities Company Project), 
dated the date ofthe Bonds, in the aggregate principal amount of$12,900,000 (the "Bonds"). The 
Bonds will be issued under the provisions of Sections 103.200 to 103.285, inclusive, of the Kentucky 
Revised Statutes (the "Act"), for the purpose of providing funds which will be used, with other funds 
provided by Kentucky Utilities Company (the "Company") for the current refunding of$ I 2,900,000 
aggregate principal amount of the County's Collateralized Solid Waste Disposal Facility Revenue 
Bonds (Kentucky Utilities Company Project) 1990 Series A, dated May I, 1990 (the "Prior Bonds"), 
the proceeds of which were loaned to the Company to finance the construction of solid waste 
disposal facilities to serve the Brown Generating Station of the Company in Mercer County, 
Kentucky ("the Project;') in order to provide for the collection, storage, treatment, processing and 
final disposal of solid waste, as provided by the Act. 

The Bonds bear interest initially at the Dutch Auction Rate, as defined in the Indenture, 
hereinafter described, subject to change as provided in such Indenture. The Bonds will be subject 
to optional and mandatory redemption prior to maturity at the times, in the mallller and upon the 
terms set forth in each of the Bonds. From such examination of the proceedings of the Fiscal Court 
of the County referred to above and from an examination of the Act, we are ofthe opinion that the 
County is duly authorized and empowered to issue the Bonds under the laws of the Commonwealth 
of Kentucky now in force. 

We have examined ail executed counterpart of a certain Loan Agreement, dated as of May 1, 
2000 (the "Loan Agreement"), between the County and the Company and a certified copy of the 
proceedings of record of the Fiscal Court of thc County preliminary to and in connection with the 
execution and delivery of the Loan Agreement, pursuant to which the County has agreed to issue the 
Bonds and to lend the proceeds thereof to the Company to provide funds to pay and discharge, with 
other funds provided by the Company, the Prior Bonds and the Company has agreed to make Loan 
payments to the Trustee at times and in amounts fully adequate to pay maturing principal of, interest 
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on and redemption premium, if any, on the Bonds as same become due and payable. From such 
examination, we are of the opinion that such proceedings of the Fiscal Court of the County show 
lawful authority for the execution and delivery ofthe Loan Agreement; that the Loan Agreement has 
been duly authorized, executed and delivered by the County; and that the Loan Agreement is a legal, 
valid and binding obligation of the County, enforceable in accordance with its terms, subject to the 
qualification that the enforcement thereof may be limited by laws relating to bankruptcy, insolvency 
or other similar laws affecting creditors' rights generally, including equitable provisions where 
equitable remedies are sought. 

We have also examined an executed counterpart of a certain Indenture of Trust, dated as of 
May I, 2000 (the "Indenture"), by and between the County and The Bank of New York, New York, 
New York, as trustee (the "Trustee"), securing the Bonds and setting forth the covenants and 
undertakings of the County in COfUlection with the Bonds and a certified copy of the proceedings of 
record of the Fiscal Court of the County preliminary to and in connection with the execution and 
delivery of the Indenture. Pursuant to the Indenture, certain ofthe County's rights under the Loan 
Agreement, including the right to receive payments thereunder, and all moneys and securities held 
by the Trustee in accordance with the Indenture (except moneys and securities in the Rebate Fund 
created thereby) have been assigned to the Trustee, as security for the holders ofthe Bonds. From 
such examination, we are of the opinion that such proceedings of the Fiscal Court of the County 
show lawful authority for the execution and delivery of the Indenture; that the Indenture has been 
duly authorized, executed and delivered by the County; and that the Indenture is a legal, valid and 
binding obligation upon the parties thereto according to its terms, subject to the qualification that the 
enforcement thereof may be limited by laws relating to bankruptcy, insolvency or other similar laws 
affecting creditors' rights generally, including equitable provisions where equitable remedies are 
sought. 

In our opinion the Bonds have been validly authorized, executed and issued in accordance 
with the laws ofthe Commonwealth of Kentucky now in full force and effect, and constitute legal, 
valid and binding special obligations of the County entitled to the benefit of the security pl'Ovided 
by the Indenture and enforceable in accordance with their terms, subject to the qualification that the 
enforcement thereof may be limited by laws relating to bankruptcy, insolvency or other similar laws 
affecting creditors' rights generally, including equitable provisions where equitable remedies are 
sought. The Bonds are payable by the County solely and only from payments and other amounts 
derived from the Loan Agreement and as provided in the Indenture. 



Attachment to Response to KU AG-1 Question No. 217 
Page 215 of 221 

Arbough 
HARPER, FERGUSON & DAVIS 

$12,900,000 County of Mercer, Kentucky, 
Solid Waste Disposal Facility Revenue Bonds, 
2000 Series A (Kentucky Utilities Company Project) 
May 19,2000 
Page 3 

In our opinion, under existing laws, including current statutes, regulations, administrative 
lUlings and official interpretations by the Internal Revenue Service, subject to the exceptions and 
qualifications contained in the succeeding paragraph, interest on the Bonds is excluded from the 
gross income ofthe recipients thereof for federal income tax purposes, except that no opinion is 
expressed regarding such exclusion from gross income with respect to any Bond during any period 
in which it is held by a "substantial user" ofthe Project or a "related person," as such tenus are used 
in Section 147(a) of the Internal Revenue Code of 1986, as amended (the "Code"). Interest on the 
Bonds is an item of tax preference in determining alternative minimum taxable income for 
individuals and corporations under the Code. In arriving at this opinion, we have relied upon 
representations, factual statements and certifications of the Company with respect to certain material 
facts which are solely within the Company's knowledge in reaching our conclusion, inter alia, that 
all of the proceeds of the Prior Bonds were used to finance solid waste disposal facilities qualified 
for financing under Section 142(a)(6) ofthe Internal Revenue Code of 1986, as amended. Further, 
in an'iving at the opinion set forth in this paragraph as to the exclusion from gross income ofinterest 
on the Bonds, we have assumed and this opinion is conditioned on, the payment and discharge of 
the Prior Bonds on or before the 90th day from the date of issuance of the Bonds, and the accuracy 
of and continuing compliance by the Company and the County with representations and covenants 
set forth in the Loan Agreement and the Indenture which are intended to assure compliance with 
certain tax-exempt interest provisions of the Code. Such representations and covenants must be 
accurate and must be complied with subsequent to the issuance of the Bonds in order that interest 
on the Bonds be excluded from gross income for federal income tax purposes. Failure to comply 
with certain of such representations and covenants in respect of the Bonds subsequent to the issuance 
of the Bonds could cause the interest thereon to be included in gross income for federal income tax 
purposes retroactively to the date of issuance of the Bonds, We express no opinion (i) regarding the 
exclusion of interest on any Bond from gross income for federal income tax purposes on or after the 
date on which any change, including any interest rate conversion, permitted by the documents with 
the approval of bond counsel (other than this film) is taken which adversely affects the tax treatment 
of the Bonds or (ii) as to the treatment for purposes offederal income taxation of interest on the 2000 
Bonds upon a Determination of Taxability . We are further of the opinion that interest on the Bonds 
is excluded from gross income of the recipients thereof for Kentucky income tax purposes and that, 
the Bonds are exempt from ad valorem taxation by the Commonwealth of Kentucky and all political 
subdivisions thereof. 

Our opinion as to the exclusion of interest on the Bonds from gross income for federal income 
tax purposes and federal tax treatment of interest on the Bonds is subject to the following exceptions 
and qualifications: 
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(a) The Code provides for a "branch profits tax" which subjects to tax, at a rate 000%, the 
effectively connected earnings and profits ofa foreign corporation which engages in a United States 
trade or business. Interest on the Bonds would be includable in the amount of effectively connected 
earnings and profits and thus would increase the branch profits tax liability. 

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

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

Holders ofthe Bonds should be aware that the ownership ofthe Bonds may result in collateral 
federal income tax consequences. For instance, the Code provides that, for taxable years beginning 
after December 31, 1986, property and casualty insurance companies will be required to reduce their 
loss reserve deductions by 15% of the tax-exempt interest received on certain obligations, such as 
the Bonds, acquired after August 7, 1986. (For purposes ofthe immediately preceding sentence, a 
p0l1ion of dividends paid to an affiliated insurance company may be treated as tax-exempt interest.) 
The Code further provides for the disallowance of any deduction for interest expenses incurred by 
banks and certain other financial institutions allocable to carrying certain tax-exempt obligations, 
such as the Bonds, acquired after August 7,1986. The Code also provides that, with respect to 
taxpayers other than such financial institutions, such taxpayers will be unable to deduct any portion 
of the interest expenses incurred or continued to purchase or carry the Bonds. The Code also 
provides, with respect to individuals, that interest on tax-exempt obligations, including the Bonds, 
is included in modified adjusted gross income for purposes of determining the taxability of social 
security and railroad retirement benefits. Fm1hermore, the earned income credit is not allowed for 
individuals with an aggregate amount of disqualified income within the meaning of section 32 ofthe 
Code, which exceeds $2,200. Interest on the Bonds will be taken into account in the calculation of 
disqualified income. 

We have received opinions of John R. McCall, Esq., General Counsel ofthe Company and 
Gardner, Carton & Douglas, Chicago, Illinois, counsel to the Company, of even date herewith. In 
rendering this opinion, we have relied upon said opinions with respect to the matters therein. We 
have also received an opinion of even date herewith ofHon. Douglas Greenburg, County Attorney 
of the County, and relied upon said opinion with respect to the matters therein. Said opinions are 
in forms satisfactory to us as to both scope and content. 
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We express no opinion as to the title to, the description of, or the existence or priority of any 
liens, charges or encumbrances on, the Project. 

In rendering the foregoing opinions, we are passing upon only those matters specifically set 
forth in such opinions and are not passing upon the investment quality of the Bonds or the accuracy 
or completeness of any statements made in connection with any sale thereof The opinions herein 
are expressed as of the date hereof and we assume no obligation to supplement or update such 
opinions to reflect any facts or circumstances that may hereafter come to our attention or any changes 
in law that may hereafter occur. 

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

HARPER, FERGUSON & DAVIS 
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APPENDIX B-2 

(Form of Reoffering Opinion of Bond Counsel) 

County of Mercer, Kentucky 
Harrodsburg, Kentucky 40330 

December 17, 2008 

The Bank of New York Mellon, 
as Trustee 
West Paterson, New Jersey 07424 

Re: Reoffering of $12,900,000 "County of Mercer, Kentucky, Solid Waste Disposal Facility 
Revenue Bonds, 2000 Series A (Kentucky Utilities Company Project)" 

Ladies and Gentlemen: 

This opinion is being furnished in accordance with the requirements of the Indenture of 
Trust, dated as of May I, 2000 (the "Indenture"), between the County of Mercer, Kentucky (the 
"Issuer") and The Bank of New York Mellon, as Trustee (the "Trustee"), pertaining to 
$12,900,000 principal amount of County of Mercer, Kentucky, Solid Waste Disposal Facility 
Revenue Bonds, 2000 Series A (Kentucky Utilities Company Project), dated May 19, 2000 (the 
"Bonds"), in order to satisfY certain requirements of the Indenture. Pllt'suant to the authority of 
the Indenture and an ordinance adopted by the Issuer, the Company is terminating a municipal 
bond insurance policy insuring the Bonds and simultaneously delivering a letter of credit to the 
Trustee for the benefit of the Bondholders. The terms used herein denoted by initial capitals and 
not otherwise defined shall have the meanings specified in the Indenture. 

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

Based upon the foregoing, as of the date hereof, we are of the opinion that the delivery of 
a letter of credit and the reoffering of the Bonds as described herein (a) is authorized 01' permitted 
by the Act and the Indenture and (b) will not adversely affect the validity of the Bonds 01' any 
exclusion from gross income for federal income tax purposes to which interest on the Bonds 
would otherwise be entitled. Interest on the Bonds is not and will not be excluded from gross 
income during any period when the Bonds are held by the Company 01' a "related person" of the 
Company as defined in Section 147(a) of the Internal Revenue Code of 1986, as amended. 

In rendering this opinion, we assume, without verifYing, that the Issuer and the Company 
have complied and will comply with all covenants contained in the Indenture, the Loan 
Agreement between the Issuer and the Company, dated May 1, 2000, and other documents 
relating to the Bonds. We rendered our approving opinion at the time of the issuance of the 
Bonds relating to, among other things, the validity of the Bonds and the exclusion from federal 
income taxation of interest on the Bonds. We have not been requested to update or continue 
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such opinion and have not undertaken to do so. Accordingly, we do not express any opinion 
with respect to the Bonds except as set forth above. 

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

We express no opinion herein as to the investment quality of the Bonds or the adequacy, 
accuracy or completeness of any information furnished to any person in connection with any 
offer 01' sale of the Bonds. 

Respectfully submitted, 

STOLL KEENON OGDEN PLLC 
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APPENDlXC 

Commerzbank AG, New York Branch 

Commerzbank Aktiengesellschaft ("Commerzbank" or the "Bank") is a major German 
private-sector bank. Its products and services for retail and corporate customers extend to all 
aspects of banking. The Bank is also active in specialized fields - partially covered by its 
subsidiaries - such as mOltgage banking and real-estate business, leasing and asset management. 
Its services are concentrated on managing customers' accounts and handling payment 
transactions, loan, savings and investment plans, and also on securities transactions. Additional 
financial services are offered within the framework of the Bank's "bancassurance" strategy of 
cooperating with leading companies in finance-related sectors, including home loan savings 
schemes and insurance products. The Commerzbank Group's operating business has been 
categorized into six segments: Private and Business Customers, Mittelstandsbank, Central & 
Eastern Europe, Corporates & Markets, Commercial Real Estate as well as Public Finance and 
Treasury. On August 31, 2008, Commerzbank announced that Commerzbank and Allianz SE 
have agreed upon the sale of 100% of Dresdner Bank AG to Commerzbank. The transaction will 
occur in two steps and is expected to be completed by the end of 2009, subject to regulatory and 
antitrust approvals. 

As of September 30, 2008, the Commerzbank Group had total assets of approximately 
595.6 billion euros and total shareholders' equity of approximately $15.257 billion euros. The 
shares of Commerzbank are fully paid-up and are in bearer form. They are listed on all seven 
German stock exchanges as well as on the London Stock Exchange and the Swiss Exchange 
based in Zurich. There is also a sponsored-ADR program in the USA. 

In the Federal Republic of Germany ("Germany"), Commerzbank manages a nationwide 
branch network covering all customer segments fi'om its headquarters in Frankfurt am Main. 
Abroad, Commerzbank has branches, representative offices and key subsidiaries in 
approximately 50 countries. 

Commerzbank conducts extensive banking business in the United States, concentrating 
primarily in corporate lending, letter of credit and bankers' acceptance facilities, syndicated loan 
transactions and treasury operations including foreign exchange transactions. Commerzbank has 
branches in New York, Chicago and Los Angeles and has an agency office in Atlanta. 

For further information on the Commerzbank Group, a copy of Commerzbank's annual 
report can be obtained by contacting Ms. Karin Rapaglia at 2 World Financial Center, New 
York, New York 10281. 

Commerzbank is authorized to conduct general banking business and to provide financial 
services under and, subject to the requirements set forth in, the German Banking Act 
(Kreditwesengesetz). The Bank is subject to comprehensive regulation and supervision by the 
German Financial Services Supervisory Authority (Bundesanstalt fUr 
Finanzdienstleistungsaufsicht) and by the German central bank (Deutsche Bundesbank). The 
European Central Bank regulates Commerzbank in relation to minimum reserves on deposits. In 
addition, Commerzbank is subject to regulation by the countries in which it operates. 

C-I 
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The New York Branch of Commerzbank is licensed by the Superintendent of Banks of 
the State of New York. It is subject to the banking laws of the State of New York and is 
examined annually by the New York State Banking Depaltment. Commerzbank's branches in 
Chicago and Los Angeles are subject to similar regulation by the states in which they operate. In 
addition to being subject to state laws and regulations, Commerzbank is also subject to federal 
regulation under the International Banking Act, as amended, (the "IBA") and, through the IBA, 
the Bank Holding Company Act, as amended, (the "BHCA"). Tn this regard, the Commerzbank 
U.S. branches and the Atlanta Agency are also examined annually by the Federal Reserve Banks 
in the states in which they are located. 

C-2 
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