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Section 10 
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Section 10 
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Section 10 
( 1 )(b)(9) 
807 KAR 5:00 1 
Section 10 (2) 

TI Section 10 (4) (a) 

807 KAli 5"001 
Section 10 (4)(b) 

Description Sponsoring 
Witness I 

reference to the particular provision of law I I 

I 

30 days' notice of rates to PSC. 1 Sandra P Meyer 

requiring PSC approval. 
The original and I0 copies of application plus 1 Sandra P Meyer 

Full name and P 0 address of applicant and Sandra P Meyer 

copy for anyone named as interested party. 
Reason adjustment is required. 

Statement that utility's arinual reports, including 
the most recent calendar year, are filed with PSC 

of incorporatior1 and aniendments or out of state 
documents of similar import If they have already 
been filed with PSC refer to the style and case 
number of the prior proceeding and file a 
certificate of good standu~g or author-ization dated 
within 60 days of date application filed 
If applicant is limited partnership, certified copy of 
limited partnership agreement If agreement filed 
with I'SC refer to style and case nurnber of prior 
proceeding and file a certificate of good standing 
or authorization dated within 60 days of ddte 

Paul G Smith 

Dwight L. Jacobs 

807 KAR 5:006, Section 3 (I). 
[futility is incorporated, certified copy of articles 

application filed 
Certified copy of certificate ofassuiued riarne I Sandra P Meyer 

Sandra P. Meyer 

required by KRS 365 0 15  or st'lternent that 
certificate not necessary 
Proposed tariff in form cornplylng wit11 807 KAli 
5.0 1 1 effective not less than 30 days Srorn ddte 

proposed tariffs in comparative form or by 
indicating additions in italics or by t~~iderscoring 

Jeffrey R Barley 

application filed. 
Proposed tariff changes shown by present and 

and (4) of 807 KAR 5.00 I ,  Section I0 with copy. I 

Jeffrey R. Bailey 

and striking over deletions in current tariff 
- 

Statement that notice given, see subsectioris (3) 

If gross annual revenues exceed F 1,000,000, 
written notice of intent filed at least 4 weeks prior 
to application Notice shall state whether 
application will be supported by historical or fully 
forecasted test period 
Sewer utilities shall give the requrred typewritten 
notice by mail to all of therr customers pursuant to 
KRS 278.185 
Applicants with twenty (20) or Sewer custoiners 
affected by the proposed general rate adjustment 
shall mail the required typewritten notice to each 
customer no later than the date the application is 

- 1 -  

Sandra P Meyer 

Sandra P. Meyer, 

Sandra P Meyer 

Sandra P Meyer I 
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1 1 Section I0 (4)(c) 1 than twenty (SO) customers affected by the 1 

Description Tab 
# 

I I I proposed general rate adjustment shall give the I 

Filing 
Requirelner~t 

required notice by one ( I )  of the following 
methods: 

1 I I I .  A typewritten notice mailed to all customers I 
1 I I no later than the date the application is filed I 
I I I with the commission, I 

2. Publishing the notice in a trade publication or 
newslener which is mailed to all customers no 
later tlian the date on which the application is 
filed with the commission, or 

3. Publishing the notice once a week for three (3) 
consecutive weelts in a prominent manner in a 
newspaper of general c~rculation in the utility's 
service area, the first publication to be made 

I 1 ( within seven (7) days-of the filing of the 1 

Sandra P. Meyer - 
1 

1 Sandra P Meyer 1 

16 

Section 10 (4)(e) 

1 I days ot the filed dale ot the appl~cat~on 
I ( 18 / 807 KAR 5 001 I All utilities, in addition to the above notification, I Sandra P Meyer 1 

17 
tlie utility's chief otticer In charge of Kentucky 
operations verifying tlie notice was niarled shall be 
filed with the Cornrntssron no later than tlitrty (30) 

807 KAR 5 001 
Section 10 (4)(d) 

807 KAR 5.001 

Section 10 (4)(9 

application with the cornmission. 
If notice is published, an affidavit from the 
publisher verifying that the notice was published, 
including the dates of the publication with an 
attached copy of the published notice, shall be 
filed with tlie Cominission no later than forty-five 
(45) days of the filed date of the application. 
Ifnotice is mailed, a written statement signed by 

shall post a sample copy of the required 
notification at their place of business no later than 
the date on which the application is filed which 
shall remain posted until tlie commission has 

1 

I Section 10 @)(a) 1 pro forma adjustments to base period. 
1 1 21 1 807 KAR 5:001 I Forecasted adiustments shall be limited to the 12 1 William Don Wathen, Jr. 

Sandra P Meyer 

1 

19 

20 

1 

807 KAR 5-001 
Section 10 (5) 

807 KAR 5:00 1 

22 

finally determined tlie utility's rates 
Notice ofllearirig scheduled by the cornmission 
upon application by a utility for a general 
adjustment in rates shall be advertised by tlie 

Sandra P Meyer 

utility by newspaper publication in the areas that 
will be affected in compliance with KRS 424 300. 
Financial data for forecasted period presented as 

Section 10 (8)(b) 

807 KAR 51001 
Section 10 (8)(c) 

William Don Wathen, Jr. 

months immediately following the suspension 
period. 
Capitalization and net investment rate base shall 
be based on a 13 nionth average for the forecasted 
ner iod. 

William Don Wathen, Jr 
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807 KAR 5.001 
Section 10 (8)(d) 

807 KAR 5:00 1 
Section 10 (8)(e) 

807 KAR 5:00 1 

Description 

After an application based on a forecasted test . . 
period is filed, there shall be no revisions to the 
forecast, except for the correction of mathematical 
errors, unless such revisions reflect statutory or 
regulatory enactments that could not, with 
reasonable diligence, have been included in the 
forecast on the date it was filed. There shall be no 
revisions filed within thirty (30) days of a 
scheduled hearing on the rate application 
The commission may require the utility to prepare 
an alternative forecast based on a reasonable 
number of changes in the variabies, assumptions, 
and otlter factors used as the basis for the utility's 
forecast. 
Reconciliation of rate base and capital used to 

Sponsoring 
Witness 

William Don Wathen, Jr. 

William Don Wathen, Jr. 

William Dun Wathen, Jr. 

Section 10 (9)(a) 

Section I0 (8)(f) 
807 KAR 51001 

application including testimony from chief officer 
in cliarge of Kentucky operations on the existing 
programs to achieve improvements in efficiency 
and productivity, including an explarlatiori ot the 

deteniline revenue requirements. 
Prepared testimony of each witness supporting its 

Section 10 (9)(b) I at rninin~urn 3 year forecast of construction 

All witnesses 

I purpose of the program 

cspenditures 
Complete description, which [nay be in prefiled 
testimony form, of all factors used to prepare 
lorecast period All econometric models, 

807 KAR 5 001 1 Most recent capital construction budget containing / 

I variables, assumptions, escalation factors, 

Jim L. Stanley 

I contingency provisions, and changes in activity 
I levels shall be quantified, explained, and properly 
1 supported. 

807 KAR 5:001 1 Annual and monthly budget for the I2 months 
Section 10 (9)(d) 1 preceding filing date, base period and forecasted 

I period 
807 KAR 5:001 1 Attestation signed by utility's chief officer in 
Section 10 (9)(e) charge of Kentucky operations providing: 

I .  That forecast is reasonable, reliable, made in 
good faith arid that all basic assumptions used 
have been ider~tified and justified; and 

2 That forecast contains same assumptions and 
methodologies used in forecast prepared for use 
by management, or an identification and 
explanation for any differences; and 

3 That productivity and efficiency gains are 

John J. Roebel 

Brian P. Davey 

Brian P. Davey 

Sandra P. Meyer 

included in the forecast. 
807 KAR 5:001 1 For each major construction project constituting 
Section 10 (9)(1) 5% or more of annual construction budget within 3 

year forecast, following information shall be filed: 
I D a w o j e c t  began or estimated starting date; 1 

Jim L Stanley 
Jolm J. Roebel 
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Filirlg 
Requirenient 

Section 10 (9)(g) 

Section 10 (9)(11) r 

Section 10 (9)(j) + 
Section 10 (9)(k) 

Section 10 (9)(1) 

Description 

2. Estimated completion date; 
3. Total estiniated cost of construction by year 

exclusive and inclusive of Allowance for Funds 
i.Jsed During construction ("AFUDC") or 
Interest During construction Credit; and 

4. Most recent available total costs incurred 
exclusive and inclusive of AFUDC or Interest 
During Construction Credit. 

For all construction projects constituting less than 
5% of annual construction budget within 3 year 
forecast, file aggregate of information requested in 
paragraph (1) 3 and 4 of this subsection. 
Financial forecast for each of 3 forecasted years 
included in capital construction budget supported 
by underlying assumptions made in projecting 
results of operations and including the following 
information. 
I. Operating income statement (exclusive of 

dividends per share or earnings per share); 
2. Balance sheet; 
3. Statement of cash flows, 
4. Revenue requirements necessary to support the 

forecasted rate of return; 
5 .  Load forecast including energy and demand 

(electric); 
6 Access line forecast (telephone), 
7. Mix of generation (electric), 
8 Mix of gas supply (gas), 
9 E~nployee level; 
IO.i.,abor cost changes, 
I 1 .Capital structure requirements, 
12.R.ate base; 
13.Gallons of water projected to be sold (water); 
14.Customer forecast (gas, water); 
I 5.MCF sales forecasts (gas); 
16.'Toll and access forecast of number ofcalls and 

number of lniriutes (telephone); and 
17.A detailed explanation of any other' information 

provided. 
Most recent FEIIC or FCC audit reports 

Prospectuses of most recent stock or bond 
offerings. 
Most recent FEKC Form I (electric), FERC Fonn 
2 (gas), or the Automated Reporting Management 
Information System Report (telephone) and PSC 
Form T (tele~hone). 
Annual report to shareholders or ~nembers and 
statistical supplements for the niost recent 5 years 
prior to application filing date. 

Sponsoring 
Witness 

Jim L,. Stanley 
John J. Roebel 

Brian P. Davey 
Lynn J. Good 

if6, #13, #16 & K17 
Not .-ipplicable 

Dwight L. Jacobs 

Lynn J. Good 

Dwight L. Jacobs 

Dwight L. Jacobs 
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# Requirement 

3 8  807 KAR 5:00 I Current chart of accounts if more detailed than 

I Section 10 (9)(n) I reports providing financial results of operations in I 

Sponsoring 
Witness 

Dwight L. Jacobs 
Section 10 (9)(1n) Uniform System of Accounts charts. 

3 9  807 KAR 5'001 Latest 12 months of the monthly managerial 

I j comparison to forecast 
40 1 807 KAR 5.001 1 Complete monthly budget variance reports, with I Brian P. Davey 

- 

Brian P. Davey 

Section 10 (9)(0) narrative explanations, for the 12 months prior to 
base period, each rnontli of base period, and 

Section I0 (9)(s) 

subsequent months, as available. 
4 1 807 KAR 5 00 1 SEC's annual report for most recent 2 years, Form 

Section 10 (9)(p) i 0-Ks and any Form 8-Ks issued during prior 2 
years and any Form 10-Qs issued during past 6 
quarters. 

42 807 KAR 5 00 1 Independent auditor's annual opinion report, with 
Section 10 (9)(q) any written communication which indicates the 

existence of a material weakness in internal 
controls. 

43 807 KAR 5.00 1 Quarterly reports to the stockholders for the most 

-* Section 10 (9)(t) 

Dwight L. Jacobs 

Dwight L Jacobs 

Dwight L. Jacobs 
recent 5 quarters 
Summary of latest depreciation study with 
schedules itemized by major plant accounts, 
except that telecommunications utilities adopting 
PSC's average depreciation rates shall identify 
current and base period depreciation rates used by 
major plant accounts I f  inrom~ation has been 
filed in another PSC case, refer to that case's 
nurnber and style. 
List all commercial or in-house computer 
sof-tware, programs, and models used to develop 
schedules and work papers associated with 
application Include each software, program, or 
model, its use; identify the supplier ofeach, briefly 
describe software, program, or model; 
specifications for computer hardware and 
operating system required to run program 

John J .  Spanos F 
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Tab 

# - 
46 

Filing 
Requirement 

807 KAR 5:00 1 
Section 10 (9)(u) 

807 KAR 5,001 
Section 10 (9)(v) 

807 KAR 5 00 l 
Section 10 (9)(w) 

807 KAR 5.001 
Section 10 (lO)(a) 

807 KAR 5:001 
Section 10 

807 KAR 5100 1 
Section I0 (10)(c) 

Description 

lf utility had any amounts charged or allocated to 
it by affiliate or general or home office or paid any 
monies to affiliate or general or home office 
during the base period or during previot~s 3 
calendar years, file: 
I Detailed description of method of calculation 

and amounts allocated or charged to utility by 
affiliate or general or home office for each 
allocation or payment; 

2 method and amounts allocated during base 
period and method and estimated amounts to be 
allocated during forecasted test period, 

3. Explain how allocator for both base and 
forecasted test period was determined; and 

4 All facts relied upon, including other regulatory 
approval, to demonstrate that each amount 
charged, allocated or paid during base period is 
reasonable. 

If gas, electric or water utility with annual gross 
revenues greater than $5,000,000, cost of service 
study based on methodology generally accepted in 
industry and based on current and reliable data 
Fcom single time period. 
Local exchange carriers with fewer than 50,000 
access lines need not file cost of service studies, 
except as specifically directed by PSC. Local 
exchange caniers with more than 50,000 access 
lines shall file. 
I Jurisdictional separations study consistent with 

Part 36 of the FCC's rules and regulations, and 
2 Service specific cost studies supporting pricing 

of services generating annual revenue greater 
than $1,000,000 except local exchange access. 
a Based on current and reliable data From 

single time period; and 
b Using generally recognized fully 

allocated, embedded, or incremental cost 
principles 

Jurisdictional financial summary for both base and 
forecasted periods detailing how utility derived 
amount of requested revenue inctease* 
Jurisdictional rate base summary for both base and 
forecasted periods with supporting schedules 
which include detailed analyses of each 
component of the rate base. 
Jurisdictional operating income summary for both 
base and forecasted periods with supporting 
schedules which provide breakdowns by major 

I account group and by individual account 

Sponsoring 
Witness 

Carol E. Shrum 

Paul i'. Ochsner 

Not applicable 

William Don Wathen, Jr. 

William Don Wathen, Jr. 

William Don Wathen. Jr. 
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Filing 
Requirement 

807 KAR 5100 i 
Section 10 
( 1 

Vol. 
# 

10 

10 

10 

10 

10 

10 

10 

10 

10 

10 

10 

807 KAR 5:00 1 
Section 10 (1 0)(e) 

Tab 
# 

52 

53 

54 

55 

56 

5 7  

58 

59 

60 

61 

62 

807 KAR 5.00 1 
Section 10 (10)(f) 

807 KAR 5:00 1 
Section 10 
(1 O)(g) 

807 KAR 5:001 
Section 10 
(1 
807 KAR 5 00 1 
Section 10 ( l O)(i) 

807 KAR 5 001 
Section 10 (lO)(j) 

! (IO)(k) 
I 807 KAR 5.00 I 

Section 10 (10)(1) 
807 KAR 5:00 1 
Section 10 

Section 10 I i lO)(n) 

Description 

Summary ofjurisdictional adjustments to 
operating income by major account with 
supporting schedules for individual adiustments 
andjurisdictional factors. 
Jurisdictional federal and state income tax 
summary for both base and forecasted periods with 
all supporting schedules of the various components 
ofjurisdictional incoine taxes. 
Summary schedules for both base and forecasted 
periods (utility may also provide summary 
segregating items it proposes to recover in rates) of 
organization membership dues; initiation fees; 
expenditures for country club; charitable 
contributions; marketing, sales, and advertising; 
professional services; civic and political activities; 
employee parties and outings; employee gifts; and 
rate cases. 
Analyses of payroll costs iricluding schedules for 
wages and salaries, employee benefits, payroll 
taxes, straight time and overtime hours, and 
executive compensation by title. 
Computation of gross revenue conversion factor 
for forecasted period. 

Comparative income statements (exclusive of 
dividends per share or earnings per share), revenue 
statistics and sales statistics for 5 calendar years 
prior to application filing date, base period, 
forecasted period, and 2 calendar years beyond 
forecast period 
Cost of capital surnmary for both base and 
forecasted periods with supporting schedules 
providing details on each component of the capital 
structure. 
Comparative financial data and earnings measures 
for the 10 most recent calendar years, base period, 
and forecast period. 
Narrative description and explanation of all 
proposed tariff changes. 
Revenue summary for both base and forecasted 
periods with supporting schedules which provide 
detailed billing analyses for all customer classes. 
Typical bill comparison under present and 
proposed rates for all custorner classes. 

Sponsoring 
Witness 

Keith G .  Butler - 
William Don Wathen, Jr. _____) 

William Don Wathen, Jr I 
William Don Wathen, Jr. i 

Bria~r P. Davey 

Lynn S Good 

Brian P. Davey 

JeEey  R Bailey 

Jeffrey R. Bailey I 
Jeffrey R. Bailey 
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Vol. Tab Filing Description 
## ## Requirement 

10 63  807 KAR 5.00 1 Amount of change requested in dollar amounts and 
Section (10)(3) percentage for each customer classification to 

which change will apply 
a. Present and proposed rates for each customer 

class to which change would apply 
b. Electric, gas, water and sewer utilit~es-the effect 

upon average bill for each customer class to 
which change would apply 

c. Local exchange companies-include effect upon 
average bill for each customer class for change 
in basic local service 

10 6 4  807 KAR 5:001 If copy of public notice included, did it meet 
Section 10 requirements? 

Sponsoring 
Witness 

.Jeffrey R. Bailey 

Sandra P. Meyer 

(4)(c)(d)(e)(f) 
10 6 5  807 KAR 5:00 1 Amount and kinds of stock authorized. 

I assets or otherwise. 
10 1 6 8  ( 807 KAR 5:00 1 I Brief description of each mortgage on property of I Lynn I .  Good 

Lynn J. Good 
Section 6(1) 

10 66 807 KAR 5:00 1 Amount and kinds of stock issued and outstanding. 
Section 6(2) 

10 6 7  807 KAR 5:00 1 Terms of preference of preferred stock whether 
Section 6(3) cumulative or participating, or on dividends or 

( Section 6(4) 

Lynn J. Good 

Lynn J. Good 

Section 6(5) 

70 807 KAR 5:00 1 -I 
Section 6(6) 

Section 6(7) 

- T p m a m c  
Section 6(8) 

applicant, giving date of execution, name of 
mortgagor, name of mortgagee, or trustee, amount 
of indebtedness authorized to be secured thereby, 
and the amount of indebtedness actually secured, 
together with anv sinking fund ~rovisions 
Amount of bonds authorized, and amount issued, 
giving the name of the public utility which issued 
the same, describing each class separately, and 
giving date of issue, face value, rate of interest, 
date of maturity and how secured, together with 
amount of interest paid thereon during the last 
fiscal year 
Each note outstanding, giving date of issue, 
amount, date of maturity, rate of interest, in whose 
favor, together with amount of interest paid 

Lynn J. Good 

Lynn J .  Good 

describing security, if any, with a brief statement 
of the devolution or assumption of any portion of 
such indebtedness upon or by person or 
corporation if the original liability has been 
transferred, together with amount of interest paid 
thereon during the last fiscal year. 
Rate and amount of dividends paid during the five 
(5) previous fiscal years, and the amount of capital 

- 
thereon during the last fiscal year. 
Other indebtedness, giving sarne by classes and 

Lynn J Good 

Lynn J Good 

I stock on which dividends were paid each year. 
10 / 73 1 807 KAR 5.00 1 I Detailed income statement and balance sheet. I William Don Watlien, 

1 1 Section 6(91 1 1 I 
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Tab 
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I . . 
807 KAR 5:00 1 1 Testimony (Volume I of 2) 

Filing 
Requirement 

807 KAR 5:00 1 
Sction lO(10) (a) 
through (k) 
807 KAR 5:00 1 
Sctiotl lO(10) (I) 
through (n) 

Section 10(9)(a) I I 
807 KAR 5:001 1 Testimony (Volume 2 of 2) 

Description 

-- 
Schedule Book (Schedules A-K) 

Schedule Book (Schedules L-N) 

Work papers 

Section l(7) 1 1- 

Sponsoring 
Witness 
Various 

Various 

Various 

Section 10(9)(a) 
KRS 278.2205(6) 
807 KAR 5:056 

Cost Allocation Manual 
Coal Contracts 
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UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

WASHINGTON, I1.C. 20549 

FORM 10-Q 
(Mark One) 

(X) QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES 
EXCHANGE ACT OF 1934 

For the quarterly period ended March 31,2006 
or 

( ) TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 
1934 

For the transition period from - to 

Commission Registrant, State of Incorporation, I.R.S. Employer 
File Number Address and Telephone Number - Identification No. 

CINERGY COW. 
(A Delaware Corporation) 

139 East Fourth Street 
Cincinnati, Ohio 45202 

(5 13) 42 1-9500 

THE CINCINNATI GAS & ELECTRIC COMPANY 
(An Ohio Corporation) 
139 East Fourth Street 

Cincinnati, Ohio 45202 
(5 13) 42 1-9500 

PSI ENERGY, INC. 
(An Indiana Corporation) 

1000 East Main Street 
Plainfield, Indiana 46 168 

(5 13) 42 1-9500 

Indicate by check mark whether the registrants (1) have filed all reports required to be filed by Section 13 or 15(d) 
of the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the 
registrants were required to file such reports), and (2) have been subject to such filing requirements for the past 90 
days. 

Cinergy Corp. 
The Cincinnati Gas & Electric Company 
PSI Energy, Inc. 

Yes A No - 
Yes No -- 
Yes 2 No - 



Indicate by check mark whether each registrant is a large accelerated filer, an accelerated filer, or a norraccelerated 
filer. See definition of "accelerated filer and large accelerated filer" in Rule 12b-2 of the Exchange Act. 

Large Non- 
Accelerated Accelerated Accelerated 

Filer Filer Filer 
Cinergy Corp. -- X - 
The Cincinnati Gas & Electric Company X 
PSI Energy, lnc. X 

Indicate by check mark whether the registrant is a shell (as defined in Rule 12b-2 of the Exchange Act). 
Yes-No X 

This combined Form 10-Q is separately filed by Cinergy Corp., The Cincinnati Gas & Electric Company, and 
PSI Energy, Inc. Information contained herein relating to any individual registrant is filed by such registrant on its 
own behalf. Each registrant makes no representation as to information relating to the other registrants. 

Cinergy Corp., The Cincinnati Gas & Electric Company, and PSI Energy, Inc. meet the conditions set forth in 
General Instruction H(l)(a) and (b) of Form 10-Q and are therefore filing their company specific information with 
the reduced disclosure format specified in General Instruction H(2) of Form 10-Q. 

As of April 30,2006, shares of common stock outstanding for each registrant were as listed: 

Registrant Description - Shares 

Cinergy Corp. Par value $.01 per share 

The Cincinnati Gas & Electric Company Par value $8.50 per share 89,663,086 

PSI Energy, Inc. Without par value, stated value S.01 per share 53,913,701 

ULH&P, which previously was a separate Securities and Exchange Commission (SEC) reporting entity, has filed a 
Form 15 with the SEC to suspend its reporting obligations under the Securities Exchange Act of 1934. 
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CINERGY CORP. 
AND SUBSIDIARY COMPANIES 



CINERGY CORP. 
CONDENSED CONSOLIDATED STATEMENTS OF INCOME 

Quarter Ended 
March 31 

2006 2005 
(in thousands, except per 

share amounts) 
(unaudited) 

Operating Revenues 
Electric S 1,137,062 $ 914,359 
Gas 355.556 313.096 
Other 

Total Operating Revenues 

Operating Expenses 
Fuel, emission allowances, and purchased power 
Gas purchased 
Costs of fuel resold 
Operation and maintenance 
Depreciation and amortization 
Taxes other thw income taxes 

Total Operating Expenses 

Operating Income 170,644 204,054 

Equity in Earnings of Unconsolidated Subsidiaries 
Miscellaneous lncome - Net 
Interest Expense 
Preferred Dividend Requirements of Subsidiaries 

Income Before Taxes 108,216 146,979 

Income Taxes 21,302 32,100 

lncome Before Discontinued Operations and Cumulative Effect of a Change in Accounting 
Principle 86,914 114,879 

Discontinued operations, net of tax (Note 8) (4,057) 2,477 
Cumulative effect ofa change in accounting principle, net of tax (Note 1 (e)(i)) (3,493) 

Net Income $ 79,364 $ 117,356 

Average Common Shares Outstanding - Basic 200,286 195,647 
-- -- -- 

Earnings Per Common Share- Basic (Note 10) 
Income before discontinued operations and cumulative effect of a change in accounting principle S 0.43 S 0.59 

Discontinued operations, net of tax (0.02) 0.01 
Cumulative effect ofa change in accounting principle, net of tax (0.01) 

Net Income S 0.40 $ 0.60 

Average Common Shares Outstanding - Diluted 201,161 196,7 12 

Earnings Per Common Share- Diluted (Note 10) 
income before discontinued operations and cumulative effect of a change in accounting principle $ 0.43 $ 0.59 

Discontinued operations, net of tax (0.02) 0.01 
Cumulative effect of a change in accounting principle, net of tax (0.02) 

Net Income S 039 $ 0.60 

Cash Dividends Declared Per Common Share S 0.64 $ 0.48 

The accompanying notes as they relate to Cinergy Corp. arc an integral part of these condensed consolidated financial statements. 



CINERGU COW. 
CONDENSED CONSOLIDATED BALANCE SWEETS 

ASSETS 
March 31 December 3 1 

2006 2005 
(dollars in thousands) 

(unaudited) 

Current Assets 
Cash and cash equivalents 
Receivables less accumulated provision for doubtful accounts of 

$7,35 1 at March 3 1,2006, and $4,767 at December 3 1,2005 
Fuel, emission allowances, and supplies 
Energy risk management current assets 
Prepayments and other 

Total Current Assets 

Property, Plant, and Equipment- at  Cost 
Property, plant, and equipment 
Accumulated depreciation 

Net Property, Plant, and Equipment 

Other Assets 
Regulatory assets 
Investments in unconsolidated subsidiaries 
Energy risk management non-current assets 
Notes receivable, non-current 
Goodwill and other intangible assets 
Other 

Total Other Assets 

Assets of Discontinued Operations (Note 8) 22,491 34,215 

Total Assets 

The aceompanying notes as they relate to Cinergy Corp. are an integral part of these condensed consolidated financial 
statements. 



CINERGY CORP. 
CONDENSED CONSOLIDATED BALANCE SJ3EETS 

LIABILITIES AND SHAREHOLDERS' EQUITY 
March 31 December 3 1 

2006 2005 
(dollars in thousands) 

(unaudited) 

Current Liabilities 
Accounts payable 
Accrued taxes 
Accrued interest 
Notes payable and other short-term obligations (Note 4) 
Long-term debt due within one year 
Energy risk management current liabilities 
Other 

Total Current Liabilities 

Non-Current Liabilities 
Long-term debt 
Deferred income taxes 
Unamortized investment tax credits 
Accrued pension and other postretirement benefit costs 
Regulatory liabilities 
Energy risk management non-current liabilities 
Other 

Total Non-Current Liabilities 

Liabilities of Discontinued Operations (Note 8) 

Commitments and Contingencies 

Total Liabilities 

Cumulative Preferred Stock of Subsidiaries 
Not subject to mandatory redemption 

Common Stock Equity 
Common stock - $.01 par value; authorized shares- 600,000,000; issued shares - 

200,653,988 at March 31,2006, and 199,707,338 at December 31,2005; outstanding shares - 
200,507,375 at March 31,2006, and 199,565,684 at December 31,2005 2,007 1,997 

Paid-in capital 3,017,579 2,982,625 
Retained earnings 1,673,739 1,721,716 
Treasury shares atcost - 146,613 shares at March 31,2006, and 141,654 shares 

at December 31,2005 (5,047) (4,823) 
Accumulated other comprehensive loss 

Total Common Stock Equity 

Total Liabilities and Shareholders' Equity 

The accompanying notes as they relate to Cinergy Corp. are an integral part of these condensed consolidated financial statements. 



CINERGY CORP. 
CONDENSED CONSOLIDATED STATEMENTS OF CHANGES IN CO ON STOCK EQUITY 1 

Accumulated Total 
Other Common 

Common Paid-in Retained Treasury Comprehensive Stock 

(dollars in thousands, except per share amounts) 
(unaudited) 

Quarter Ended March 31,2006 

Balance at January 1,2006 (199,565,684 shares) % 1,997 % 2,982,625 % 1,721,716 % (4,823) % (124,120) % 4577,395 
Comprehensive income: 

Net income 79,364 79,364 
Other comprehensive income, net of tax effect of $(5,413) 

Foreign currency translation adjustment 120 120 
Unrealized gain on investment trusts 1,530 1530 
Minimum pension liability adjustment 916 , 916 
Cash flow hedges 7539 - 7539 

Total comprehensive income 89,469 

Issuance of common stock- net (946,650 shares) 10 28,862 28,872 
Treasury shares purchased (4,959 shares) (224) (224) 
Dividends on common stock ($0.64 per share) (127,314) (127,314) 
Other -- 6,092 (27) 6,065 

Ending balance at March 31,2006 (200,507,375 shares) 

Quarter Ended March 3 1,2005 

Balance at January 1,2005 (187,524,229 shares) $ 1,877 $2, 559,715 $ 1,613,340 $ (4,336) $ (54,674) $ 4,115,922 
Comprehensive income: 

Net income 117,356 1 17,3: 
Other comprehensive income (loss), net of tax effect of $2,43 1 

Foreign currency translation adjustment (5,838) (5,838) 
Unrealized loss on investment trusts (1,175) (1,175) 
Cash flow hedges 1,856 1,856 

Total comprehensive income 112,199 

Issuance of common stock - net (10,475,010 shares) 104 353,753 353,857 
Treasury shares purchased (9,585 shares) (299) (299) 
Dividends on common stock ($0.48 per share) (9 1,879) (9 1,879) 
Other 6,290 (1 13) 6,177 

Ending balance at March 31,2005 (197,989,654 shares) 

The accompanying notes as they relate to Cinergy Corp. are an integral part of these condensed consolidated financial statements. 



ClNERGY CORP. 
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS 

Quarter Ended 
March 31 

2006 2005 
(dollars in lhousands) 

(unaudited) 
Cash Flows from Operations 

Operating Activities 
Net income % 79,364 $ 117,356 
Adjustments to reconcile net income to net cash provided by operating activities: 

Depreciation and amortization 163,793 153,419 
Loss on impairment or disposal of subsidiaries and investments, net 7,398 6,8 18 
Cumulative effect of a change in accounting principle, net of tax 3,493 
Change in net position of energy riskmanagement activities + (154,665) 66,342 
Deferred income taxes wd investment tax credits - net (14JO9) (20,258) 
Equity in earnings of unconsolidated subsidiaries (4,095) (4,836) 
Retum on equity investments 4,857 
Allowance for equity funds used during construction (3,065) (1,987) 
Regulatory assetlliability deferrals (21,465) (27,514) 
Regulatory asset amortization 13,367 8,028 
Accrued pension and other postretirement benefit costs (20,177) 22,s 1 1 
Cost of removal (5,481) (5,475) 
Changes in current assets and current liabilities: 

Accounts and notes receivable 503449 159,607 
Fuel, emission allowances, and supplies 67,636 54,408 
Prepayments 8,498 (65,218) 
Accounts payable (529,943) (75,935) 
Accrued taxes and interest (39,26267) 41,216 

Other assets (13,562) (16,737) 
Other liabilities 38,393 (33,627) - 

Net cash provided by operating activities 84,319 378,118 

Investing Activities 
Construction expenditures (less allowance for equity funds used during construction) 
Proceeds from notes receivable 
Withdrawal of restricted cash held in trust 
Other investments (50,646) (2,155) 
Proceeds from distributions by investments and sale of investments and subsidiaries 1,480 32,071 

Net cash used in investing activities (294,232) (172,112) 

Financing Activities 
Change in short-term debt 166,891 (509,066) 
Issuance of long-term debt 174,069 4,165 
Redemption of long-term debt (13,612) (3,516) 
Retirement of preferred stock of subsidiaries (20,489 
Issuance of common stock 28,872 353,857 
Dividends on common stock (127,314) (9 1,879) 
Excess tax benefits from stock options 2,993 

Net cash provided by (used in) financing activities 211,414 (246,439) 

Net increase (decrease) in cash and cash equivalents 1,501 (40,433) 

Cash and cash equivalents a t  beginning of period 

Cash and cash equivalents at end of period 

Supplemental Disclosure of Cash Flow Information 
Cash paid during the period for: 

Interest (net of amoud capitalized) 
Income taxes 

- -- 

The accompanying notes as they relate to Cinergy Corp. are an integral part of these condensed consolidated financial statements. 



THE CINCINNATI GAS & 
ELECTRIC COMPANY 

AND SUBSIDIARY COMPANIES 



THE CINCINNATI GAS & ELECTRIC COMPANY 
CONDENSED CONSOLIDATED STATEMENTS OF INCOME AND COMPREHENSIVE INCOME 

Quarter Ended 
March 31 

2006 2005 
(dollars in thousands) 

(unaudited) 

Operating Revenues 
Electric 
Gas 
Other 

Total Operating Revenues 

Operating Expenses 
Fuel, emission allowances, and purchased power 
Gas purchased 
Costs of fuel resold 
Operation and maintenance 
Depreciation and amortization 
Taxes other thrn income taxes 

Total Operating Expenses 

Operating Income 204,274 162,140 

Miscellaneous Income - Net 
Interest Expense 

Income Before Taxes 183,081 142,7 13 

Income Taxes 66,718 58,047 

Net Income 

Preferred Dividend Requirement 

Net Income Applicable to Common Stock 

Net Income 

Other Comprehensive Income, Net of Tax 

Comprehensive Income 

The accompanying notes as they relate to The Cincinnati Gas & Electrie Company are an integral part of these condensed 
consolidated financial statements. 



CINCINNATI GAS & ELECTRIC COMPANY 
CONDENSED CONSOLIDATED BALANCE SWEETS 

ASSETS 
March 31 December 3 1 

2006 2005 
(dollars in thousands) 

(unaudited) 

Current Assets 
Cash and cash equivalents 
Receivables less accumulated provision for doubtful accounts 
Accounts receivable from afilliatedcompanies 
Fuel, emission allowances, and supplies 
Energy risk management current assets 
Prepayments and other 

Total Current Assets 

Property, Plant, and Equipment- a t  Cost 
Property, plant, and equipment 
Accumulated depreciation 

Net Property, Plant, and Equipment 

Other Assets 
Regulatory assets 
Energy risk management non-current assets 
Other 

Total Other Assets 

Total Assets 

The accompanying notes as they relate to The Cincinnati Gas & Electric Company are an integral part of these condensed 
consolidated financial statements. 



THE CINCINNATI GAS & ELECTRIC COMPANY 
CONDENSED CONSOLIDATED BALANCE SHEETS 

LIABI1,ITIES AND SHAREHOLDERS' EQUITY 
March 31 December 3 1 

2006 2005 
(dollars in thousands) 

(unaudited) 

Current Liabilities 
Accounts payable $ 426,617 $ 562,887 
Accounts payable to afiliatedcompanies 82,280 243,793 
Accrued taxes 227,286 177,55 1 
Accrued interest 32,039 24,438 
Notes payable and other short-term obligations (Note 4) 112,100 112,100 
Notes payable to affiliated companies (Note 4) 222,371 114,252 
Long-term debt due within one year 5,111 5,042 
Energy risk management current liabilities 242,393 552,105 
Other 33,500 35,795 

Total Current Liabilities 1,383,697 1,827,963 

Non-Current Liabilities 
Long-term debt 
Deferred income taxes 
Unamortized investment tax credits 
Accrued pension and other postretirement benefit costs 
Regulatory liabilities 
Energy risk management non-current liabilities 
Other 

Total Non-Current Liabilities 

Commitments and Contingencies 

Total Liabilities 4,895,143 5,237,926 

Cumulative Preferred Stock 
Not subject to mandatory redemption 

Common Stock Equity 
Common stock- $8.50 par value; authorized shares - 120,000,000; outstanding 

shares - 89,663,086 at March 31,2006, and December 31,2005 762,136 762,136 
Paid-in capital 603,249 603,249 
Retained earnings 671,196 657,254 
Accumulated other comprehensive loss (45,455) (47,207) 

Total Common Stock Equity 1,991,126 1,975,432 

Total Liabilities and Shareholders' Equity S 6,886,269 $ 7,233,843 

The accompanying notes as they relate to The Cincinnati Gas & Electric Company are an integral part of these condensed 
consolidated financial statements. 



THE CINCINNATI GAS & ELECTRIC COMPANY 
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS 

Quarter Ended 
March 31 

2006 2005 
(dollars in thousandr) 

(unaudited) 

Operating Activities 
Net income 
Adjustments to reconcile net income to net cash provided by operating activities: 

Depreciation and amortization 
Deferred income taxes and investment tax credits net 
Change in net position of energy risk management activities 
Allowance for equity funds used during construction 
Regulatory assethiabilty deferrals 
Regulatory asset amortization 
Accrued pension and other postretirement benefit costs 
Cost of removal 
Changes in current assets and current liabilities: 

Accounts and notes receivable 
Fuel, emission allowances, and supplies 
Prepayments 
Accounts payable 
Accrued taxes and interest 

Other assets 
Other liabilities 

Investing Activities 
Construction expenditures (less allowance for equity funds used during 

construction) 
Withdrawal of restricted frnds held in trust 
Other investments 

Financing Activities 
Change in short-term debt, including net aftiliate notes 
Issuance of long-term debt 
Redemption of long-term debt 
Retirement of preferred stock 
Dividends on preferred stock 
Dividends on common stock 

Net increase (decrease) in cash and cash equivalents (1,647) 5,166 

Cash and cash equivalents a t  beginning of period 9,674 4,154 

Cash and cash equivalents a t  end of period S 8,027 $ 9,320 

Supplemental Disdosure of Cash Flow Information 
Cash paid during the period for: 

Interest (net of amount capitalized) 
Income taxes 

The accompanying notes as they relate to The Cincinnati Gas & Electric Company are an integral part of these condensed consolidated 
financial statements. 



PSI ENERGY, INC. 
AND SUBSIDIARY COMPANY 



PSI ENERGY, INC. 
CONDENSED CONSOLIDATED STATEMENTS OF INCOME AND COIMPREWENSrVE P N C O m  

Quarter Ended 
March 31 

2006 2005 
fdollars in thousands) 

(unaudited) 

Operating Revenues 
Electric 

Operating Expenses 
Fuel, emission allowances, and purchased power 
Operation and maintenance 
Deoreciation and amortization 
~ & e s  other thin income taxes 

Total Operating Expenses 

Operating Income 57,908 90,294 

Miscellaneous Income - Net 
Interest Expense 

Income Before Taxes 31,429 68,906 

Income Taxes 12,682 26,561 

Net lncome 

Preferred Dividend Requirement 

Net lncome Applicable to Common Stock 

Net Income % 18,747 $ 42,345 

Other Comprehensive Income (Loss), Net ofTax - 8,004 (1,195) 

Comprehensive Income S 26751 S 41,150 

The accompanying notes as they relate to PSI Energy, Inc. are an integral part of these condensed consolidated financial 
statements. 



PSI ENERGY, INC. 
CONDENSED CONSOLIDATED BALANCE SHEETS 

ASSETS 
March 31 December 34 

2006 2005 
(dollars in thousan&) 

(unaudited) 

Current Assets 
Cash and cash equivalents 
Restricted deposits 
Receivables less accumulated provision for doubtful accounts 
Accounts receivable from affiliated companies 
Fuel, emission allowances, and supplies 
Prepayments and other 

Total Current Assets 

Property, Plant, and Equipment- at  Cost 
Properly, plant, and equipment 
Accumulated depreciation 

Net Property, Plant, and Equipment 

Other Assets 
Regulatory assets 
Other 

Total Other Assets 

Total Assets % 6,174,460 $ 6,242,182 

The accompanying notes as they relate to PSI Energy, Inc. are an integral part of these condensed consolidated financial 
statements. 



PSI ENERGY, INC. 
CONDENSED CONSOLIDATED BALANCE SHEETS 

LIABILITIES AND SHAREHOLDERS' EQUITY 
March 31 December 3 1 

2006 2005 
(dollars in !housanb) 

(unaudited) 

Current Liabilities 
Accounts payable 
Accounts payable to affiliated companies 
Accrued taxes 
Accrued interest 
Notes payable and other short-term obligations (Note 4) 
Notes payable to aftiliited companies (Note 4) 
~ o n g t e k  debt due within onelear 
Other 

Total Current Liabilities 

Non-Current Liabilities 
Long-term debt 
Deferred income taxes 
Unamortized investment tax credits 
Accrued pension and other postretirement benefit costs 
Regulatory liabilities 
Other 

Total Non-Current Liabilities 

Commitments and Contingencies 

Total Liabilities 4,199,601 4,268,961 

Cumulative Preferred Stock 
Not subject to mandatory redemption 

Common Stock Equity 
Common stock - without par value; $.0l stated value; authorized shares - 

60,000,000; outstanding shares - 53,913,701 at March 31,2006, 
and December 31,2005 539 539 

Paid-in capital 840,692 840,692 
Retained eamings 1,141,826 1,148,192 
Accumulated other comprehensive loss (19,456) (27,460) 

Total Common Stock Equity 1,963,601 1,961,963 

Total Liabilities and Shareholders' Equity % 6,174,460 $ 6,242,182 

The accompanying notes as they relate to PSI Energy, I n c  are an integral part of these condensed consolidated financial 
statements. 



PSI ENERGY, INC. 
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS 

Quarter Ended 
March 31 

2006 2005 
(dollars in thousandr) 

(unaudited) 

Operating Activities 
Net income S 18,747 $ 42,345 
Adjustments to reconcile net income to net cash provided by operating activities: 

Depreciation and amortization 74,369 73,704 
Deferred income taxes and investment tax credits - net (24,601) 10,158 
Allowance for equity funds used during construction (2,494) (1,857) 
Regulatory assetlliability deferrals (20,666) (28,464) 
Regulatory asset amortization 6,464 4,256 
Accrued pension and other postretirement benefit costs 6,054 6,078 
Cost of removal (3,786) (4,181) 
Changes in current assets and current liabilities: 

Accounts and notes receivable 116,247 44,102 
Fuel, emission allowances, and supplies (1 1,769) (3,293) 
Prepayments (213) 1,929 
Accounts payable (43,428) (41,126) 
Accrued taxes and interest 37,582 20,272 

Other assets (2,234) (3,877) 
Other liabilities 8,418 -- (330) 

Net cash provided by operating activities 158,690 119,716 

Investing Activities 
Construction expenditures (less allowance for equity funds used during 

construction) 
Withdrawal of restricted funds held in trust 
Other investments 

Net cash used in investing activities (82,339) (88,650) 

Financing Activities 
Change in short-term debt, including net affiliate notes 
Redemption of long-term debt 
Dividends on preferred stock 
Dividends on common stock 

Net cash used in financing activities (79,705) (38,706) 

Net decrease in cash and cash equivalents (3,354) (7,640) 

Cash and cash equivalents at  beginning of period 31,860 10,794 

Cash and cash equivalents at  end of period 

Supplemental Disclosure of Cash Flow Information 
Cash paid during the period for: 

Interest (net of amount capitalized) 
Income taxes 

The accompanying notes as they relate to PSI Energy, Inc. a re  an integral part of these condensed consolidated financial statements. 



INDEX . 

NOTES TO CONDENSED FINANClAL STATEMENTS 
Note 

Number 
Page 

Number .. 

1 Organization and Summary of Signifcant Accounting Policies ....................................................................................... 21 

2 Common Stock ................................................................................................................................................................. 25 

................................................................................................................................................ 3 Cumulative Preferred Stock 28 

4 Notes Payable and Other Short-term Obligations ............................................................................................................... 29 

................................................................................................................................................ 5 Energy Trading Credit Risk 30 

................. ............................................................................................. 6 Pension and Other Postretirement Benefits .. 31 

...................................................................... 7 Commitments and Contingencies .. ..................................................... 32 

................................................................................................................................................. 8 Discontinued Operations 40 

............................................................................................ ...................... 9 Financial Information by Business Segment .. 41 

10 Earnings Per Common Share (EPS) .................................................................................................................................... 44 

11 Acquisition and Transfer of Generating Assets ................................................................................................................ 44 



NOTES T O  CONDENSED FINANCIAL STATEMENTS 

NOTES TO CONDENSED FINANCIAL STATEMENTS 

In this report Cinergy (which includes cinergy Corp. and all of our regulated and non-regulated subsidiaries) is, at 
times, referred to in the first person as "we," "our," or "us." In addition, when discussing Cinergy's financial 
information, it necessarily includes the results of The Cincinnati Gas & Electric Company (CG&E), PSI Energy, 
Inc. (PSI), The Union Light, Heat and Power Company (ULH&P) and all of Cinergy's other consolidated 
subsidiaries. When discussing CG&E9s financial information, it necessarily includes the results of ULH&P and all 
of CG&E's other consolidated subsidiaries. 

1. Organization and Summary of Significant Accounting Policies 

(a) Merger with Duke 

In March 2006, Cinergy and Duke, a North Carolina corporation, received final approvals in connection with the 
merger from Duke and Cinergy shareholders, the North Carolina Utilities Commission (NCUC), and the Indiana 
Utility Regulatory Commission (IURC) and effective April 3,2006, Cinergy Corp. consummated the merger with 
Duke. Under the merger agreement, each share of Cinergy common stock was converted into 1.56 shares of the 
newly formed company, Duke Energy Holding Corp., a Delaware Corporation (Duke Energy Holding) 
(subsequently renamed Duke Energy Corporation). 

Duke and Cinergy believe that the combination will provide substantial strategic and financial benefits to their 
shareholders, employees and customers, including: 

0 increased financial strength and flexibility; 
stronger utility business platform; 
greater scale and fuel diversity, as well as improved operational efficiencies for the merchant generation 
business; 
broadened electric distribution platform; 

0 improved reliability and customer service through the sharing of best practices; 
increased scale and scope of the electric and gas businesses with stand-alone strength; 

0 complementary positions in the midwest; 
o greater customer diversity; 

combined expertise; and 
significant cost savings synergies. 

As a condition to the merger approval, the Public Utilities Commission of Ohio (PUCO) and the Kentucky Public 
Service Commission (KPSC) required that certain merger related savings be refunded to customers in each service 
territory and provided additional conditions that the new company would have to meet. While the merger itself was 
not subject to approval by the IURC, the IURC approved, subject to similar conditions, certain affiliate agreements 
in connection with the merger. Key elements of these provisions were: 

CG&E will provide a rate credit of approximately $15 million for one year to facilitate economic 
development in a time of increasing rates and a credit of approximately $2 1 million to CG&E9s gas and 
electric customers in Ohio for one year, with both credits beginning January 1,2006. 

In April 2006, The Ofice of the Ohio Consumers' Counsel (OCC) filed a Notice of Appeal with the 
Supreme Court of Ohio, requesting the Court remand the PUC07s merger approval for a full 
evidentiary hearing. The Office of the Ohio Consumers' Counsel alleges that the PUCO committed 
reversible error on both procedural and substantive grounds, in among other things, failing to set the 
matter for a full evidentiary hearing, failing to consider evidence regarding the transfer of the Duke 
Energy North America (DENA) assets to CG&E, and failing to lift the stay on discovery. CG&E and 
the OCC have resolved this matter through settlement and we expect the OCC to withdraw its appeal. 

PSI will provide a rate credit of $40 million to PSI customers over a one year period and $5 million for 
low-income energy assistance and clean coal technology. In April 2006, Interveners, Citizens Action 



-.- NOTES TO CONDENSED FINANCIAL STATEMENTS - 

Coalition of Indiana, Inc., filed a Verified Petition for Rehearing and Reconsideration claiming that PSI 
should be ordered to provide an additional $5 million in rate credits to customers to be consistent with 
the NCUC order. An order on the Petition is expected in the second quarter of 2006. 

* ULH&P will provide $7.6 million in rate credits to ULH&P customers over five years, ending when 
new rates are established in the next rate case after January 1,2008. 

In addition, the Federal Energy Regulatory Commission (FERC) approved the merger without conditions. On 
January 19,2006, Public Citizen's Energy Program, Citizen's Action Coalition of Indiana, Ohio Partners for 
Affordable Energy and Southern Alliance for Clean Energy requested rehearing of the FERC approval. On 
February 2 1, ,2006, the FERC issued an order granting rehearing of FERCYs order for Wher consideration. 

The consummation of the merger triggered certain "change in control" provisions that provided enhanced, andlor 
accelerated benefits to management level employees in the event of a qualifying transaction. See Note 2(b)(iii) for 
additional information on these payments. 

Purchase price allocation and goodwill 

Duke has been determined to be the acquirer and Cinergy the acquiree under generally accepted accounting 
principles. The merger is being recorded using the purchase method of accounting whereby the total purchase price 
of approximately $9 billion is being allocated to Cinergy's identifiable tangible and intangible assets acquired and 
liabilities assumed based on their fair values. Cinergy Corp.'s results of operations will be included in Duke 
Energy Holding's results beginning April 2006. 

The allocation of the purchase price to the net assets of Cinergy and the resulting goodwill determination are not yet 
complete. However, preliminary indications are that the acquisition will result in approximately $4 billion of 
goodwill. 

Based on management's review and analysis of relevant Securities and Exchange Commission (SEC) regulations, 
Cinergy expects the impacts of purchase accounting, including goodwill, to be pushed down and recorded on the 
financial statements of Cinergy. Management also expects that a portion of the purchase price will be pushed down 
and recorded on the financial statements of CG&E. Since the merger did not occur until April 2006, all impacts of 
push-down accounting will be implemented in the second quarter financial statements of Cinergy and CG&E. 
Our review of SEC regulations has indicated that PSI'S financial statements are not required to use push-down 
accounting and management does not anticipate electing to do so. 

(b) Presentation 

Financial Statements 

Our Condensed Financial Statements reflect all adjustments (which include normal, recurring adjustments) 
necessary in the opinion of the registrants for a fair presentation of the interim results. These results are not 
necessarily indicative of results for a full year. 'Ilese statements should be read in conjunction with the Financial 
Statements and the notes thereto included in the registrants' combined Form 10-K for the year ended December 3 1, 
2005 (2005 10-K). We have restated certain prior-year amounts in Cinergy's financial statements, including cash 
flows, to reflect the impact of discontinued operations in 2005 and 2006. For a further discussion of discontinued 
operations, see Note 8. Also, certain amounts in the 2005 Condensed Financial Statements have been reclassified to 
conform to the 2006 presentation. 

Management makes estimates and assumptions when preparing financial statements under generally accepted 
accounting principles. Key estimates and judgments include: 

e Valuing derivative contracts used in our energy marketing and trading activities; 
0 Evaluating the regulatory recoverability of various costs; 

Providing reserves for contingencies, including legal, environmental, and income taxes; and 
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Evaluating various non-regulated f ~ e d  assets and investments for impairment. 

These estimates and judgments are discussed more fully in "Critical Accounting Estimates" in our 2005 10-I(. 
Actual results could differ, as these estimates and assumptions involve judgment about future events or performance. 

(c) Revenue Recognition 

Utility Revenues 

CG&E, and PSI (collectively, our utility operating companies) record Operating Revenues for electric and gas 
service when delivered to customers. Customers are billed throughout the month as both gas and electric meters are 
read. We recognize revenues for retail energy sales that have not yet been billed, but where gas or electricity has 
been consumed. This is termed "unbilled revenues" and is a widely recognized and accepted practice for utilities. 
In making our estimates of unbilled revenues, we use systems that consider various factors, including weather, in 
our calculation of retail customer consumption at the end of each month. Given the use of these systems and the fact 
that customers are billed monthly, we believe it is unlikely that materially different results will occur in future 
periods when these amounts are subsequently billed. 

Unbilled revenues for Cinergy, CG&E, and PSI as of March 3 1,2006 and 2005, were as follows: 

2006 2005 -- 
(in millions) 

Cinergy S 172 $ 143 
CC&E 105 86 
PSI 67 57 

(d) Derivatives 

(0 Hedges of Natural Gas held in Storage 

Cinergy designates derivatives as fair value hedges for certain volumes of our natural gas held in storage. IJnder 
this accounting election, changes in the fair value of both the derivative as well as the hedged item (the specified gas 
held in storage) are included in Gas Operating Revenues in Cinergy's Condensed Consolidated Statements of 
Income. We assess the effectiveness of the derivatives in offsetting the change in fair value of the gas held in 
storage on a quarterly basis. Selected information on Cinergy's hedge accounting activities for the quarters ended 
March 3 1,2006 and 2005 were as follows: 

2006 2005 -- 
(in millions) 

Portion of loss on hedging instruments determined to be ineffective $ (5) $ (4) 
Portion of gain on hedging instruments related to changes in time value excluded 

from assessment of ineffectiveness 36 4 

Total included in Gas operating revenues $ 3 1  $ - 

(ii) Generation Porgolio Optimization 

CG&E attempts to optimize the value of its non-regulated generation portfolio, which includes generation assets, 
fuel, and emission allowances. When power is sold forward, we typically purchase the fuel and emission 
allowances required to produce the power to lock in our eventual margin at the time of delivery. The market values 
of these commodities change independently over time and when economic, CG&E may purchase forward power to 
be used to deliver against the forward power sales, and in turn sell the fuel andfor emission allowances. 

Emission allowances b d  the majority of fuel contracts typically follow the accrual method of accounting. 
However, generally accepted accounting principles (GAAP) requires that certain forward purchases of coal and 
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forward sales of power (those classified as derivatives) use the mark-to-market (MTM) method of accounting. This 
differing accounting treatment for the various components of the generation portfolio can lead to volatility 
in reported earnings. A hypothetical $1 .OO per megawatt hour (MWh) change consistently applied to all forward 
power prices would have resulted in a change in fair value of these contracts, and therefore unrealized gains or 
losses, of approximately $7.4 million as of March 3 1,2006, A hypothetical $1 .OO per ton change consistently 
applied to all forward coal prices would have resulted in a change in fair value of these contracts of approximately 
$3.5 million as of March 3 1,2006. 

(iii) Trading & Marketing 

Cinergy and CG&E measure the market risk inherent in the trading portfolio employing value at risk (VaR) 
analysis, as discussed in the 2005 10-K. The change in VaR from the 2005 10-K was not material to our financial 
position or results of operations. 

(e) Accounting Changes 

(i) Share-Based Payment 

In December 2004, the FASB issued a replacement of SFAS No. 123, Accounting for Stock-Based Compensation, as 
amended by SFAS No. 148, Accounting for Stock-Based Compensation - Transition and Disclosure, (Statement 
148), (Statement 123), SFAS No. 123 (revised 2004), Share-Based Payment (Statement 123R). This standard 
requires, among other things, accounting for all stock-based compensation arrangements under the fair value 
method. The standard also requires compensation awards that involve the achievement of a certain company stock 
price (or similar measure) to have the likelihood of reaching those targets incorporated into the fair value of the 
award. The number of awards paid out under Cinergy's performance-based share awards under the Cinergy Corp. 
1996 Long-Term Incentive Compensation Plan (LTIP) is based on Cinergy's expected total shareholder return 
(TSR) as measured against a pre-defined peer group. Therefore, these awards were required to be re-valued at fair 
value upon adoption. 

We adopted Statement 123R on January 1,2006 using the modified prospective application. Cinergy recognized a 
loss of approximately $3.5 million, net of tax, for the cumulative effect of this change in accounting principle. The 
cumulative effect is due to the use of a new model that incorporates the expected TSR into the fair value of 
Cinergy's performance-based share awards under the LTIP. This model is used to value all performance-based 
share awards under the LTIP, beginning January 1,2006. 

In 2003, we prospectively adopted accounting for our stock-based compensation plans using the fair value 
recognition provisions of Statement 123, as amended by Statement 148, for all employee awards granted or with 
terms modified on or after January 1,2003. Therefore, the impact of implementation of Statement 123R on stock 
options and remaining awards, other than the aforementioned performance-based share awards, within our stock- 
based compensation plans was not material. See additional detail regarding Cinergy's stock-based compensation 
plans in Note 2(b). 

(ii) Accounting for Servicing of Financial Assets 

In March 2006, the FASB issued SFAS No. 156, Accounting for Servicing of Financial Assets (Statement 156) an 
amendment of SFAS No. 140, Accounting for Transfers and Servicing of Financial Assets and Extinguishments of 
Liabilities. Statement 156 establishes new standards for how entities that service financial assets account for their 
servicing rights. CG&E retains servicing responsibilities for its role as collection agent for receivables sold to 
Cinergy Receivables Company, LLC. We are in the process of evaluating the impact of adopting this new standard 
on Cinergy's accounts receivable sales program. Currently, we are unable to predict whether the implementation of 
this accounting standard will be material to our fmancial position or results of operations. We will adopt Statement 
156 on January 1,2007. 
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(iii) Determining Variability in Application of FASB Interpretation No. 46(R) (FIN 46(R)-6) 

In April 2006, the FASB staff issued FASB Interpretation No. 46(R)-6 (FIN 46(R)-6) to address how to determine 
the variability to be considered in applying FIN 46(R), Consolidation of Variable Interest Entities. The variability 
that is considered in applying FIN 46(R) affects the determination of whether the entity is a variable interest entity 
(VIE), which interests are variable interests in the entity, and which party, if any, is the primary beneficiary of the 
VIE. The variability affects the calculation of expected losses and expected residual returns. This Statement is 
effective July 1,2006. Cinergy does not anticipate that the adoption of FIN 46(R)-6 will have a material impact on 
our financial position or results of operations. 

2. Common Stock 

(a) Changes In Common Stock Outstanding 

Cinergy issues new Cinergy Corp. common stock shares to satisfy obligations under certain of its employee stock 
plans and the Cinergy Corp. Direct Stock Purchase and Dividend Reinvestment Plan. During the three months 
ended March 3 1,2006, Cinergy issued 1.7 million shares under these plans. 

Cash dividends declared for the quarter ended March 3 1,2006 included dividends of $0.48 per share which were 
declared by the board of directors on January 16,2006 and partial dividends of $0.1564 per share which were 
declared on March 10,2006. 

In April 2006, CG&E filed a petition with the FERC for a declaratory ruling that CG&E's payment of dividends 
out of its paid-in capital account, using the balance transferred from the retained earnings account, resulting from 
purchase accounting arising from the DukelCinergy merger, would not violate section 305(a) of the Federal Power 
Act, which generally precludes dividends out of paid-in capital. Such a ruling is necessary because purchaselpush- 
dawn accounting will reset retained earnings to zero as of April 3,2006, thus precluding CG&E from using pre- 
merger retained earnings to pay dividends. lJntil this approval is received, CG&E's ability to pay dividends will be 
constrained to earnings since April 3,2006. The FERC has approved such dividend payments in proceedings 
involving other mergers. At this time, CG&E cannot predict the outcome of this proceeding. 

Cinergy Corp. owns all of the common stock of CG&E and PSI. Effective April 3,2006, 100 percent of 
Cinergy's outstanding stock was converted info 1.56 shares of Duke Energy Holding stock. See Note 1 (a) for 
additional information. 

(b) Stock-based Compensation Plans 

We currently have the following stock-based compensation plans: 

1,TIP; 
SOP; 
Employee Stock Purchase and Savings Plan; 
Retirement Plan for Directors; 
Directors' Equity Compensation Plan; 
Directors' Deferred Compensation Plan; 
4 0 1 0  Plans; and 
40 1 Q Excess Plan. 

The LTIP and SOP are discussed below. The activity in 2006 and 2005 for the remaining stock-based compensation 
plans was not significant. 

In 2003, we prospectively adopted accounting for our stock-based compensation plans using the fair value recognition 
provisions of Statement 123, as amended by Statement 148, for all employee awards granted or with terms modified 
on or after January 1,2003. Effective January 1,2006, Cinergy adopted Statement 123R. See Note I(e)(i) for 
additional information regarding this new accounting standard. 
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For the three months ended March 3 1,2006 and 2005, total compensation cost for the above plans was $22 million I 

and $12 million, respectively. The total income tax benefit recognized for share-based compensation arrangements 
was $9 million in 2006 and $5 million in 2005. Costs associated with the immediate vesting of shares and options in 
conjunction with the consummation of the merger with Duke as discussed below, will be accounted for as part of 
purchase accounting. 

( LTIP 

Under this plan, certain key employees may be granted incentive and non-qualified stock options, stock appreciation 
rights (SARs), non-vested stock awards, dividend equivalents, phantom stock, the opportunity to earn performance- 
based shares and certain other stock-based awards. Stock options are granted to participants with an option price 
equal to or greater than the fair market value on the grant date, and generally with a vesting period of three years. 
The vesting period begins on the grant date and all options expire within 10 years from that date. Expense for stock 
options granted to retirement eligible employees is recognized immediately as these employees are deemed to 
immediately vest in their stock options. There are 14,500,000 shares authorized for issuance under the LTIP plan. 

Most options granted prior to May 8,2005 were immediately vested upon consummation of the April 3,2006 
merger with Duke. Options granted after May 8,2005 were converted to Duke Energy Corporation options on April 
3,2006 at the 1.56 conversion rate and will continue to be expensed over the remaining portion of the three-year 
vesting period, unless granted to retirement eligible employees. Duke Energy Corporation plans to issue new Duke 
Energy Corporation common shares when the above options are exercised. 

Previously, performance-based share awards were paid 50 percent in common stock and 50 percent in cash. As of 
December 3 1,2005, all performance shares were classified as liabilities as management intends to pay all 
outstanding awards in cash. As a result, the expected cash payout portion of the performance shares were reported 
in Current Liabilities - Other and Non-Current Liabilities - Other. Total cash paid for the performance-based share 
liabilities were $5 million and $14 million for the quarters ended March 3 1,2006 and 2005, respectively. 

Entitlement to performance-based share awards is based on Cinergy's TSR over designated Cycles as measured 
against a pre-defined peer group of utility companies (Relative TSR). Target grants of performance-based shares 
were made for the following Cycles: 

(in thousands) 

VIll 1R004 2004-2006 367 
IX 1I2005 2005-2007 342 
X 112006 2006-2008 351 

The target award is earned if Cinergy's Relative TSR ranking is at the 55" percentile at the end of the performance 
period. The maximum payout is equal to 200 percent of the target and the minimum payout is zero, depending on 
Cinergy's ranking above or below the 55' percentile target. 

We use a path-dependent model that incorporates expected Relative TSR into the fair value determination of 
Cinergy's performance-based share awards with the adoption of Statement 123R. The model uses three year 
historical volatilities and correlations for all companies in the pre-deftned peer group, including Cinergy, to 
simulate Cinergy's Relative TSR as of the end of each Cycle. For each simulation, Cinergy's Relative TSR 
associated with the simulated stock price at the end of the cycle period plus expected dividends within the period 
results in a value per share for the award portfolio. The average of these simulations is the expected portfolio value 
per share. Actual life to date results of Cinergy's Relative TSR for each Cycle is incorporated within the model. 

All performance shares under Cycles VIII and IX vested immediately at 200 percent of target with the April 3,2006 
consummation of the merger. Cycle X performance shares vested on a pro-rata basis also at 200 percent of target at 
the consummation of the merger. 
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(ii) Stock Option Activity 

Stock option activity for the three months ended March 3 1,2006 is summarized as follows: 

LTIP and SOP 
Weighted 
Average 

Shares Weighted Remaining Aggregate 
Subject to Average Contractual Intrinsic 

Option Exereise Price Term Value 
(in millions) 

Balance at December 31,2005 5,484,649 34.72 

Options granted"). 674,900 42.45 
Options exercised (1,488,171) 33.37 % 16 
Options forfeitedlexpired (6,300) 41.11 

Balance at  Mareh 31,2006 4,665,078 % 36.30 632 yrs % 43 

Options Exercisab~e'~': 
At March 31,2006 2,433,378 % 32.94 4.27 yrs % 30 

(I' Options have not been granted under the SOP since 2001 
475,867 options exercisable pertah to the SOP. 

For the three months ended March 3 1,2006, we received $29 million in cash from the exercise of outstanding stock 
options. The tax benefit realized from these exercised options was $14 million. The total compensation expense 
related to unvested options at March 3 1,2006 was $3 million which will be recognized over a weighted average 
period of 2.24 years. The total fair-value of options granted during the quarters ended March 3 1,2006 and 2005 
were $6.66 per share and $5.65 per share, respectively. The total intrinsic value of options exercised was $ 16 
million and $2 million for the three months ended March 3 1,2006 and 2005, respectively. 

The fair values of options granted were estimated as of the grant date using the Black-Scholes option-pricing model 
using the assumptions listed in the following table for the three months ended March 3 1: 

LTIP 
2006 2005 

Risk-free interest rate") 433% 3.62% 
Expected dividend yield2) 4.41% 4.520/0 
Expected life") 5.01 yrs. 4.99 yrs. 
Expected v~latilay'~' 22.43% 21.28% 

( I )  The risk free rate is based upon the U.S. Treasury zero- 
coupon issues with a remaining term equal to the expected 
term of the options. 
The expected dividend yield is based upon annualized 
dividends and the closing stock price on the grant date. "' The expected term of optims is derived from historical data 

(4) Volatility is based upon the historical volatility with a look 
back period equal to the expected tern of the options. 

(iii) Merger-Related Qbligations 

Several of the Company's benefit plans contain "change-in-control'' clauses that provide enhanced, and/or 
accelerated benefits to management level employees in the event of a qualifying transaction such as occurred with 
the consummation of the merger with Duke as discussed in Note l(a) in April 2006. These include benefits paid 
pursuant to the LTIP and certain payments under Cinergy's Annual Incentive Plan. Certain employees are also 
entitled to additional severance and benefits in the event they are involuntarily terminated without "cause" or 
voluntarily terminate for "good reason" (as such terms are defined in their employment agreements) in connection 
with or following the merger. 
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On December 30,2005, Cinergy entered into agreements with 28 employees to accelerate the payment of a portion 
of the amounts discussed above, otherwise expected to be paid after December 3 1,2005, in order to mitigate the 
Company's taxes and related expenses. Payments totaling $70 million were made in December pursuant to these 
agreements. The agreements amend the employees' employment agreements, and benefit plans in which they 
participate, to accelerate into 2005 the payment of certain amounts that they have previously earned or are expected 
to earn after December 3 1,2005. Among other things, the Company prepaid performance shares under the LTIP 
and severance payments for certain individuals. In the event an employee who received such amounts voluntarily 
terminated his employment prior to the closing of the merger, the employee would have been obligated to repay all 
of the payments, and if the merger did not close on or prior to December 15,2006, the employee would have been 
obligated to repay half of the payments, to reflect his or her estimated tax liability upon receipt of the accelerated 
payments; in each case, less any amounts that the employee has already earned through such date. None of the 28 
employees invoked this payback provision. By accelerating these payments, the Company will mitigate taxes and 
related expenses that it would otherwise incur if it had waited until after 2005 to make these payments. 

The majority of these payments were recorded as prepaid compensation in Prepayments and other. Approximately 
half of these payments were accounted for as a retention bonus and expensed over the period between January 1, 
2006 and the closing of the merger with Duke. ' f ie  remainder, representing the half that executives must repay if 
the merger was never consummated, remained in Prepayments and other until the merger closed and were 
accounted for as part of purchase/push-down accounting. 

In addition to payments made in December, based on certain assumptions and using our current best estimates, the 
Company's remaining contractual obligations that were triggered upon merger consummation, including severance 
payments for those executives that have indicated their intention to terminate for "good reason", was approximately 
$100 million and these amounts were accounted for in April when the merger closed. These payments only included 
amounts payable pursuant to existing benefit arrangements, employment contracts, and voluntary severance 
accepted by employees and contingent on the merger closing. These payments do not include the value of 
accelerated stock options and retirement benefits earned prior to the merger. 

3. Cumulative Preferred Stock 

In March 2006, CG&E redeemed all outstanding shares of its $16.98 million notional amount 4% Cumulative 
Preferred Stock, and its $3.5 million notional amount 4.75% Cumulative Preferred Stock at a price of $108 per 
share and $101 per share, respectively, plus accrued and unpaid dividends. 

In May 2006, PSI redeemed all outstanding shares of its $3.7 million notional amount 3.5% Cumulative Preferred 
Stock, its $3.9 million notional amount 4.32% Cumulative Preferred Stock and its $3.7 million notional amount 
4.16% Cumulative Preferred Stock at par, respectively, plus accrued and unpaid dividends. 
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4. Notes Payable and Other Short-term Obligations 

Cinergy Corp.'s short-term borrowings consist primarily of unsecured revolving lines of credit and the sale of 
commercial paper. Cinergy Corp.'s revolving credit facility and commercial paper program also support the short- 
term borrowing needs of CG&E, and PSI. In addition, Cinergy Corp., CG&E, and PSI maintain uncommitted 
lines of credit. These facilities are not firm sources of capital but rather informal agreements to lend money, subject 
to availability, with pricing determined at the time of advance. The following table summarizes our Notes payable 
and other short-term obligations and Notes payable to afiliated companies: 

March 31,2006 December 3 1,2005 

Weighted Weighted 
Established Average Established Average 

-. Lines Outstanding Rate Lines Outstanding Rate , 

(dollars in millions) 

Cinergy 
Cinergy Corp. 

Revolving line'" 
Uncommitted lines 
Commercial paper") 

Utility operating companies 
Uncommitted lines 
Pollution control notes 

Non-regulated subsidiaries 
Revolving lines") 150 60 5 3 3  150 77 4.95 
Short-term debt 11 9.97 9 9.96 
Pollution control notes 25 3.53 25 3.90 

Cinergy Total $ 1,091 4.59 % $ 924 4.37 % 

CG&E 
Uncommitted lines S 15 $ -% $ 15 $ - % 
Pollution ccmtrol notes 112 3.56 112 3.86 
Money pool 222 4.84 114 4.41 

CG&E Total $ 334 4.41 % $ 226 4.14% 

PSI 
Uncommitted lines % 60 $ -% $ 60 $ - % 
Pollution control notes 186 3.76 186 4.07 
Money pool 196 4.84 250 4.4 1 

PSI Total $ 382 4.32 % $ 436 4.27 % 

(') Consists of a five-year facility which was entered into in September 2005, matures in September 2010, and contains $500 million sublimits 
each for CG&E and PSI. 
Cinergy Corp.'s commercial paper program limit is $1.5 billion. The commercial paper program is supported by Cinergy Corp.'s 
revolving line of credit 

(') Relates to aCinergy Canada, lnc. three-year senior revolving credit facility that matures in December 2007. 
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(a) Short-term Notes 

At March 3 1,2006, Cinergy Corp. had $1.1 billion remaining unused and available capacity relating to its $2 
billion revolving credit facility. The revolving credit facility includes the following: 

Established 
Credit Facility Expiration Lines 

Five-year senior revolving September 2010 
Commercial paper support 
Letter of credit support 

Total five-year facility $ 2,000 

Outstanding 
and Unused and 

Committed ---.- Available 
(in millions) 

In our credit facility, Cinergy Corp. has covenanted to maintain: 

o a consolidated net worth of $2 billion; and 
o a ratio of consolidated indebtedness to consolidated total capitalization not in excess of 65 percent. 

As part of CC&E's $500 million sublimit under the $2 billion five-year credit facility, CG&E has covenanted to 
maintain: 

0 a consolidated net worth of $1 billion; and 
a ratio of consolidated indebtedness to consolidated total capitalization not in excess of 65 percent. 

As part of PSI'S $500 million sublimit under the $2 billion five-year credit facility, PSI has covenanted to maintain: 

o a consolidated net worth of $900 million; and 
e a ratio of consolidated indebtedness to consolidated total capitalization not in excess of 65 percent. 

A breach of these covenants could result in the termination of the credit facility and the acceleration of the related 
indebtedness. In addition to breaches of covenants, certain other events that could result in the termination of 
available credit and acceleration of the related indebtedness include: 

bankruptcy; 
o defaults in the payment of other indebtedness; and 
e judgments against the company that are not paid or insured. 

The latter two events, however, are subject to dollar-based materiality thresholds. As of March 3 1,2006, Cinergy, 
CG&E, and PSI are in compliance with all of their debt covenants. 

5. Energy Trading Credit Risk 

Cinergy's extension of credit for energy marketing and trading is governed by a Corporate Credit Policy. Written 
guidelines approved by Cinergy's Risk Policy Committee document the management approval levels for credit 
limits, evaluation of creditworthiness, and credit risk mitigation procedures. Exposures to credit risks are monitored 
daily by the Corporate Credit Risk function, which is independent of all trading operations. As of March 3 1,2006, 
93 percent of Cinergy's credit exposure and 88 percent of CG&E's credit expense, net of credit collateral, related 
to energy trading and marketing activity was with counterparties rated investment grade or the counterparties' 
obligations were guaranteed or secured by an investment grade entity. The majority of these investment grade 
counterparties are externally rated. If a counterparty has an external rating, the lower of Standard & Poor's Ratings 
Services or Moody's Investors Service is used; otherwise, Cinergy's internal rating of the counterparty is used. 
Cinergy's remaining seven percent represents credit exposure of $72 million and CG&E9s remaining 12 percent 
represents credit exposure of $25 million with counterparties rated non-investment grade. 
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As of March 3 1,2006, CG&E had a concentration of trading credit exposure of $75 million with two counterparties 
accounting for greater than 10 percent of CG&E's total trading credit exposure. These counterparties are rated 
investment grade. 

Energy commodity prices can be extremely volatile and the market can, at times, lack liquidity. Because of these 
issues, credit risk for energy commodities is generally greater than with other commodity trading. 

We continually review and monitor our credit exposure to all counterparties and secondary counterparties. If 
appropriate, we may adjust our credit reserves to attempt to compensate for increased credit risk within the industry. 
Counterparty credit limits may be adjusted on a daily basis in response to changes in a counterparty's financial 
status or public debt ratings. 

6. Pension and Other Postretirement Benefits 

As discussed in the 2005 10-K, Cinergy Corp. sponsors both pension and other postretirement benefits plans. Our 
qualified defined benefit pension plans cover substantially all United States employees meeting certain minimum 
age and service requirements. Funding for the qualified defined benefit pension plans is based on actuarially 
determined contributions, the maximum of which is generally the amount deductible for tax purposes and the 
minimum being that required by the Employee Retirement Income Security Act of 1974, as amended. The pension 
plans' assets consist of investments in equity and debt securities. In addition, we sponsor non-qualified pension 
plans (plans that do not meet the criteria for certain tax benefits) that cover oEcers, certain other key employees, 
and non-employee directors. We also provide certain health care and life insurance benefits to retired United States 
employees and their eligible dependents. These benefits are subject to minimum age and service requirements. The 
health care benefits include medical coverage, dental coverage, and prescription drug coverage and are subject to 
certain limitations, such as deductibles and co-payments. 

There were no qualified pension benefit contributions for the first three months of 2006. Cinergy expects to make 
approximately $120 million in qualified pension contributions during the remainder of 2006. 

Our benefit plans' costs for the quarters ended March 3 1,2006 and 2005, included the following components: 

Qualified Non-Qualified Other Postretirement 
Pension Benefits Pension Benefits Benefits 

Quarter Ended March 31 2006 2005 2006 2005 2006 2005 
(in millions) 

Service cost S 10.9 $ 9.6 S 1.4 $ 1.4 S 1.6 $ 1.6 
Interest cost 24.7 24.1 2.1 1.8 5.6 5.7 
Expected return on plans' assets (23.4) (22.0) 
Amortization of transition (asset) obligation 0. I 
Amortization of prior service cost 0.9 1.1 0.6 0.5 (0.2) (0.1) 
Amortization of actuarial losses 4.6 1.9 1 .O 0.6 2.5 2.7 
Net periodic benefit cost S 17.7 $ 14.7 S 5.1 $ 4.3 S 9.5 $ 10.0 

The net periodic benefit costs by registrant for the quarter and year to date ended March 3 1,2006 and 2005, were as 
follows: 

Qualified Non-Qualified Other Postretirement 
Pension Benefits Pension Benefits Benefits 

Quarter Ended March 31 

~inergy"' 
CG&E and subsidiaries 
PSI 

2006 2005 2006 2005 2006 2005 
(in millionr) 

( I )  The results of Cinergy also include amounts related to non-registrants. 
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7. Commitments and Contingencies 

(a) Environmental 

(i) Emission Reduction Rulemakings 

In October 1998, the Environmental Protection Agency (EPA) finalized its ozone transport rule, also known as the 
nitrogen oxides (NOx) State Implementation Plan (SIP) Call, which addresses wind-blown ozone and ozone 
precursors that impact air quality in downwind states. The EPA's final rule, which applies to 22 states in the eastern 
United States including the three states in which our electric utilities operate, required states to develop rules to 
reduce NOx emissions from utility and industrial sources. In a related matter, in response to petitions filed by 
several states alleging air quality impacts from upwind sources located in other states, the EPA issued a rule 
pursuant to Section 126 of the Clean Air Act (CAA) that required reductions similar to those required under the 
NOx SIP Call. Various states and industry groups challenged the fmal rules in the Court of Appeals for the District 
of Columbia Circuit, but the court upheld the key provisions of the rules. 

The EPA has proposed withdrawal of the Section 126 rule in states with approved rules under the final NOx SIP 
Call, which includes Indiana, Kentucky, and Ohio. All three states have adopted a cap and trade program as the 
mechanism to achieve the required reductions. Cinergy, CG&E, and PSI have installed selective catalytic 
reduction units (SCR) and other pollution controls and implemented certain combustion improvements at various 
generating stations to comply with the NOx SIP Call. Cinergy also utilizes the NOx emission allowance market to 
buy or sell N& emission allowances as appropriate. As of March 3 1,2006, we have incurred approximately $823 
million in capital costs to comply with this program and do not anticipate significant additional costs. 

In March 2005, the EPA issued the Clean Air Interstate Rule (CAIR) which would require states to revise their SIP 
by September 2006 to address alleged contributions to downwind non-attainment with the revised National Ambient 
Air Quality Standards for ozone and fine particulate matter. The rule established a two-phase, regional cap and 
trade program for sulfur dioxide (SO2) and NOx, affecting 28 states, including Ohio, Indiana, and Kentucky, and 
requires SO2 and NOx emissions to be cut 70 percent and 65 percent, respectively, by 2015. SIPS must comply with 
the prescribed reduction levels under CAIR; however, the states have the ability to introduce more stringent 
requirements if desired. Under CAIR, companies have flexible compliance options including installation of 
pollution controls on large plants where such controls are particularly efficient and utilization of emission 
allowances for smaller plants where controls are not cost effective. 

In August 2005, the EPA proposed a Federal Implementation Plan (FIP), which would implement phase 1 of CAIR 
by 2009 and 2010 for NOx and SO2, respectively, for any state that does not develop a CAIR SIP in a timely 
manner. On March 15,2006, the EPA finalized the FIP to insure timely CAIR emissions reductions. Numerous 
states, environmental organizations, industry groups, including some of which Cinergy is a member, and individual 
companies have challenged various portions of the rules. Those challenges are currently pending in the United 
States Circuit Court for the District of Columbia. In December 2005 and again in January 2006, the EPA 
reconsidered portions of the CAIR, but did not propose any regulatory changes. On March 15,2006, the EPA took 
final action on the issues being reconsidered and determined that its original decisions within the regulations were 
reasonable and should not be changed. At this time we cannot predict the outcome of these matters. 

Also in March 2005, the EPA issued the Clean Air Mercury Rule (CAMR) which requires national reductions in 
mercury emissions from coal-fired power plants beginning in 2010. Accompanying the CAMR publication in the 
Federal Register was the EPA's determination that it was not appropriate and necessary to regulate mercury 
emissions from utilities under Section 112 of the CAA, requiring maximum achievable control technology, so that it 
would be possible to regulate those emissions under Section 11 1 of the CAA with the CAh4R. The final regulation 
also adopts a twcl-phase cap and trade approach that requires mercury emissions to be cut by 70 percent by 2018. 
SIPS must comply with the prescribed reduction levels under CAMR, however, the states have the ability to 
introduce more stringent requirements if desired. Under CAMR, companies have flexible compliance options 
including installation of pollution controls on large plants where such controls are particularly efficient and 
utilization of emission allowances for smaller plants where controls are not cost effective. 
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Numerous states, environmental organizations, industry groups, including some of which Cinergy is a member, and 
individual companies have challenged various portions of the rules. Those challenges are currently pending in the 
United States Circuit Court for the District of Columbia. On October 21,2005, the EPA agreed to reconsider certain 
aspects of the CAMR as well as the determination not to regulate mercury under Section 112 of the CAA. At this time 
we cannot predict the outcome of these matters. 

Over the 2006-2010 time period, we expect to spend approximately $1.5 billion to reduce mercury, SOz, and NOx 
emissions. These projected expenditures include estimated costs to comply at plants that we own but do not operate 
and could change when taking into consideration compliance plans of co-owners or operators involved. Moreover, as 
market conditions change, additional compliance options may become available and our plans will be adjusted 
accordingly. Approximately 55 percent of these estimated environmental costs would be incurred at PSI'S coal-fired 
plants, for which recovery would be pursued in accordance with regulatory statutes governing environmental cost 
recovery. See (b)(o for more details. CG&E receives partial recovery of depreciation and financing costs related to 
environmental compliance projects for 2005-2008 through its rate stabilization plan (RSP). See (b)(ii) for more 
details. 

The EPA made final state non-attainment area designations to implement the revised ozone standard and to 
implement the new fine particulate standard in June 2004 and April 2005, respectively. Several counties in which 
we operate have been designated as being in non-attainment with the new ozone standard and/or fine particulate 
standard. States with counties that are designated as being in non-attainment with the new ozone and/or fine 
particulate standards are required to develop a plan of compliance by June 2007 and April 2008, respectively. 
Industrial sources in or near those counties are potentially subject to requirements for installation of additional 
pollution controls. In March 2005, various states, local governments, environmental groups, and industry groups, 
including some of which Cinergy is a member, filed petitions for review in the United States Court of Appeals for 
the D.C. Circuit to challenge the EPA's particulate matter non-attainment designations. Although the EPA has 
attempted to structure CAIR to resolve purported utility contributions to ozone and fine particulate non-attainment, 
at this time, Cinergy cannot predict the effect of current or future non-attainment designations on its financial 
position or results of operations. 

In July 2005, the EPA issued its final regional haze rules and implementing guidelines in response to a 2002 judicial 
ruling overturning key provisions of the original program. The regional haze program is aimed at reducing certain 
emissions impacting visibility in national parks and wilderness areas. The EPA has announced that it can foresee no 
circumstances where the requirements of the regional haze rule would require utility controls beyond those required 
under CAIR. The EPA also found that states participating in the CAIR cap and trade program need not require 
electric generating units to adhere to best available retrofit technology requirements. The states have until 
December 2007 to finalize their SIPS addressing compliance with EPA regulations. The states may choose to 
implement more stringent guidelines than promulgated by the EPA, and therefore it is not possible to predict 
whether the regional haze rule will have a material effect on our financial position or results of operations. 

(ii) Section I26 Petitions 

In March 2004, the state of North Carolina filed a petition under Section 126 of the CAA in which it alleges that 
sources in 13 upwind states including Ohio, Indiana, and Kentucky, significantly contribute to North Carolina's non- 
attainment with certain ambient air quality standards. In August 2005, the EPA issued a proposed response to the 
petition. The EPA proposed to deny the ozone portion of the petition based upon a lack of contribution to air quality 
by the named states. The EPA also proposed to deny the particulate matter portion of the petition based upon the 
CAIR FIP, described earlier, that would address the air quality concerns from neighboring states. In March 2006, 
the EPA denied North Carolina's petition based upon the final CAIR FIP described above. It is unclear at this time 
whether North Carolina will pursue legal action on the denial. 

(iii) Clean Air Act Lawsuit 

In November 1999, and through subsequent amendments, the United States brought a lawsuit in the United States 
Federal District Court for the Southern Ilistrict of Indiana against Cinergy, CG&E, and PSI alleging various 
violations of the CAA. Specifically, the lawsuit alleges that we violated the CAA by not obtaining Prevention of 
Significant Deterioration (PSD), Non-Attainment New Source Review (NSR), and Ohio and Indiana SIP permits for 
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various projects at our owned and co-owned generating stations. Additionally, the suit claims that we violated an 
Administrative Consent Order entered into in 1998 between the EPA and Cinergy relating to alleged violations of 
Ohio's SIP provisions governing particulate matter at Unit I at CG&E9s W.C. Beckjord Station. The suit seeks (1) 
injunctive relief to require installation of pollution control technology on various generating units at CG&E's W.C. 
Beckjord and Miami Fort Stations, and PSI'S Cayuga, Gallagher, Wabash River, and Gibson Stations, and (2) civil 
penalties in amounts of up to $27,500 per day for each violation. In addition, three northeast states and two 
environmental groups have intervened in the case. In August 2005, the district court issued a ruling regarding the 
emissions test that it will apply to Cinergy at the trial of the case. Contrary to Cinergy9s argument, the district court 
ruled that in determining whether a project was projected to increase annual emissions, it would not hold hours of 
operation constant. However, the district court subsequently certified the matter for interlocutory appeal to the 
Seventh Circuit Court of Appeals, which has accepted the appeal and set oral arguments for June 2006. In February 
2006, the district court ruled that in carrying its burden of proof, the defendant can look to industry practice in 
proving a particular project was routine. The district court has removed the trial from the calendar and will reset a 
trial date, if necessary, after the Seventh Circuit rules. Notwithstanding the appeal, there are a number of other legal 
issues currently before the district court judge. 

In March 2000, the United States also filed in the United States District Court for the Southern District of Ohio an 
amended complaint in a separate lawsuit alleging violations of the CAA relating to PSD, NSR, and Ohio SIP 
requirements regarding various generating stations, including a generating station operated by Columbus Southern 
Power Company (CSP) and jointly-owned by CSP, The Dayton Power and Light Company (DP&L), and CG&E. 
The EPA is seeking injunctive relief and civil penalties of up to $27,500 per day for each violation. This suit is 
being defended by CSP. In April 200 1, the United States District Court for the Southern District of Ohio in that case 
ruled that the Govenunent and the intervening plaintiff environmental groups cannot seek monetary damages for 
alleged violations that occurred prior to November 3, 1994; however, they are entitled to seek injunctive relief for 
such alleged violations. Neither party appealed that decision. This matter was heard in trial in July 2005. A 
decision is pending. 

In addition, Cinergy and CG&E have been informed by DP&L that in June 2000, the EPA issued a Notice of 
Violation (NOV) to DP&L for alleged violations of PSD, NSR, and Ohio SIP requirements at a station operated by 
DP&L and jointly-owned by DP&L, CSP, and CG&E. The NOV indicated the EPA may (1) issue an order 
requiring compliance with the requirements of the Ohio SIP, or (2) bring a civil action seeking injunctive relief and 
civil penalties of up to $27,500 per day for each violation. In September 2004, Marilyn Wall and the Sierra Club 
brought a lawsuit against CG&E, DP&L and CSP for alleged violations of the CAA at this same generating station. 
This case is currently in discovery in front of the same judge who has the CSP case. 

We are unable to predict whether resolution of these matters would have a material effect on our fmancial position 
or results of operations. We intend to vigorously defend against these allegations. 

(fv) Carbon Dioxide (Cod Lawsuit 

In July 2004, the states of Connecticut, New York, California, Iowa, New Jersey, Rhode Island, Vermont, 
Wisconsin, and the City of New York brought a lawsuit in the United States District Court for the Southern District 
of New York against Cinergy, American Electric Power Company, Inc., American Electric Power Service 
Corporation, The Southern Company, Tennessee Valley Authority, and Xcel Energy Inc. That same day, a similar 
lawsuit was filed in the United States District Court for the Southern District of New York against the same 
companies by Open Space Institute, Inc., Open Space Conservancy, Inc., and The Audubon Society of New 
Hampshire. 'Ihese lawsuits allege that the defendants' emissions of C02 from the combustion of fossil fuels at 
electric generating facilities contribute to global warming and amount to a public nuisance. 'Ihe complaints also 
allege that the defendants could generate the same amount of electricity while emitting significantly less C02. ?'he 
plaintiffs are seeking an injunction requiring each defendant to cap its C02 emissions and then reduce them by a 
specified percentage each year for at least a decade. In September 2005, the district court granted the defendants' 
motion to dismiss the lawsuit. The plaintiffs have appealed this ruling to the Second Circuit Court of Appeals, and 
oral argument is scheduled for June 2006. We are not able to predict whether resolution of these matters would have 
a material effect on our financial position or results of operations. 
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(v) Zimmer Generating Station (Zimmer Station) Lawsuit 

In November 2004, a citizen of the Village of Moscow, Ohio, the town adjacent to CG&E's Zimmer Station, 
brought a purported class action in the United States District Court for the Southern District of Ohio seeking 
monetary damages and injunctive relief against CC&E for alleged violations of the CAA, the Ohio SIP, and Ohio 
laws against nuisance and common law nuisance. The plaintiffs have filed a number of additional notices of intent 
to sue and two lawsuits raising claims similar to those in the original claim. One lawsuit was dismissed on 
procedural grounds and the remaining two have been consolidated. The plaintiff filed a motion for class 
certification, which is fully briefed and pending decision. At this time, we cannot predict whether the outcome of 
this matter will have a material impact on our financial position or results of operations. We intend to defend this 
lawsuit vigorously in court. 

(vi) Manufactured Gas Plant (MGP) Sites 

Coal tar residues, related hydrocarbons, and various metals have been found in at least 22 sites that PSI or its 
predecessors previously owned and sold in a series of transactions with Northern Indiana Public Service Company 
(NIPSCO) and Indiana Gas Company, Inc. (IGC). The 22 sites are in the process of being studied and will be 
remediated, if necessary. In 1998 NIPSCO, IGC, and PSI entered into Site Participation and Cost Sharing 
Agreements to allocate liability and responsibilities between them. Thus far, PSI has primary responsibility for 
investigating, monitoring and, if necessary, remediating nine of these sites. In December 2003, PSI entered into a 
voluntary remediation plan with the state of Indiana, providing a formal framework for the investigation and cleanup 
of the nine sites. The Indiana Department of Environmental Management oversees investigation and cleanup of all 
of these sites. 

In April 1998, PSI filed suit in Hendricks County in the state of Indiana against its general liability insurance 
carriers. PSI sought a declaratory judgment to obligate its insurance carriers to (1) defend MGP claims against PSI 
and compensate PSI for its costs of investigating, preventing, mitigating, and remediating damage to property and 
paying claims related to MGP sites; or (2) pay PSI'S cost of defense. PSI settled, in principle, its claims with all but 
one of the insurance carriers in January 2005 prior to commencement of the trial. With respect to the lone insurance 
carrier, a jury returned a verdict against PSI in February 2005. PSI has appealed this decision. At the present time, 
PSI cannot predict the outcome of this litigation, including the outcome of the appeal. 

PSI has accrued costs related to investigation, remediation, and groundwater monitoring for those sites where such 
costs are probable and can be reasonably estimated. We will continue to investigate and remediate the sites as 
outlined in the voluntary remediation plan. As additional facts become known and investigation is completed, we 
will assess whether the likelihood of incurring additional costs becomes probable. Until all investigation and 
remediation is complete, we are unable to determine the overall impact on our financial position or results of 
operations. 

CG&E has performed site assessments on certain of their sites where we believe MGP activities have occurred at 
some point in the past and have found no imminent risk to the environment. At the present time, CG&E cannot 
predict whether investigation andlor remediation will be required in the future at any of these sites. 

(vii) Asbestos Claims Litigation 

PSI and CG&E, have been named as defendants or co-defendants in lawsuits related to asbestos at their electric 
generating stations. Currently, there are approximately 130 pending lawsuits (the majority of which are PSI cases). 
In these lawsuits, plaintiffs claim to have been exposed to asbestos-containing products in the course of their work 
as outside contractors in the construction and maintenance of CG&E and PSI generating stations. The plaintiffs 
further claim that as the property owner of the generating stations, CG&E and PSI should be held liable for their 
injuries and illnesses based on an alleged duty to warn and protect them from any asbestos exposure. The impact on 
CG&E's and PSI'S financial position or results of operations of these cases to date has not been material. 

Of these lawsuits, one case filed against PSI has been tried to verdict. The jury returned a verdict against PSI on a 
negligence claim and a verdict for PSI on punitive damages. PSI appealed this decision up to the Indiana Supreme 
Court. In October 2005, the Indiana Supreme Court upheld the jury's verdict. PSI paid the judgment of 
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approximately $630,000 in the fourth quarter of 2005. In addition, PSI has settled over 150 other claims for 
amounts, which neither individually nor in the aggregate, are material to PSI'S financial position or results of 
operations. Based on estimates under varying assumptions, concerning such uncertainties, such as, among others: 
(i) the number of contractors potentially exposed to asbestos during construction or maintenance of PSI generating 
plants; (ii) the possible incidence of various illnesses among exposed workers, and (iii) the potential settlement costs 
without federal or other legislation that addresses asbestos tort actions, PSI estimates that the range of reasonably 
possible exposure in existing and future suits over the next 50 years could range from an immaterial amount to 
approximately $60 million, exclusive of costs to defend these cases. This estimated range of exposure may change 
as additional settlements occur and claims are made in Indiana and more case law is established. 

CG&E has been named in fewer than 10 cases and as a result has virtually no settlement history for asbestos cases. 
Thus, CG&E is not able to reasonably estimate the range of potential loss from current or future lawsuits. 
However, potential judgments or settlements of existing or future claims could be material to CG&E. 

(viii) Dunavan Waste Superfund Site 

In July and October 2005, PSI received notices from the EPA that it has been identified as a de minimus potentially 
responsible party under the Comprehensive Environmental Response, Compensation, and Liability Act at the 
Dunavan Waste Oil Site in Oakwood, Vermilion County, Illinois. At this time, PSI does not have any further 
information regarding the scope of potential liability associated with this matter. 

(ix) Ontario, Canada Lawsuit 

We understand that a class action lawsuit was filed in Superior Court in Ontario, Canada against us and 
approximately 20 other utility and power generation companies alleging various claims relating to environmental 
emissions from coal-fued power generation facilities in the United States and Canada and damages of approximately 
$50 billion, with continuing damages in the amount of approximately $4 billion annually. We understand that the 
lawsuit also claims entitlement to punitive and exemplary damages in the amount of $ I billion. We have not yet 
been served in this lawsuit, however, if served, we intend to defend this lawsuit vigorously in court. We are not able 
to predict whether resolution of this matter would have a material effect on our financial position or results of 
operations. 

(x) Hurricane Katrina Lawsuit 

On April 19,2006, Cinergy 
United States District Court 
numerous other utilities, oil 

r was named in the third amended complaint of a purported class action filed in the 
for the Southern District of Mississippi. Plaintiffs claim that Cinergy, along with 
companies, coal companies and chemical companies, is liable for damages relating to 

losses suffered by victims of Hurricane Katrina. Plaintiffs claim that Cinergy's, and others, greenhouse gas 
emissions contributed to the frequency and intensity of storms such as Hurricane Katrina. Cinergy has not been 
served with this lawsuit. At this time, we are not able to predict whether resolution of this matter would have a 
material effect on our financial position or results of operations. 

(b) Regulatory 

(9 PSI Environmental Compliance Case 

In November 2004, PSI filed a compliance plan case with the IURC seeking approval of PSI's plan for complying 
with SOz, NOx, and mercury emission reduction requirements discussed previously in (a)(& including approval of 
cost recovery and an overall rate of return of eight percent related to certain projects. PSI requested approval to 
recover the financing, depreciation, and operation and maintenance costs, among others, related to $1.08 billion in 
capital projects designed to reduce emissions of SOz, NOx, and mercury at PSI's coal-burning generating stations. 
An evidentiary hearing was held in May 2005. In December 2005, PSI, the Indiana Office of the Utility Consumer 
Counselor, and the PSI Industrial Group filed a settlement agreement providing for approval of PSI's compliance 
plan, and approval of financing, depreciation, and operation and maintenance cost recovery. The settlement 
agreement provides for 20-year depreciation in lieu of PSI's originally requested 18-year depreciation, the use of 
PSI's then weighted cost of capital to determine the overall rate of return rather than eight percent as originally 
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requested, caps the amount of cost recovery for the Gallagher Generating Station baghouse projects, and removes 
the Activated Carbon lnjection component of those projects. A final IURC Order is expected in the first half of 
2006. 

(ii) CG&E Electric Rate Filings 

CG&E operates under an RSP which was approved by the PUCO in November 2004, and which expires December 
3 1,2008. 

One of the components of CG&E's RSP is a fuel clause recovery mechanism, which was recently audited by the 
PUCO's auditor. The auditor recommended alternate methodologies for administration of the fuel clause recovery 
mechanism that varies from CG&E's current practice. A hearing before PUCO examiners was held in early 
November at which the PUCOstaff took positions contrary to CG&E's current practice. CG&E officials also 
testified at the hearing concerning our current practices. In January 2006, CG&E signed a settlement on the RSP 
with the PUCO staff. The two intervening parties have agreed not to oppose the settlement. In February 2006, the 
PUCO issued an order approving the settlement agreement. We do not expect the agreement to have a material 
impact on CG&E's or Cinergy's results of operations. 

In March 2005, the Ohio Consumers' Counsel appealed the Commission's approval of the RSP to the Supreme 
Court of Ohio. The Supreme Court of Ohio recently ruled on the rate stabilization plan for another Ohio utility, and 
in that ruling, upheld the market prices charged by the utility to its consumers as approved by the Commission but 
overturned the competitive bid process approved by the Commission on the basis that the Commission rejected the 
bid price on behalf on consumers and the applicable statute requires customer involvement. CG&E's RSP does not 
contain a competitive bid process pursuant to a statutory exception. CG&E does not expect a significant, if any, 
change to its RSP as a result of this case but cannot predict the outcome of its case. We expect the court to decide 
the case in 2006. 

CG&E has also filed a distribution rate case to recover certain distribution costs with rates becoming effective on 
January 1,2006 and CG&E has deferred certain costs in 2004 and 2005 pursuant to its RSP. The parties to the 
proceeding agreed upon and filed a settlement setting the recommended annual revenue increase at approximately 
$5 1 million. In December 2005, the PUCO issued an order approving the settlement agreement. 

(iii) lJLH&P Gas Rate Case 

In 2002, the KPSC approved ULH&PYs gas base rate case requesting, among other things, recovery of costs 
associated with an accelerated gas main replacement program of up to $1 12 million over ten years. The approval 
allowed the costs to be recovered through a tracking mechanism for an initial three-year period expiring on 
September 30,2005, with the possibility of renewal for up to ten years. The tracking mechanism allows ULH&P to 
recover depreciation costs and rate of return annually over the life of the assets. As of March 3 1,2006, we have 
capitalized $64.5 million in costs associated with the accelerated gas main replacement program through this 
tracking mechanism, of which ULH&P has recovered $8.9 million. The Kentucky Attorney General has appealed to 
the Franklin Circuit Court the KPSCYs approval of the tracking mechanism and the tracking mechanism rates. In 
October 2005, both the Company and the KPSC filed with the Franklin Circuit Court, requesting dismissal of the 
case for failure to prosecute by the Kentucky Attorney General. At the present time, ULH&P cannot predict the 
timing or outcome of this litigation. 

In February 2005, ULH&P filed a gas base rate case with the KPSC requesting approval to continue the tracking 
mechanism in addition to its request for a $14 million annual increase in base rates. A portion of the increase is 
attributable to including recovery of the current cost of the accelerated main replacement program in base rates. The 
KPSC did not rule on the base rate case request or the request to continue the tracking mechanism by October 1, 
2005; consequently the initial tracking mechanism expired on September 30,2005. In accordance with Kentucky 
law, ULH&P implemented the full amount of the requested rate increase on October 1,2005. In December 2005, 
the KPSC approved an annual rate increase of $8.1 million and reapproved the tracking mechanism through 201 1. 
Pursuant to the KPSC's order, ULH&P filed a refund plan in January 2006 for the excess revenues collected since 
October 1,2005. In February 2006, the KPSC issued an additional order responding to a rehearing request made by 
the Attorney General. Its rehearing order approved the Company's refund plan, which resulted in refunds being 
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provided to customers beginning in March 2006. In February 2006, the Attorney General appealed the KPSCYs 
order to the Franklin Circuit Court, claiming that the order improperly allows ULH&P to increase its rates for gas 
main replacement costs in between general rate cases, and also claiming that the order improperly allows ULH&P to 
earn a return on investment for the costs recovered under the tracking mechanism which permits ULH&P to recover 
its gas main replacement costs. At this time, ULH&P cannot predict the outcome of this litigation. 

(iv) Gas Distribution Plant 

In June 2003, the PUCO approved an amended settlement agreement between CG&E and the PUCO staff in a gas 
distribution safety case arising out of a gas leak at a service head-adapter (SHA) style riser on CG&E's distribution 
system. The amended settlement agreement required CG&E to expend a minimum of $700,000 to replace SHA 
risers by December 3 1,2003, and to file a comprehensive plan addressing all SHA risers on its distribution system. 
CG&E filed a comprehensive plan with the PUCO in December 2004 providing for replacement of approximately 
5,000 risers in 2005 with continued monitoring thereafter. CG&E estimates the replacement cost of these risers will 
not be material. In April 2005, the PUCO issued an order closing this case. The PUCO issued a separate order 
opening a statewide investigation into riser leaks in gas pipeline systems throughout Ohio. At this time, Cinergy 
and CG&E cannot predict the outcome or the impact of the statewide investigation. 

(v) PUCO Merger Approval Appeal to the Supreme Court 

In April 2006, The Ofice of the Ohio Consumers' Counsel filed a Notice of Appeal with the Supreme Court of 
Ohio, requesting the Court remand the Commission's merger approval for a full evidentiary hearing. I'he Ofice of 
the Ohio Consumers' Counsel alleges that the Commission committed reversible error on both procedural and 
substantive grounds, in among other things, failing to set the matter for a full evidentiary hearing, failing to consider 
evidence regarding the transfer of the DENA assets to CG&E, and failing to lie the stay on discovery. 'While 
CG&E cannot predict the outcome of this matter, it is unlikely that the Court's decision will affect the 
consummation of the merger. 

(vi) IURC Merger Approval Request for Rehearing and Reconsideration 

In April 2006, Interveners, Citizens Action Coalition of Indiana, Inc., filed a Verified Petition for Rehearing and 
Reconsideration claiming that PSI should be ordered to provide an additional $5 million in rate credits to customers 
to be consistent with the NCUC order. An order on the Petition is expected in the second quarter of 2006. 

(c) Other 

(i) Synthetic Fuel Production 

Cinergy produces synthetic fuel from two facilities that qualify for tax credits (through 2007) in accordance with 
Section 29145K of the Internal Revenue Code if certain requirements are satisfied. These credits reduce Cinergy's 
income tax liability and therefore Cinergy's effective tax rate. Cinergy's sale of synthetic fuel has generated $339 
million in tax credits through December 3 1,2005 and an additional $18 million, after reducing for phase-out, 
through March 3 1,2006. Section 29145K provides for a phaseout of the credit if the average price of crude oil 
during a calendar year exceeds a specified threshold. The phase-out is based on a prescribed calculation and 
definition of crude oil prices. Based on current crude oil prices, we believe that for 2006 and 2007 the amount of the 
tax credits will be reduced, perhaps significantly. If oil prices are high enough, we may idle the plants, as the value 
of the credits would not exceed the net costs to produce the synthetic fuel. During the first quarter of 2006, an 
agreement was in place with the plant operator which would indemnify Cinergy in the event that tax credits are 
insufficient to support operating expenses. Cinergy's net investment in the plants at March 3 1,2006 was 
approximately $37 million. 

The Internal Revenue Service (IRS) is currently auditing Cinergy for the 2002,2003, and 2004 tax years. We 
expect the IRS will evaluate the various key requirements for claiming our Section 29145K credits related to 
synthetic fuel. If the IRS challenges our Section 29145K tax credits related to synthetic fuel, and such challenges are 
successful, this could result in the disallowance of up to all $357 million in previously claimed credits for synthetic 
fuel produced by the applicable Cinergy facilities and a loss of our ability to claim future credits for synthetic fuel 
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produced by such facilities. We believe that we operate in conformity with all the necessary requirements to be 
allowed such tax credits under Section 29145K. 

(ii) FirstEnergv Lawsuit 

FirstEnergy has filed a lawsuit in the Court of Common Pleas in Summit County, Ohio against Cinergy with respect 
to a transaction between Cinergy and a subsidiary of FirstEnergy, relating to a joint venture company, Avon Energy 
Partners Holdings (Avon). In 1999, the FirstEnergy subsidiary acquired Cinergy's share of Avon which it 
subsequently sold to a third party. The original transaction documents included an indemnity by Cinergy with 
respect to a certain investment owned by Avon. FirstEnergy claims that this indemnity was triggered by its sale of 
Avon to a third party, and is seeking to recover $1 5 million from Cinergy. On April 28,2006, the court granted 
Cinergy's motion for summary judgment, thus ruling that Cinergy is not obligated to pay the $15 million sought by 
FirstEnergy. FirstEnergy has appealed this decision. At this time, we cannot predict the outcome of this matter. 

(iii) Guarantees 

In the ordinary course of business, Cinergy enters into various agreements providing financial or performance 
assurances to third parties on behalf of certain unconsolidated subsidiaries and joint ventures. These agreements are 
entered into primarily to support or enhance the creditworthiness otherwise attributed to these entities on a stand- 
alone basis, thereby facilitating the extension of sufficient credit to accomplish their intended commercial purposes. 
The guarantees have various termination dates, from short-term (less than one year) to open-ended. 

In many cases, the maximum potential amount of an outstanding guarantee is an express term, set forth in the 
guarantee agreement, representing the maximum potential obligation of Cinergy under that guarantee (excluding, at 
times, certain legal fees to which a guaranty beneficiary may be entitled). In those cases where there is no 
maximum potential amount expressly set forth in the guarantee agreement, we calculate the maximum potential 
amount by considering the terms of the guaranteed transactions, to the extent such amount is estimable. 

Cinergy Corp. has also provided performance guarantees on behalf of certain unconsolidated subsidiaries and joint 
ventures. These guarantees support performance under various agreements and instruments (such as construction 
contracts, operation and maintenance agreements, and energy service agreements). Cinergy Corp. may be liable in 
the event of an unexcused breach of a guaranteed performance obligation by an unconsolidated subsidiary. Cinergy 
Corp. has estimated its maximum potential liability to be $52 million under these guarantees as of March 3 1,2006. 
Cinergy Corp. may also have recourse to third parties for claims required to be paid under certain of these 
guarantees. The majority of these guarantees expire at the completion of the underlying performance agreement, the 
majority of which expire from 20 16 to 20 19. 

Cinergy has entered into contracts that include indemnification provisions as a routine part of its business activities. 
Examples of these contracts include purchase and sale agreements and operating agreements. In general, these 
provisions indemnify the counterparty for matters such as breaches of representations and warranties and covenants 
contained in the contract. In some cases, particularly with respect to purchase and sale agreements, the potential 
liability for certain indemnification obligations is capped, in whole or in part (generally at an aggregate amount not 
exceeding the sale price), and subject to a deductible amount before any payments would become due. In other 
cases (such as indemnifications for willful misconduct of employees in a joint venture), the maximum potential 
liability is not estimable given that the magnitude of any claims under those indemnifications would be a function of 
the extent of damages actually incurred. Cinergy has estimated the maximum potential liability, where estimable, to 
be $137 million under these indemnification provisions. The termination period for the majority of matters provided 
by indemnification provisions in these types of agreements generally ranges from 2006 to 20 10. 

We believe the likelihood that Cinergy would be required to perform or othenvise incur any significant losses 
associated with any or all of the guarantees described in the preceding paragraphs is remote. 
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8. Discontinued Operations 

In December 2005, Cinergy completed the sale of a wholly-owned subsidiary in the Czech Republic that was 
engaged in the generation and sale of heat and electricity. At the time of the sale, the subsidiary had assets of 
approximately $1 13 million and liabilities of approximately $12 million. The net, after-tax, gain from the sale was 
approximately $18 million (including a net, after-tax, cumulative currency translation gain of approximately $24 
million). 

In December 2005, Cinergy began taking steps to sell its wholly-owned North American energy management and 
energy performance contracting business. In December 2005, Cinergy recognized a $17 million pre-tax impairment 
charge to value this business to its estimated fair value less cost to sell in accordance with being deemed held for 
sale. In April 2006, Cinergy completed the sale of this business. The net, after tax, loss on the sale was 
approximately $19 million (including the $17 million impairment charge recognized in December 2005). 

These consolidated entities have been presented as Discontinued operations, net of tax in Cinergy's Condensed 
Consolidated Statements of Income and as Assets/Liabilities of Discontinued Operations in Cinergy's Condensed 
Consolidated Balance Sheets. The discontinued operations were part of Commercial Business Unit (Commercial). 
The accompanying financial statements and prior year fmancial statements have been reclassified to account for 
these entities as such. 

The following table reflects the assets and liabilities, the results of operations, and the income (loss) on disposal 
related to investments accounted for as discontinued operations for the quarters ended March 3 1,2006 and 2005. 

March 31 
2006 2005 

(in millions) 

~evenues(') $ 5  $ 1 8  

Income (Loss) Before Taxes % (3) $ 3 

Income Taxes Expense (Benefit) $ (1) % 1  

lncome (Loss) from Discontinued Operations 
Income (Loss) from operations, net of tax S (2) $ 2 
Loss on disposal, net of tax (2) 

Total Income (Loss) from Discontinued Operations $ (4) $ 2 

Assets 
Current assets $ 9  $ 3 4  
Property, plant, and equipment-net 
Other assets 

Total Assets $ 2 2  $ 183 

Liabilities 
Current liabilities $ 8  $ 7 
Long-term debt (including Long-term debt due within one year) 13 17 
Other 5 16 

Total Liabilities $ 26 $ 40 

Cash Flows 
Operating Activities 
Investing Activiti es 
Financing Activities 

Total Cash Flows 
'I' Presented for informational purposes only. All results of operationsare reported net in 

our Statements of Income. 
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9. Financial Information by Business Segment 

As discussed in the 2005 1 0-K, we conduct operations through our subsidiaries and manage our businesses through 
the following three reportable segments: 

Regulated Business Unit (Regulated); 
Commercial; and 
Power Technology and Infrastructure Services Business lJnit (Power Technology and Infrastructure). 

Regulated consists of PSI'S regulated generation and transmission and distribution operations, and CG&E and its 
subsidiaries' regulated electric and gas transmission and distribution systems and its subsidiaries' regulated electric 
generation. Regulated plans, constructs, operates, and maintains Cinergy's transmission and distribution systems 
and delivers gas and electric energy to consumers. Regulated also earns revenues from wholesale customers 
primarily by these customers transmitting electric power through Cinergy's transmission system. These businesses 
are subject to cost of service rate making where rates to be charged to customers are based on prudently incurred 
costs over a test period plus a reasonable rate of return. 

Commercial manages our wholesale generation and energy marketing and trading activities. Commercial also 
performs energy risk management activities, provides customized energy solutions and is responsible for all of our 
international operations. 

Power Technology and Infrastructure primarily manages Cinergy Ventures, LLC (Ventures), Cinergy's venture 
capital subsidiary. Ventures identifies, invests in, and integrates new energy technologies into Cinergy's existing 
bus+esses, focused primarily on operational efficiencies and clean energy technologies. In addition, Power 
Technology and Infrastructure manages our investments in other energy infrastructure and telecommunication 
service providers. 

Following are the financial results by business unit. Certain prior-year amounts have been reclassified to conform to 
the current presentation. 
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Financial results by business unit for the quarters ended March 3 1,2006, and March 3 1,2005, are as indicated below. 

Cinergy Business Units 
Power Technoloev Reconcitine 

Regulated Commercial and 1nfrastruch;ra Total ~limination2" Consolidated 
. .. . (in mil1ion.y) 

Ouarter ended March 31.2006 

Operating revenues 
ExternaJ customers 
Intersegment revenues 

Gross ma ins 
ElectriF) 
 as@) 

Discontinued operations, net of tax(4) (4) 
Cumulative &eft of a change in accounting principle, net of tadn (2) (1) 

Net income (loss) 34 50 (5) 79 79 

Quarter ended March 3 1.2005 

Operating revenues 
External astomen 
Intersegment revenues 

Gross margins 
Electrice) 
Gas") 

Discontinued operations, net of tax'4) 

Net income (loss) 

(') The Reconciling Eliminations category eliminates the intersegment revenues of Commercial and Regulated 
(') Electric gross margins are calculated as Elecfric operating revenues less Fuel, emission allowances, andpurchasedpower expense fiom the Condensed Consolidated Statements of Income. 

Gas gross margins are calculated as Gas operating revenues less Gospurchased expense from the Condensed Consolidated Statements of Income. 
(4) See Note 8 for additional information. 
(') See Note. l(e)(i) for additional information. 
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Total segment assets at March 3 1,2006 and December 3 1,2005, are as indicated below: 

Cinergy Business Units 
Power Technology and 

Regulated Commercial'" Infrastructure Total 
(in millions) 

Segment assets from continuing operations 
Segment assets from discontinued operations 
Total segment assets at March 31,2006 

Segment assets ftom co~ltinuing operations 
Segment assets f?om discontinued operations 
Total segment assets at December 3 1,2005 

(I' The decrease in Commercial's assets was primarily due to decreases in energy risk management assets and decreases in trade receivables. 
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10. Earnings Per Common Share (EPS) 

A reconciliation of EPS - basic to EPS -diluted from continuing operations is presented below for the quarters 
ended March 3 I,  2006 and 2005: 

Income Shares EPS 
(in thousands, exceptper share amounts) 

Quarter Ended March 31,2006 
EPS - basic: 

Income from continuing operations- basic % 86,914 200,286 % 0.43 

EPS - diluted: 
Common stock options 713 
Directors' compensation plans 162 

Income from continuing operations - diluted % 86,914 201,161 % 0.43 

Quarter Ended March 3 1,2005 

EPS -basic: 

Income from continuing operations -basic 

EPS - diluted: 
Common stock options 
Directors' compensation plans 
Stock purchase contracts 

Income from continuing operations - diluted 

Options to purchase shares of common stock are excluded from the calculation of EPS - diluted, if they are 
considered to be anti-dilutive. Share amounts of 1.3 million and 1.5 million were excluded from the EPS - diluted 
calculation for the quarters ended March 3 1,2006 and 2005, respectively. 

11. Ac quisition and Transfer of Generating Assets 

(a) Transfer of Duke Generating Assets to CG&E - Subsequent Event 

In April 2006, Duke contributed to CG&E its ownership interest in five plants, representing a mix of combined 
cycle and peaking plants, with a combined capacity of 3,760 megawatts (MWs), as follows: 

Ownership Owned 
Generating Plant Location Interest Fuel Type MW Capacity 

Fayette Fayette County, Pennsylvania 100 % Gas 620 
Hanging Rock Lawrence County, Ohio 100 Gas 1,240 
Lee Lee County, lllinois 100 Gas 640 
Vemillion Vemillion County, Indiana 75 Gas 640 
Washington Washington County, Ohio 100 Gas 620 

3,760 

The transaction was effective in April 2006 and was accounted for at Duke's net book value for these assets. The 
LLCs holding these generating plants, which were indirect subsidiaries of M e ,  were fvst distributed to Duke, 
which then contributed them to Cinergy which, in turn, contributed them to CG&E. In the final step, the LLCs 
were then merged into CG&E. 
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In connection with the contribution of these assets, CG&E assumed certain related liabilities. In particular, CG&E 
assumed from Duke all payment, performance, and other obligations of Duke, with respect to certain deferred tax 
liabilities related to the assets. The following table summarizes this transaction for CG&E: 

Assets Received 
Generatine Assets 

(in millions) 

Other ASS&, 15 
Total Assets Received $- 1,578 

Liabilities Assumed 
Deferred Tax 1,iabiiities 
Other 

Total Liabilities Assumed 

Contributed Capital from Duke $ 1,386 

As part of this transaction, Duke Capital LLC, a subsidiary of Duke, agreed to reimburse CG&E through April 2016 
in the event of certain cash shortfalls that may result from CG&E's ownership of the five stations. 

(b) Transfer of Generating Assets from CG&E to ULH&P 

In January 2006, CG&E contributed 100 percent of its ownership interest in one generating unit and one peaking 
plant with a combined capacity of 727 MWs and its 69 percent interest in another generating station with an owned 
capacity of 414 MWs to ULH&P, its wholly owned subsidiary. The transaction was effective as of January 1,2006 
at a net book value of approximately $140 million. 



CAUTIONARY STATEMENTS 

In this report, Cinergy (which includes Cinergy Corp. and all of our regulated and non-regulated subsidiaries) is, at 
times, referred to in the first person as "we," "our," or "us." 

CAUTIONARY STATEMENTS WGAWING FORW -LOOKHNG INFOWATION 

This document includes forward-looking statements within the meaning of Section 27A of the Securities Act of 
1933 and Section 21E of the Securities Exchange Act of 1934. Forward-looking statements are based on 
management's beliefs and assumptions. These forward-looking statements are identified by terms and phrases such 
as "anticipate", "believe", "intend", "estimate", "expect", "continue", "should", "could", "may", "plan", "project", 
"predict", "will", and similar expressions. 

Forward-looking statements involve risks and uncertainties that may cause actual results to be materially different 
from the results predicted. Factors that could cause actual results to differ materially from those indicated in any 
forward-looking statement include, but are not limited to: 

e Factors affecting operations, such as: 

(1) unanticipated weather conditions; 
(2) unscheduled generation outages; 
(3) unusual maintenance or repairs; 
(4) unanticipated changes in costs; 
(5) environmental incidents; and 
(6) electric transmission or gas pipeline system constraints. 

Legislative and regulatory initiatives and legal developments including costs of compliance with 
existing and future environmental requirements. 

e Additional competition in electric or gas markets and continued industry consolidation. 

a Financial or regulatory accounting principles. 

e Changing market conditions and other factors related to physical energy and financial trading 
activities. 

e The performance of projects undertaken by our non-regulated businesses and the success of efforts to 
invest in and develop new opportunities. 

a Availability of, or cost of, capital. 

e Employee workforce factors. 

e Delays and other obstacles associated with mergers, acquisitions, and investments in joint ventures. 

e Costs and effects of legal and administrative proceedings, settlements, investigations, and claims. 

e Business uncertainties, contractual restrictions, and the potential inability to attract and retain key 
personnel. 

We undertake no obligation to update the information contained herein. 
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL 
CONDITION AND RESULTS OF OPERATIONS 

In this report, Cinergy (which includes Cinergy Corp. and all of its regulated and non-regulated subsidiaries) is, at 
times, referred to in the first person as "we", "our", or "us". 

The following discussion should be read in conjunction with the accompanying financial statements and related 
notes included elsewhere in this report and the combined Form 10-K for the year ended December 3 1,2005 (2005 
10-K). We have reclassified certain prior-year amounts in the financial statements of Cinergy, The Cincinnati Gas 
& Electric Company (CG&E), and PSI Energy, Inc. (PSI) to conform to current presentation. The following 
discussions of results are not necessarily indicative of the results to be expected in any future period. 

MERGER 

In March 2006, Cinergy and Duke, a North Carolina corporation, received fmal approvals in connection with the 
merger from Duke and Cinergy shareholders, the North Carolina Utilities Commission (NCIJC), and the Indiana 

" 

Utility Regulatory Commission (IURC) and effective April 3,2006, Cinergy Corp. consummated the merger with 
Duke. Under the merger agreement, each share of Cinergy common stock was converted into 1.56 shares of the 
newly formed company, Duke Energy Holding Corp., a Delaware Corporation (Duke Energy Holding) 
(subsequently renamed Duke Energy Corporation). 

Duke and Cinergy believe that the combination will provide substantial strategic and financial benefits to their 
shareholders, employees and customers, including: 

increased financial strength and flexibility; 
stronger utility business platform; 
greater scale and fuel diversity, as well as improved operational efficiencies for the merchant generation 
business; 
broadened electric distribution platform; 
improved reliability and customer service through the sharing of best practices; 
increased scale and scope of the electric and gas businesses with stand-alone strength; 
complementary positions in the midwest; 
greater customer diversity; 
combined expertise; and 
significant cost savings synergies. 

As a condition to the merger approval, the Public {Jtilities Commission of Ohio (PUCO) and the Kentucky Public 
Service Commission (KPSC) required that certain merger related savhgs be refunded to customers in each service 
territory and provided additional conditions that the new company would have to meet. While the merger itself was 
not subject to approval by the IURC, the IURC approved, subject to similar conditions, certain affiliate agreements 
in connection with the merger. Key elements of these provisions were: 

CG&E will provide a rate credit of approximately $15 million for one year to facilitate economic 
development in a time of increasing rates and a credit of approximately $21 million to CG&E9s gas and 
electric customers in Ohio for one year, with both credits beginning January 1,2006. 

In April 2006, The Office of the Ohio Consumers' Counsel (QCC) filed a Notice of Appeal with the 
Supreme Court of Ohio, requesting the Court remand the PUCO's merger approval for a full 
evidentiary hearing. The Office of the Qhio Consumers' Counsel alleges that the PUCQ committed 
reversible error on both procedural and substantive grounds, in among other things, failing to set the 
matter for a full evidentiary hearing, failing to consider evidence regarding the transfer of the Duke 
Energy North America (DENA) assets to CG&E, and failing to lift the stay on discovery. CG&E and 
the OCC have resolved this matter through settlement and we expect the OCC to withdraw its appeal. 
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PSI will provide a rate credit of $40 million to PSI customers over a one year period and $5 million for 
low-income energy assistance and clean coal technology. In April 2006, Interveners, Citizens Action 
Coalition of Indiana, Inc., filed a Verified Petition for Rehearing and Reconsideration claiming that PSI 
should be ordered to provide an additional $5 million in rate credits to customers to be consistent with 
the NCUC order. An order on the Petition is expected in the second quarter of 2006. 

e ULH&P will provide $7.6 million in rate credits to ULH&P customers over five years, ending when 
new rates are established in the next rate case after January 1,2008. 

In addition, the Federal Energy Regulatory Commission (FERC) approved the merger without conditions. On 
January 19,2006, Public Citizen's Energy Program, Citizen's Action Coalition of Indiana, Ohio Partners for 
Affordable Energy and Southern Alliance for Clean Energy requested rehearing of the FERC approval. On 
February 2 1,2006, the FERC issued an order granting rehearing of FERCYs order for further consideration. 

The consummation of the merger triggered certain change in control provisions that provided enhanced, andlor 
accelerated benefits to management level employees in the event of a qualifying transaction. See Note 2(bXiii) of 
the "Notes to Condensed Financial Statements" in "Item 1. Financial Information" for additional information on 
these payments. 

Purchase price allocation and goodwill 

Duke has been determined to be the acquirer and Cinergy the acquiree under generally accepted accounting 
principles. The merger is being recorded using the purchase method of accounting whereby the total purchase price 
of approximately $9 billion is being allocated to Cinergy's identifiable tangible and intangible assets acquired and 
liabilities assumed based on their fair values. Cinergy Corp.'s results of operations will be included in Duke 
Energy Holding's results beginning April 3,2006. 

The allocation of the purchase price to the net assets of Cinergy and the resulting goodwill determination are not yet 
complete. However, preliminary indications are that the acquisition will result in approximately $4 billion of 
goodwill. 

Based on management's review and analysis of relevant Securities and Exchange Commission (SEC) regulations, 
Cinergy expects the impacts of purchase accounting, including goodwill, to be pushed down and recorded on the 
financial statements of Cinergy. Management also expects that a portion of the purchase price will be pushed down 
and recorded on the financial statements of CG&E. Since the merger did not occur until April 2006, all impacts of 
push-down accounting will be implemented in the second quarter financial statements of Cinergy and CG&E. Our 
review of SEC regulations has indicated that PSI'S financial statements are not required to use push-down 
accounting and management does not anticipate electing to do so. 
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2006 QUARTERLY RIESULTS OF OPERATIONS - CINERGY 

Summary of Results 

The Results of Operations discussion for Cinergy is presented in a reduced disclosure format in accordance with 
General Instruction I4(2)(a) of Form 10-Q. 

Given the dynamics of our business, which include regulatory revenues with directly offsetting expenses and 
commodity trading operations for which results are primarily reported on a net basis, we have concluded that a 
discussion of our results on a gross margin basis is most appropriate. Electric gross margins represent electric 
operating revenues less the related direct costs of fuel, emission allowances, and purchased power. Gas gross 
margins represent gas operating revenues less the related direct cost of gas purchased. Within each of these areas, 
we will discuss the key drivers of our results. 

Electric and gas gross margins and net income for Cinergy for the quarters ended March 3 1,2006 and 2005 were as 
follows: 

Electric gross margin"' 
Gas gross margin"' 
Net income 

Cinergy 
2006 2005 Change %Change 

-" 

(in millions) 

(I' Electric gross margin is calculated as Electric operating revenues less Fuel, emission allowances, and 
purchasedpower expense from the Condensed Statements of Income. 

(') Gas gross margin is calculated as Gas operating revenues less Gaspurchased expense from he  Condensed 
Statements of Income. 

Gross Margins 

The 16 percent increase in electric gross margins was primarily due to the following factors: 

An increase in retail margins from CG&E's rate stabilization plan (RSP), primarily due to its 
implementation for residential customers in January 2006 and increased margins from non-residential 
customers related to the timing of collection of fuel, purchased power, and emission allowance costs; 
An increase due to timing differences in revenue recognition between certain components of our generation 
portfolio, some of which are accounted for on a mark-to-market basis and some on an accrual basis; and 

o An increase in the average price received per megawatt hour (MWh), due to the return of certain CG&E 
retail customers to full electric service and a CG&E retail distribution base rate increase implemented in 
January 2006. 

Partially offsetting these increases were: 

0 A decline in margins from power marketing and trading contracts, primarily due to strong results in the first 
quarter of 2005; 

o A decline in PSI'S non-retail margins, primarily driven by an adverse ruling from the WRC on a fuel- 
related matter; and 

o A decline due to milder weather in the first quarter of 2006, as compared to 2005. 

The 19 percent increase in gas gross margins was primarily due to timing differences in revenue recognition 
between physical storage activities (which are accounted for on an accrual basis) and the associated derivative 
contracts that hedge the physical storage (which are accounted for on a mark-to-market basis). 
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Net Income 

The 32 percent decrease in net income was primarily due to the following factors: 

s An increase in Operation and maintenance expense resulting primarily from: 
Significant merger related costs incurred in the first quarter of 2006, see Note 2(b)(iio of the 
"Notes to Condensed Financial Statements" in "Item 1. Financial Information" for fhrther 
information; 
An increase in health care costs and incentive compensation; and 
Increased costs at our synthetic fuel facilities primarily related to production costs at a facility 
purchased in the second quarter of 2005. 

sl An increase in Interest Expense, primarily due to an increase in interest expense related to a tax 
contingency and an increase in average long-term debt outstanding. 

Partially offsetting these increased expenses were increases in electric and gas gross margins as previously discussed 
and an increase in Miscellaneous Income -. Net primarily due to impairment and disposal charges recognized in 2005. 
on certain investments. 



.-,. MD&A - 2006 QUARTERLY RESULTS OF OPERATIONS - CG&E 

2006 QUARTERLY RESULTS OF OPERATIONS - CG&E 

Summary of Results 

The Results of Operations discussion for CG&E is presented in a reduced disclosure format in accordance with 
General Instruction H(2)(a) of Form 10-Q. 

Electric and gas gross margins and net income for CG&E for the quarters ended March 3 1,2006 and 2005 were as 
follows: 

Electric gross margin"' 
Gas gross margin"' 
Net income 

CG&E 
2006 2005 Change %Change 

(in millions) 

'I' Electric gross margin is calculated as Electric operating revenues less Fuel, emission allowances, and 
purchasedpower expense from the Condensed Statements of Income. "' Gas gross margin is calculated as Gas operating revenues less Gas purchased expense from the Condensed 
Statements of Income. 

Gross Margins 

The 35 percent increase in electric gross margins was primarily due to the following factors: 

An increase in retail margins from the RSP, primarily due to its implementation for residential customers in 
January 2006 and increased margins from non-residential customers related to the timing of collection of 
fuel, purchased power, and emission allowance costs; 

* An increase due to timing differences in revenue recognition between certain components of our generation 
portfolio, some of which are accounted for on a mark-to-market basis and some on an accrual basis; and 

* An increase in the average price received per MWh, due to the return of certain retail customers to full 
electric service and a retail distribution base rate increase implemented in January 2006. 

Partially offsetting these increases were: 

A decline in margins from power marketing and trading contracts, primarily due to strong results in the first 
quarter of 2005; and 
A decline due to milder weather in the fvst quarter of 2006, as compared to 2005. 

The nine percent decrease in gas gross margins was primarily due to milder weather in the first quarter of 2006, as 
compared to 2005, and a decline in non-weather related demand. Partially offsetting these declines was a ULH&P 
base rate increase implemented in October 2005. 

Net Income 

The 36 percent increase in net income was primarily due to the increase in electric gross margins, as previously 
discussed. 

Partially offsetting the increased margins was an increase in Operation and maintenance expenses associated with 
various increases in operating expenses, including significant merger related costs in the f r s t  quarter of 2006, see 
Note 2(b)(iio of the "Notes to Condensed Financial Statements" in "Item 1. Financial Information" for further 
information. 
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2006 QZIAKTEWY RESULTS OF OPEMTIONS - PSI 

Summary of Results 

The Results of Operations discussion for PSI is presented in a reduced disclosure format in accordance with ~ene ra l  
Instruction H(2)(a) of Form 10-Q. 

Electric gross margins and net income for PSI for the quarters ended March 3 1,2006 and 2005 was as follows: 

PSI 
2006 2005 Change %Change --- -.------ 

(in millions) 

Electric gross margin'" 9 285 $ 293 $ (8) (3) % 
Net income 19 42 (23) (55) 
(') Electric gross margin is calculated as Electric operating revenues less Fuel, emission allowances, and 

purchasedpower expense fiom the Condensed Statements of Income. 

Gross Margins 

The three percent decrease in electric gross margins was primarily due to the following factors: 

A decline in non-retail margins, primarily driven by an adverse ruling from the IURC on a fuel-related 
matter; and 

e A decline due to milder weather in the first quarter of 2006, as compared to 2005. 

Partially offsetting these declines was growth in non-weather related demand. 

Net Income 

The 55 percent decrease in net income was primarily due to the following factors: 

c An increase in Operation and maintenance expense due in part to significant merger related costs in the 
first quarter of 2006, see Note 2@)(iii) of the "Notes to Condensed Financial Statements" in "Item 1. 
Financial Information" for further information. 

e The decrease in electric gross margins, as previously discussed; and 
0 An increase in Interest Expense, primarily due to an increase in average long-term debt outstanding and an 

increase in interest expense related to a tax contingency. 

Partially offsetting these increased expenses and decreased margins was an increase in Miscellaneous Income -Net. 
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ITEM 4. CONTROLS AND PROCEDIiRES 

Evaluation of Disclosure Controls and Procedures 

Disclosure controls and procedures are our controls and other procedures that are designed to provide reasonable 
assurance that information required to be disclosed by us in the reports that we file or submit under the Securities 
Exchange Act of 1934 (Exchange Act) is recorded, processed, summarized, and reported, within the time periods 
specified by the Securities and Exchange Commission's (SEC) rules and forms. Disclosure controls and procedures 
include, without limitation, controls and procedures designed to provide reasonable assurance that information 
required to be disclosed by us in the reports that we file under the Exchange Act is accumulated and communicated 
to our management, including our chief executive officer and chief financial officer, as appropriate to allow timely 
decisions regarding required disclosure. 

Under the supervision and with the participation of our management, including our chief executive officer and chief 
financial officer, we have evaluated the effectiveness of our disclosure controls and procedures (as such term is 
defined in Rule 13a-15(e) and 15d-15(e) under the Exchange Act) as of March 3 1,2006, and, based upon this 
evaluation, our chief executive officer and chief financial officer have concluded that these controls and procedures 
are effective in providing reasonable assurance that information requiring disclosure is recorded, processed, 
summarized, and reported within the timeframe specified by the SEC's rules and forms. 

Under the supervision and with the participation of our management, including our chief executive officer and chief 
financial officer, we have evaluated changes in our internal control over financial reporting (as such term is defined 
in Rules 13a-15(f) and 15d-15(f) under the Exchange Act) during the fiscal quarter ended March 3 1,2006 and found 
no change that has materially affected, or is reasonably likely to materially affect, our internal control over fmancial 
reporting. 



-- .- PART 11. OTHER INFORMATION - 

PART II. OTHER INFOMATION 

ITEM 1. LEGAL PROCEEDINGS 

CLEAN AIR ACT (CAA) LAWSUIT 

In November 1999, and through subsequent amendments, the United States brought a lawsuit in the United States 
Federal District Court for the Southern District of Indiana against Cinergy, The Cincinnati Gas & Electric Company 
(CG&E), and PSI Energy, Inc. (PSI) alleging various violations of the CAA. Specifically, the lawsuit alleges that 
we violated the CAA by not obtaining Prevention of Significant Deterioration (PSD), Non-Attainment New Source 
Review (NSR), and Ohio and Indiana state implementation plan (SIP) permits for various projects at our owned and 
co-owned generating stations. Additionally, the suit claims that we violated an Administrative Consent Order 
entered into in 1998 between the Environmental Protection Agency (EPA) and Cinergy relating to alleged 
violations of Ohio's SIP provisions governing particulate matter at Unit 1 at CG&E's W.C. Beckjord Station. ?he 
suit seeks (I) injunctive relief to require installation of pollution control technology on various generating units at 
CG&E's W.C. Beckjord and Miami Fort Stations, and PSI'S Cayuga, Gallagher, Wabash River, and Gibson 
Stations, and (2) civil penalties in amounts of up to $27,500 per day for each violation. In addition, three northeast 
states and two environmental groups have intervened in the case. In August 2005, the district court issued a ruling 
regarding the emissions test that it will apply to Cinergy at the trial of the case. Contrary to Cinergy's argument, 
the district court ruled that in determining whether a project was projected to increase annual emissions, it would not 
hold hours of operation constant. However, the district court subsequently certified the matter for interlocutory 
appeal to the Seventh Circuit Court of Appeals, which has accepted the appeal and set oral arguments for June 2006. 
In February 2006, the district court ruled that in carrying its burden of proof, the defendant can look to industry 
practice in proving a particular project was routine. The district court has removed the trial from the calendar and 
will reset a trial date, if necessary, after the Seventh Circuit rules. Notwithstanding the appeal, there are a number of 
other legal issues currently before the district court judge. 

In March 2000, the United States also filed in the United States District Court for the Southern District of Ohio an 
amended complaint in a separate lawsuit alleging violations of the CAA relating to PSD, NSR, and Ohio SIP 
requirements regarding various generating stations, including a generating station operated by Columbus Southern 
Power Company (CSP) and jointly-owned by CSP, The Dayton Power and Light Company @P&L), and CG&E. 
The EPA is seeking injunctive relief and civil penalties of up to $27,500 per day for each violation. This suit is 
being defended by CSP. In April 2001, the United States District Court for the Southern District of Ohio in that case 
ruled that the Government and the intervening plaintiff environmental groups cannot seek monetary damages for 
alleged violations that occurred prior to November 3, 1994; however, they are entitled to seek injunctive relief for 
such alleged violations. Neither party appealed that decision. This matter was heard in trial in July 2005. A 
decision is pending. 

In addition, Cinergy and CG&E have been informed by DP&L that in June 2000, the EPA issued a Notice of 
Violation (NOV) to DP&L for alleged violations of PSD, NSR, and Ohio SIP requirements at a station operated by 
DP&L and jointly-owned by DP&L, CSP, and CG&E. The NOV indicated the EPA may (1) issue an order 
requiring compliance with the requirements of the Ohio SIP, or (2) bring a civil action seeking injunctive relief and 
civil penalties of up to $27,500 per day for each violation. In September 2004, Marilyn Wall and the Sierra Club 
brought a lawsuit against CG&E, DP&L and CSP for alleged violations of the CAA at this same generating station. 
This case is currently in discovery in front of the same judge who has the CSP case. 

We are unable to predict whether resolution of these matters would have a material effect on our fmancial position 
or results of operations. We intend to vigorously defend against these allegations. 

CARBON DIOXIDE (C02) LAWSUIT 

In July 2004, the states of Connecticut, New York, California, Iowa, New Jersey, Rhode Island, Vermont, 
Wisconsin, and the City of New York brought a lawsuit in the United States District Court for the Southern District 
of New York against Cinergy, American Electric Power Company, Inc., American Electric Power Service 
Corporation, The Southern Company, Tennessee Valley Authority, and Xcel Energy Inc. That same day, a similar 
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lawsuit was filed in the United States District Court for the Southern District of New York against the same 
companies by Open Space Institute, Inc., Open Space Conservancy, Inc., and The Audubon Society of New 
Hampshire. These lawsuits allege that the defendants' emissions of C02 from the combustion of fossil fuels at 
electric generating facilities contribute to global warming and amount to a public nuisance. The complaints also 
allege that the defendants could generate the same amount of electricity while emitting significantly less C02. The 
plaintiffs are seeking an injunction requiring each defendant to cap its C02  emissions and then reduce them by a 
specified percentage each year for at least a decade. In September 2005, the district court granted the defendants' 
motion to dismiss the lawsuit. The plaintiffs have appealed this ruling to the Second Circuit Court of Appeals, and 
oral argument is scheduled for June 2006. We are not able to predict whether resolution of these matters would have 
a material effect on our fmancial position or results of operations. 

ZIMMER GENERATING STATION (ZIMMER STATION) LAWSUIT 

In November 2004, a citizen of the Village of Moscow, Ohio, the town adjacent to CG&E9s Zimmer Station, 
brought a purported class action in the United States District Court for the Southern District of Ohio seeking 
monetary damages and injunctive relief against CG&E for alleged violations of the CAA, the Ohio SIP, and Ohio 
laws against nuisance and common law nuisance. The plaintiffs have filed a number of additional notices of intent 
to sue and two lawsuits raising claims similar to those in the original claim. One lawsuit was dismissed on 
procedural grounds and the remaining two have been consolidated. The plaintiff filed a motion for class 
certification, which is fully briefed and pending decision. At this time, we cannot predict whether the outcome of 
this matter will have a material impact on our financial position or results of operations. We intend to defend this 
lawsuit vigorously in court. 

MANUFACTURED GAS PLANT WGP) SITES 

Coal tar residues, related hydrocarbons, and various metals have been found in at least 22 sites that PSI or its 
predecessors previously owned and sold in a series of transactions with Northern Indiana Public Service Company 
(NIPSCO) and Indiana Gas Company, Inc. (IGC). The 22 sites are in the process of being studied and will be 
remediated, if necessary. In 1998 NIPSCO, IGC, and PSI entered into Site Participation and Cost Sharing 
Agreements to allocate liability and responsibilities between them. Thus far, PSI has primary responsibility for 
investigating, monitoring and, if necessary, remediating nine of these sites. In December 2003, PSI entered into a 
voluntary remediation plan with the state of Indiana, providing a formal framework for the investigation and cleanup 
of the nine sites. The Indiana Department of Environmental Management oversees investigation and cleanup of all 
of these sites. 

In April 1998, PSI filed suit in Hendricks County in the state of Indiana against its general liability insurance 
carriers. PSI sought a declaratory judgment to obligate its insurance carriers to (1) defend MOP claims against PSI 
and compensate PSI for its costs of investigating, preventing, mitigating, and remediating damage to property and 
paying claims related to MGP sites; or (2) pay PSI'S cost of defense. PSI settled, in principle, its claims with all but 
one of the insurance carriers in January 2005 prior to commencement of the trial. With respect to the lone insurance 
carrier, a jury returned a verdict against PSI in February 2005. PSI has appealed this decision. At the present time, 
PSI cannot predict the outcome of this litigation, including the outcome of the appeal. 

PSI has accrued costs related to investigation, remediation, and groundwater monitoring for those sites where such 
costs are probable and can be reasonably estimated. We will continue to investigate and remediate the sites as 
outlined in the voluntary remediation plan. As additional facts become known and investigation is completed, we 
will assess whether the likelihood of incurring additional costs becomes probable. Until all investigation and 
remediation is complete, we are unable to determine the overall impact on our financial position or results of 
operations. 

CG&E has performed site assessments on certain of their sites where we believe MGP activities have occurred at 
some point in the past and have found no imminent risk to the environment. At the present time, CG&E cannot 
predict whether investigation andlor remediation will be required in the future at any of these sites. 



PART II. OTHER INFORMATION 

ASBESTOS CLAIMS LITIGATION 

PSI and CG&E, have been named as defendants or co-defendants in lawsuits related to asbestos at their electric 
generating stations. Currently, there are approximately 130 pending lawsuits (the majority of which are PSI cases). 
In these lawsuits, plaintiffs claim to have been exposed to asbestos-containing products in the course of their work 
as outside contractors in the construction and maintenance of CG&E and PSI generating stations. 'Ibe plaintiffs 
further claim that as the property owner of the generating stations, CG&E and PSI should be held liable for their 
injuries and illnesses based on an alleged duty to warn and protect them from any asbestos exposure. The impact on 
CG&E's and PSI'S financial position or results of operations of these cases to date has not been material. 

Of these lawsuits, one case filed against PSI has been tried to verdict. The jury returned a verdict against PSI on a 
negligence claim and a verdict for PSI on punitive damages. PSI appealed this decision up to the Indiana Supreme 
Court. In October 2005, the Indiana Supreme Court upheld the jury's verdict. PSI paid the judgment of 
approximately $630,000 in the fourth quarter of 2005. In addition, PSI has settled over 150 other claims for 
amounts, which neither individually nor in the aggregate, are material to PSI'S financial position or results of 
operations. Based on estimates under varying assumptions, concerning such uncertainties, such as, among others: 
(i) the number of contractors potentially exposed to asbestos during construction or maintenance of PSI generating 
plants; (ii) the possible incidence of various illnesses among exposed workers, and (iii) the potential settlement costs 
without federal or other legislation that addresses asbestos tort actions, PSI estimates that the range of reasonably 
possible exposure in existing and future suits over the next 50 years could range from an immaterial amount to 
approximately $60 million, exclusive of costs to defend these cases. This estimated range of exposure may change 
as additional settlements occur and claims are made in Indiana and more case law is established. 

CG&E has been named in fewer than 10 cases and as a result has virtually no settlement history for asbestos cases. 
Thus, CG&E is not able to reasonably estimate the range of potential loss from current or future lawsuits. 
However, potential judgments or settlements of existing or future claims could be material to CG&E. 

DUNAVAN WASTE SUPEWWD SITE 

In July and October 2005, PSI received notices from the EPA that it has been identified as a de minimus potentially 
responsible party under the Comprehensive Environmental Response, Compensation, and Liability Act at the 
Dunavan Waste Oil Site in Oakwood, Vermilion County, Illinois. At this time, PSI does not have any further 
information regarding the scope of potential liability associated with this matter. 

ONTARIO, CANADA LAWSUIT 

We understand that a class action lawsuit was filed in Superior Court in Ontario, Canada against us and 
approximately 20 other utility and power generation companies alleging various claims relating to environmental 
emissions from coal-fired power generation facilities in the United States and Canada and damages of approximately 
$50 billion, with continuing damages in the amount of approximately $4 billion annually. We understand that the 
lawsuit also claims entitlement to punitive and exemplary damages in the amount of $1 billion. We have not yet 
been served in this lawsuit, however, if served, we intend to defend this lawsuit vigorously in court. We are not able 
to predict whether resolution of this matter would have a material effect on our financial position or results of 
operations. 

CANE KATMNA LAWSUIT 

On April 19,2006, Cinergy was named in the third amended complaint of a purported class action filed in the 
United States District Court for the Southern District of Mississippi. Plaintiffs claim that Cinergy, along with 
numerous other utilities, oil companies, coal companies and chemical companies, is liable for damages relating to 
losses suffered by victims of Hurricane Katrina. Plaintiffs claim that Cinergy's, and others, greenhouse gas 
emissions contributed to the frequency and intensity of storms such as Hurricane Katrina. Cinergy has not been 
served with this lawsuit. At this time, we are not able to predict whether resolution of this matter would have a 
material effect on our fmancial position or results of operations. 



PART 11. OTHER INFORMATlON 

ITEM 1A. RISK FACTORS 

In addition to the other information set forth in this report, you should carefully consider the factors discussed in 
Part I, "Item IA. Risk Factors" in our Annual Report on Form 10-K for the year ended December 3 1,2005, which 
could materially affect our business, financial condition or future results. The risks described in our Annual Report 
on Form 10-K are not the only risks facing our Company. Additional risks and uncertainties not currently known to 
us or that we currently deem to be immaterial also may materially adversely affect our business, financial condition 
andlor operating results. 
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ITEM 6. EXPPIBITS 
1 

The documents listed below are being filed, or have previously been filed, on behalf of Cinergy Corp., The 
Cincinnati Gas & Electric Company (CG&E), and PSI Energy, Inc. PSI) and are incorporated herein by reference 
from the documents indicated and made a part hereof Exhibits not identified as previously filed are filed herewith: 

Certificates 

31-a 

Cinergy Corp. 

Cinergy Corp. 

Cinergy Corp. 

CG&E 

Cinergy Corp. 

Cinergy Corp. 

CG&E 
PSI 

CG&E 
PSI 

Cioergy Corp. 

Cinergy. Corp. 

CG&E 
PSI 

CG&E 
PSI 

Consulting Agreement, dated March 3 1,2006, between Midael 
J. Cyrus and Cinergy Corp. 

Summary of Amendment to Employment Agreement of James 
E. Rogers, Michael J. Cyrus, Marc E. Manly, Lynn J. Good and 
James L. Turner. 

Agreement, dated March 31,2006, between James E. Rogers 
and Cinergy Corp. 

Keepwell Agreement, dated April 10,2006, between Duke 
Capital LLC and CG&E. 

Certification by David L. Hauser pursuant to Rule 13a- 
14(a)/15d-14(a) of the Securities Exchange Act of 1934, as 
adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 
2002. 

Certification by Steven K. Young pursuant to Rule 13a- 
14(a)115d-l4(a) of the Securities Exchange Act of 1934, as 
adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 
2002. 

Certification by James L. Turner pursuant to Rule i3a- 
14(a)/l5d-l4(a) of the Securities Exchange Act of 1934, as 
adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 
2002. 

Certification by Myron L. Caldwell pursuant to Rule 13a- 
14(a)115d-14(a) of the Securities Exchange Act of 1934, as 
adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 
2002. 

Certification by David L. Hauser pursuant to 18 U.S.C. Section 
1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley 
Act of 2002. 

Certification by Steven K. Young pursuant to 18 U.S.C. Section 
1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley 
Act of 2002. 

Certification by James L. Turner pursuant to 18 U.S.C. Section 
1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley 
Act of 2002. 

Certification by Myron L. Caldwell pursuant to 18 U.S.C. 
Section 1350, as adopted pursuant to Section 906 of the 
Sarbanes-Oxley Act of 2002. 

Cinergy Corp. Form 8-K, 
filed April 6,2006 

Cinergy Corp. Form 8-K, 
filed April 6,2006 

Cinergy Corp. Form 8-K, 
filed April 6,2006 

CG&E Form 8-K, filed 
April 14,2006 
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FORM 10-Q 

(Mark One) 

QUARTERLY REPORT PTJRSTJANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE 
ACT OF 1934 
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CINERGY CORP. 

AND SUBSIDIARY COMPANIES 



CINERGY CORP. 

CONDENSED CONSOLIDATED STATEMENTS OF INCOME 

Quarter  Ended Year to Date 
September 30 Septeml~er 30 

2005 2004 2005 2004 
(in thousands, except per share amounts) 

(unaudited) 
Operating Revenues 

Electric 
Gas 
Other 

Total Operating Revenues 

Operating Expenses 
Fuel, emission allowances, and purchased power 459,964 341,218 1,077,641 933,864 
Gas purchased 30,446 19,792 295,135 290,728 
Costs ol fuel resold 118,619 86,9 17 297,469 203,44 1 
Operation and maintenance 342,221 325,787 1,025,131 968,98 1 
Depreciation 129,597 1 14,668 386,537 333,856 
Taxes other than income taxes 65.101 57,001 209,115 204,320 

Total Operating Expenses 1,145,948 945,383 3,291,028 2,935,190 

Operating Income 219,331 183,200 532,763 535,788 

Equity in Earnings of Unconsolidated Subsidiaries 6,795 8,016 25,206 18,095 
Miscellaneous Income (Expense) - Net 17,012 (944) 33,886 (1 1,419) 
Interest Expense 76,932 7 1,775 209,644 209.446 
?referred Dividend Requirements of Subsidiaries 603 858 2,319 2,574 

Income Before Taxes 165,603 1 17,639 379,892 330,444 

Income Taxes 33,666 24.7 16 79,891 76,002 

Net Income 

Average Common Shares Outstanding - Basic 199,069 180,88 1 197,741 180,129 

Earnings Per Common Share - Basic (Note 1 1) 9; 0.67 $ 0.51 $3 1.52 $ 1.41 

Average Common Shares Outstanding - Diluted 200,167 183,478 198,777 182,564 

Earnings Per Common Share - Diluted (Note 1 1) $ 0.66 $ 0.50 $ 1.51 $ 1.39 

Cash Dividends Declared Per Common Share (Note 
2) $ 0.96 $ 0.47 9; 1.92 $ 1.41 

The accompanying notes as they relate to Cinergy Corp. are an integral part of these condensed consolidated financial 
statements. 



ASSETS 

CINERGY CORP. 

CONDENSED CONSOLIDATED BALANCE SHEETS 

September 30 December 31 
2005 2004 

(dollars in thousands) 
(unaudited) 

Current Assets 
Cash and cash equivalents $ 165,831 $ 1 64,54 1 
Notes receivable, current 81,622 214,513 
Accounts receivable less acculnulated provision for doubtful accounts of $4,489 at 

September 30,2005, and $53 14 at December 3 1,2004 1,482,068 1,061.140 
Fuel, emission allowances, and supplies 607,925 444,750 
Energy risk management current assets 1,260,255 381,146 
Prepayments and other 567,113 174.624 

Total Current Assets 4,164,814 2,440,714 

Property, Plant, and Equipment - at Cost 
Utility plant in service 10,642,931 10,076,468 
Construction work in progress 398,130 333.687 

Total Utility Plant 11,041,061 10,410,155 
Non-regulated property, plant, and equipment 4,853,947 4,700,009 
Accumulated depreciation 5,447,931 5.1 80.699 

Net Property, Plant, and Equipment 10,447,077 9,929,465 

Other Assets 
Regulatory assets 1,021,277 1,030,331 
Investments in unconsolidated subsidiaries 486,795 513,675 
Energy risk management rion-current assets 397,471 138,787 
Notes receivable, non-current 177,127 193,857 
Other investments 128,581 125,367 
Restricted funds held in trust 277,400 358,006 
Goodwill and other intangible assets 152,342 132,752 
Other 213,323 1 19.36 1 

Total Other Assets 2,854,316 2,612,138 

Total Assets 

The accompanying notes as they relate to Cinergy Corp. are an integral part of these condensed consolidated financial 
statements. 



CINERGY CORP. 

CONDENSED CONSOLIDATED BALANCE SHEETS 

September 30 1)ecernber 31 
2005 2004 

(dollars in thousands) 
(unaudited) 

L,IABILITIES AND SHAREHOLDERS' EQUITY 

Current Liabilities 
Accounts payable 
Accrued taxes 
Accrued interest 
Notes payable and other short.-term obligations (Note 5) 
Long-term debt due within one year 
Energy risk management current liabilities 
Other 

Total Current Liabilities 

Non-Current Liabilities 
L,ong--term debt 
Deferred income taxes 
Unamortized investment tax credits 
Accrued pension and other postretirement benefit costs 
Regulatory liabilities 
Energy risk management non-current liabilities 
Other 

Total Non-Current Liabilities 

Commitments and Contingencies 

Total Liabilities 12,993,504 10,803,577 

Cumulative Preferred Stock of Subsidiaries 
Not sub.ject to mandatory redemption 

Common Stock Equity 
Common stock - $.01 par value; authorized shares - 600,000,000; issued shares - 

199,280,386 at Septeniber 30, 2005, and 187,653,506 at December 71.2004; 
outstanding shares - 199,139,968 at September 30, 2005, and 187,524,229 at 
December 3 1, 2004 

Paid-in capital 
Retained earnings 
Treasury shares at cost - 140,418 shares at September 30,2005, and 129,277 shares at 

December 3 1, 2004 
Accumulated other comprehensive loss 

Total Common Stock Equity 

Total Liabilities and Shareholders7 Equity 

The accompanying notes as they relate to Cinergy Corp. are an integral part of these condensed consolidated financial 
statements. 



CINERGY CORP. 

CONDENSED CONSOLIDATED STATEMENTS O F  CHANGES IN COMMON STOCK EQUITY 

Accumulated Total 
Other Comn~on 

Common Paid-in Retained Treasury Comprehensive Stock 
Stock Caaital Earnings Stoclz Income (Loss) Ecruitv 

(dollars in thousands, except per share amounts) 
(unaudited) 

Quarter Ended September 30,2005 

Balance at July 1,2005 (198,528,683 
shares) $ 1,987 $ 2,941,747 $ 1,594,053 $ (4,766) $ (67,634) $ 4,465,387 

Comprehensive income: 
Net income 131,937 131,937 
Other comprehensive income (loss), 

net of tax effect of $(6,194) 
Foreign currency translation 

adjustment 
Unrealized gain on investment 

(285 (285) 

trusts 1,104 1,104 
Minimum pension liability 

adjustment 
Cash flow hedges 

(571) (571 
7,274 7,274 

Total comprehensive income 139,459 

Issuance of common stock - net 
(611,574 shares) 6 25,861 25,867 

Treasury shares purchased (289 
shares) (10) 

Dividends on common stock ($0.96 per 
(10) 

share) (Note 2) (191,120) (191,120) 
Other 1,495 (118) 1,377 

Ending balance at September 30,2005 
(199,139,968 shares) $ 1,993 $ 2,969,103 $ 1,534,752 !J (4,776) !J (60,112) $ 4,440,960 

Quarter Ended September 30, 2004 

Balance at July 1,2004 (1 80,323,246 
shares) 

Comprehensive income: 
Net income 
Other comprehensive loss, net of tax 

effect of $(I, 162) 
Foreign currency translation 

adjustment 
Unrealized loss on investment trusts 
Cash flow hedges 

Total comprehensive income 

Issuance of common stock - ne 
shares) 20,996 

Treasury shares purchased (2,96 
Dividends on common stock ($0.47 per 

(60) 

share) (84,873) (84,873 
Other 3.578 (85) 3,493 

Ending balance at September 30, 2004 
(1 80,995,556 shares) $ 1.81 1 $ 2.272.651 $ 1,551,848 $ (4,026) $ (41.345) $ 3.780.939 



The accompanying notes as they relate to Cinergy Corp. are an integral part of these condensed consolidated financial 
statements. 



CINERGY CORP. 

CONDENSED CONSOLIDATED STATEMENTS OF CHANGES IN COMMON STOCK EQUI'I'Y 
I 

(Continued) 

Accumulated Total 
Other Common 

Comnton Paid-in Retained Treasury Comprehensive Stock 
Stock Caaital Earnings Stock Income (1,oss) Ecruitv 

(dollars in thousands, except per share amounts) 
(unaudited) 

Year to Date September 30,2005 

Balance at  January 1,2005 (187,524,229 
shares) $ 1,877 $ 2,559,715 $ 1,613,340 $ (4,336) $ (54,674) $ 4,115,922 

Comprehensive income: 
Net income 300,001 300,001 
Other comprehensive income (loss), 

net of tax effect of $441 
Foreign currency translation 

adjustment (13,392) (13,392) 
Unrealized gain on investment 

trusts 150 150 
Minimum pension liability 

adjustment (571) (571) 
Cash flow hedges 8,375 8,375 

Total comprehensive inco~ne 294,563 

Issuance of common stock - net 
(1 1,626,880 shares) 116 403,374 403,490 

Treasury shares purchased (11,141 
shares) (440) (440) 

Dividends on common stock ($1.92 per 
share) (Note 2) (378,196) (378,196) 

Other 6,014 (393) 5,62 1 

Ending balance at September 30,2005 
(199,139,968 shares) $ 1,993 Qi 2,969,103 $ 1,534,752 $ (4,776) Qi (60,112) $ 4,440,960 

Year to Date September 30,2004 

Balance at January 1,2004 (178,336,854 
shares) $ 1,784 $ 2,195,985 $ 1,551,003 $ (3,255) $ 

Comprehensive income: 
Net income 254,442 
Other comprehensive income (loss), net 

of tax cffect of $(1,928) 
Foreign currency translation 

adjustment 
Unrealized gain on investment trusts 
Cash flow hedges 

Total comprehensive income 

Issuance of common stock - net 
(2,683,696 shares) 27 67,20 67,227 

Treasury shares purchased (24,994 shares) (771)l 
Dividends on common stock ($1.41 per 

share) (251,418) (253,418) 
Other 9,466 (179) 9,287 

Ending balance at September 30,2004 
(1 80,995,556 shares) $ I .811 $ 2,272.651 $ 1.551.848 $ (4.026) $ (41.345) $ 3,780.939 



The accompanying notes as they relate to Cinergy Corp. are an integral part of these condensed consolidated financial 
statements. 



CINERGY CORP. 

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS 

Cash Flows from Operations 
Operating Activities 

Net income 
Ad.justments to reconcile net income to net cash plovided by operating activities: 

Depreciation 
Loss on impairment or disposal of subsidiaries and investments, net 
Change in net position of energy risk management activities 
Defened income taxes and investment tax credits - net 
Equity in earnings of urlconsolidated subsidiaries 
Return on equity investments 
Allowance for equity funds used during construction 
Regulatory assetlliability deferrals 
Regulatory assets amortization 
Accrued pension and other postreti~ement benefit costs 
Cost of removal 
Changes in current assets and current liabilities: 

Accounts and notes receivable 
Fuel, emission allowances, and supplies 
Prepayments 
Accounts payable 
Accrued taxes and interest 

Other assets 
Other liabilities 

Net cash provided by operating activities 

Financing Activities 
Change in short-term debt 
Issuance of' long-term debt 
Redemption of long-term debt 
Retirement of preferred stock of subsidiaries 
Issuance of common stock 
Dividends on common stock 

Net cash provided by (used in) financing activities 

Investing Activities 
Construction expenditures (less allowance for equity funds used during construction) 
Proceeds from notes receivable 
Withdrawal of restricted cash held in trust 
Acquisitions and other investments 
Proceeds from distributions by investments and sale of investments and subsidiaries 

Net cash used in investing activities 

Net increase (decrease) in cash and cash equivalents 
Cash and cash equivalents at beginning of period 
Cash and cash equivalents at end of period 

Supplemental Disclosure of Cash Flow Information 
Cash paid during the period for: 

Interest (net of amount capitalized) 
Inconie taxes 

Year to Date 
September 30 

2005 2004 
(dollars in thousands) 

(unaudited) 



The accompanying notes as they relate to Cinergy Corp. are an integral part of these condensed consolidated financial 
statements. 



THE CINCINNATI GAS & ELECTRIC COMPANY 

AND SUBSIDIARY COMPANIES 



THE CINCINNATI GAS & ELECTRIC COMPANY 

CONDENSED CONSOL,IDATED STATEMENTS OF INCOME AND COMPREHENSIVE INCOME 

Quarter Ended Year to Date 
Septem1)er 30 September 30 

2005 2004 2005 2004 
(dollars in thousands) 

(unaudited) 

Operating Revenues 
Electric 
Gas 
Other 

Total Operating Revenues 

Operating Expenses 
Fuel, emission allowances, and purchased power 
Gas purchased 
Costs of fuel resold 
Operation and ~naintenance 
Depreciation 
Taxes other than income taxes 

Total Operating Expenses 

Operating Income 

Miscellaneous Income - Net 
Interest Expense 

Income Before Taxes 

Income Taxes 

Net Income 

Preferred Dividend Requirement 

Net Income Applicable to Common Stocli 

Net Income $ 62,684 $ 64,073 $ 200,974 $ 196,837 

Other Comprehensive Income (Loss), Net of Tax 1,772 (2) 3,501 2.881 

Comprehensive Income $ 64,456 $ 64.071 $ 204.475 $ 1 99.7 18 

The accompanying notes as they relate to The Cincinnati Gas & Electric Company are an integral part of these condensed 
consolidated financial statements. 



ASSETS 

THE CINCINNATI GAS & ELECTRIC COMPANY 

CONDENSED CONSOLIDA'I'ED BALANCE SHEETS 

Current Assets 
Cash and cash equivalents 
Notes receivable from affiliated companies 
Accounts receivable less accumulated provision for doubtful accounts 
Accounts receivable r10rn affiliated companies 
Fuel. emission allowances, and supplies 
Energy risk management current assets 
Prepayments and other 

Total Current Assets 

Property, Plant, and Equipment - at Cost 
Utility plant in  service 

Electric 
Gas 
Common 

Total Utility Plant In Service 
Construction work in progress 

Total Utility Plant 
Non-regulated property, plant, and equipment 
Accumulated depreciation 

Net Property, Plant, and Equipment 

Other Assets 
Regulatory assets 
Energy risk management non-current assets 
Restricted funds held in trust 
Other 

Total Other Assets 

Total Assets 

September 30 December 31 
2005 2004 

(dollars in thousands) 
(unaudited) 

The accompanying notes as they relate to The Cincinnati Gas & Electric Company are an integral part of these condensed 
consolidated financial statements. 



THE CINCINNATI GAS & ELECTRIC COMPANY 

CONDENSED CONSOLIDATED BALANCE SHEETS 

LIABILITIES AND SHAREHOLDERS' EQUITY 

Current Liabilities 
Accounts payable 
Accounts payable to affiliated companies 
Accrued taxes 
Accrued interest 
Notes payable and other short-term obligations (Note 5) 
Notes payable Lo affiliated companies (Note 5) 
L,ong-term debt due within one year 
Energy risk management current liabilities 
Other 

Total Current Liabilities 

Non-Current Liabilities 
Long-term debt 
Deferred income taxes 
Unamortized investment tax credits 
Accrued pension and other postretirement benefit costs 
Regulatory liabilities 
Energy risk management non-current liabilities 
Other 

Total Non-Current Liabilities 

September 30 December 31 
2005 2004 

(dollars in thousands) 
(unaudited) 

Commitments and Contingencies 

Total Liabilities 5,726,354 4,293,161 

Cumulative Preferred Stock 
Not subject to mandatory redemption 20,485 20.485 

Common Stock Equity 
Common stock - $8.50 par value; authorized shares - 120,000,000; oiitstanding shares - 

89,663.086 at September 30,2005, and December 3 1, 2004 762,136 762,136 
Paid-in capital 584,176 584,176 
Retained earnings 560,274 610,232 
Accumulated other comprehensive loss (34,331 ) (37.83 1)  

Total Common Stock Equity 1,872,255 1,918,713 

Total Liabilities and Shareholders' Equity 

The accompanying notes as they relate to The Cincinnati Gas & Electric Company are an integral part of these condensed 
consolidated financial statements. 



Operating Activities 
Net income 

THE CINCINNATI GAS & ELECTRIC COMPANY 

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS 

Year to Date 
September 30 

2005 2004 
(dollars in thousands) 

(unaudited) 

Adjustments to reconcile net income to net cash provided by operating activities: 
Depreciation 
Defe~red income taxes and investrnent tax credits - net 
Changc in net position of energy risk management activities 
Allowance for equity funds used during construction 
Regulatory assetlliability defeenals 
Regulato~y assets amortization 
Accrued pension and other postretirement benefit costs 
Cost of removal 
Changes in current assets and current liabilities: 

Accounts and notes rcceivable 
Fuel, emission allowances, and supplies 
Prepayments 
Accounts payable 
Accrued taxes and interest 

Other assets 
Other liabilities 

Net cash provided by operating activities 

Financing Activities 
Change in sho~t-term debt, including net affiliate notes 
Redemption of long-term debt 
Dividends on preferred stock 
Dividends on common stock 

Net cash used in financing activities 

Investing Activities 
Construction expenditures (less allowance for equity funds used during construction) 
Withdrawal of restricted funds held in trust 
Other investments 

Net cash used in investing activities 

Net increase (decrease) in cash and cash equivalents 

Cash and cash equivalents at beginning of period 

Cash and cash equivalents at  end of period 

Supplemental Disclosure of Cash Flow Information 
Cash paid during the period for: 

Interest (net of amount capitalized) 
Income taxes 

The accompanying notes as they relate to The Cincinnati Gas & Electric Company are an integral part of these condensed 
consolidated financial statements. 





PSI ENERGY, INC. 

AND SUBSIDIARY COMPANY 



PSI ENERGY, INC. 

CONDENSED CONSOL,IDATED STATEMENTS OF INCOME AND COMPREHENSIVE INCOME 

Quarter Ended Year to Date 
September 30 September 30 

2005 2004 2005 2004 
(dollars in thousands) 

(unaudited) 

Operating Revenues 
Electric 

Operating Expenses 
Fuel, emission allowances, and purchased power 
Operation and maintenance 
Depreciation 
Taxes other than income taxes 

Total Operating Expenses 

Operating Income 

Miscellaneous Income - Net 
Interest Expense 

Income Before Taxes 

Income Taxes 

Net Income 

Preferred Dividend Requirement 

Net Income Applicable to Common Stock 

Net Income 

Other Comprehensive Income (Loss), Net of Tax 

Comprehensive Income 

The accompanying notes as they relate to PSI Energy, Inc. are an integral part of these condensed consolidated financial 
statements. 



ASSETS 

PSI ENERGY, INC. 

CONDENSED CONSOLIDATED BALANCE SHEETS 

Current Assets 
Cash and cash equivalents 
Restricted deposits 
Notes receivable from afliliated companies 
Accounts receivable less acculnulated provision for doubtful accounts 
Accounts receivable from affiliated companies 
Fuel, emission allowances, and supplies 
Prepayments and other 

'Total Current Assets 

Property, Plant, and Equipment - at Cost 
Utility plant in service 
Construction work in progress 

Total Utility Plant 
Accumulated depreciation 

Net Property, Plant, and Equipment 

Other Assets 
Regulatory assets 
Other investments 
Restricted funds held in trust 
Other 

Total Other Assets 

Total Assets 

September 30 'December 31 
2005 2004 

(dollars in thousands) 
(unaudited) 

The accompanying notes as they relate to PSI Energy, Inc. are an integral part of these condensed consolidated financial 
statements. 



PSI ENERGY, INC. 

CONDENSED CONSOLIDATED BALANCE SHEETS 

LIABILITIES AND SHAREHOLDERS' EQUITY 

Current Liabilities 
Accounts payable 
Accounts payable to affiliated companies 
Accrued taxes 
Accrued interest 
Notes payable and other short-term obligations (Note 5) 
Notes payable to affiliated companies (Note 5) 
L.ong-term debt due within one year 
Other 

Total Current Liabilities 

September 30 December 31 
2005 2004 

(dollars in thousands) 
(unaudited) 

Non-Current Liabilities 
Long--term debt 1,468,641 1,824,219 
Deferred income taxes 622,950 638,061 
[Jnamortized investment tax credits 24,368 26,603 
Accrued pension and other postretirement benefit costs 206,449 209,992 
Regulatory liabilities 392,292 392,571 
Other 72,364 88.665 

Total Non-Current Liabilities 2,787,064 3,180,113 

Commitments and Contingencies 

Total Liabilities 4,075,030 3,726,365 

Cumulative Preferred Stock 
Not subject to mandatory redemption 

Common Stock Equity 
Common stock - without par value; $.01 stated value; authorized shares - 60,000,000; 

outstanding shares - 53,913,701 at September 30, 2005. and December 31, 2004 539 519 
Paid-in capital 826,019 626,019 
Retained earnings 1,101,479 1,078,617 
Accumulated other comprehensive loss (19,032) (23.977) 

Total Common Stock Equity 1,909,005 1,681,198 

Total Liabilities and Shareholders' Equity 

The accompanying notes as they relate to PSI Energy, Inc. are an integral part of these condensed consolidated financial 
statements. 



PSI ENERGY, INC. 

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS 

Year to Date 
September 30 

2005 2004 
(dollars in thousands) 

(unaudited) 

Operating Activities 
Net income 
Adjustments to reconcile net income to net cash provided by operating activities: 

Depreciation 
Deferred income taxes and investment tax credits - net 
Allowance for equity funds used during construction 
Regulatory asseuliability deferrals 
Regulatory assets amortization 
Accrued pension and other postretirement benefit costs 
Cost of removal 
Changes in current assets and current liabilities: 

Accounts and notes receivable 
Fuel, emission allowances, and supplies 
Prepayments 
Accounts payable 
Accrued taxes and interest 

Other assets 
Other liabilities 

Net cash provided by operating activities 

Financing Activities 
Change in short-term debt, including net affiliate notes 
Issuance of long-term debt 
Redemption of long-term debt 
Contribution from parent 
Retirement of preferred stock 
Dividends on prefer~ed stock 
Dividends on common stock 

Net cash provided by (used in) financing activities 217,576 ( 1  21,506) 

Investing Activities 
Const~uction expenditures (less allowance for equity funds used during construction) 
Withdrawal of restricted funds held in trust 
Acquisitions and other investments 

Net cash used in investing activities 

Net increase in cash and cash equivalents 

Cash and cash equivalents at beginning of period 

Cash and cash equivalents at end of period 

Supplemental Disclosure of Cash Flow Information 
Cash paid during the period for: 

Interest (net of amount capitalized) 
Income taxes 

The accompanying notes as they relate to PSI Energy, Inc. are an integral part of these condensed consolidated financial 



statements. 



THE UNION LIGHT, HEAT AND POWER COMPANY 



THE UNION LIGHT, HEAT AND POWER COMPANY 

CONDENSED STATEMENTS OF INCOME AND COMPREHENSIVE INCOME 

Quarter Ended Year to Date 
September 30 September 30 

2005 2004 2005 2004 
(dollars in thousands) 

(unaudited) 

Operating Revenues 
Electric 
Gas 

Total Operating Revenues 

Operating Expenses 
Electricity purchased fiorn parent company for resale 49,028 45,461 128,464 124,768 
Gas purchased 6,573 5,214 57,397 53,528 
Operation and maintenance 16,978 14,893 50,182 42,448 
Depreciation 5,260 4,992 15,547 14,944 
Taxes other than income taxes 534 (567) 3,618 2,110 

Total Operating Expenses 78,373 69,997 255,208 237,798 

Operating Income 7,060 4,877 17,681 24,143 

Miscellaneous Income .- Net 
Interest Expense 

Income Before Taxes 6,013 3,908 14,750 21.418 

Income Taxes 

Net Income $ 3,634 $ 2,300 $ 9,341 $ 13,279 

Other Comprehensive I,oss, Net of Tax (17) - (17) - 

Comprehensive Income 

The accompanying notes as they relate to The IJnion Light, Heat and Power Company are an integral part of these condensed 
financial statements. 



THE UNION LIGHT, HEAT AND POWER COMPANY 

CONDENSED BALANCE SHEETS 

September 30 December 31 
2005 2004 

(dollars in thousands) 
(unaudited) 

ASSETS 

Current Assets 
Cash and cash equivalents 
Notes receivable from affiliated companies 
Accounts receivable less accumulated provision for doubtful accounts 
Accounts receivable froin affiliated companies 
Invcnto1.y and supplies 
Prepayments and other 

Total Current Assets 

Property, Plant, and Equipment - at Cost 
Utility plant in service 

Electric 
Gas 
Conimon 

Total Utility Plant In Service 
Construction work in progress 

Total Utility Plant 
Accurnulated depreciation 

Net Property, Plant, and Equipment 

Other Assets 
Regulatory assets 6,786 10,070 
Other 2.628 2.801 

Total Other Assets 9,414 12,871 

Total Assets $ 470,159 $ 467.665 

The accompanying notes as they relate to The Union Light, Heat and Power Company are an integral part of these condensed 
financial statements. 



THE UNION LIGHT, HEAT AND POWER COMPANY 

CONDENSED BALANCE SHEETS 

September 30 December 31 
2005 2004 

(dollars in tl~ousands) 
(unaudited) 

LIABILITIES AND SHAREHOLDER'S EQUITY 

Current Liabilities 
Accounts payable 
Accounts payable to affiliated companies 
Accrued interest 
Notes payable to affiliated companies (Note 5) 
Other 

Total Current Liabilities 

Non-Current Liabilities 
Long-term debt 
Deferred income taxes 
Una~nortized investment tax credits 
Accrued pension and other postretirement benefit costs 
Regulatory liabilities 
Other 

Total Non-Current Liabilities 

Commitments and Contingencies 

Total Liabilities 268,322 275,154 

Common Stock Equity 
Common stock - $15.00 par value; authorized shares - 1,000,000; outstanding shares - 

585,333 at September 30,2005, and December 3 1,2004 8,780 8,780 
Paid-in capital 23,455 23,455 
Retained earnings 170,904 161,562 
Accumulated other comprehensive loss (1,302) (1.286) 

Total Common Stock Equity 201,837 192,511 

Total Liabilities and Shareholder's Equity 

The accompanying notes as they relate to The lJnion Light, Heat and Power Company are an integral part of these condensed 
financial statements. 



THE UNION LIGHT, HEAT AND POWER COMPANY 

CONDENSED STATEMENTS OF CASH FLOWS 

Operating Activities 
Net income 
Adjustments to reconcile net income to net cash provided by operating activities: 

Depreciation 
Defened income taxe.s and investment tax credits - net 
Allowance for equity funds used during construction 
Regulatory assetfliability deferrals 
Regulatory assets amortization 
Accrued pension and other postretirement benefit costs 
Cost of removal 
Changes in current assets and current liabilities: 

Accounts and notes receivable 
Inventory and supplies 
Prepayments 
Accounts payable 
Accrued taxes and interest 

Other assets 
Other liabilities 

Net cash provided by operating activities 

Financing Activities 
Change in short-term debt, including net affiliate notes 

Year to Date 
September 30 

2005 2004 
(dollars in thousands) 

(unaudited) 

Net cash used in financing activities (1,683) (8,338) 

Investing Activities 
Construction expenditures (less allowance for equity funds used during construction) (32,250) (24.61 9)  

Net cash used in investing activities (32,250) (24,619) 

Net increase in cash and cash equivalents 3,691 5,800 

Cash and cash equivalents at  beginning of period 4.197 1.899 

Cash and cash equivalents at  end of period 

Supplemental Disclosure of Cash Flow Information 
Cash paid during the period for: 

Interest (net of amount capitalized) 
Income taxes 

The accompanying notes as they relate to The Union Light, Heat and Power Company are an integral part of these condensed 
financial statements. 
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NOTES TO CONDENSED FINANCIAL STATEMENTS 

NOTES TO CONDENSED FINANCIAL STA'I'EMENTS 

In this report Cinergy (which includes Cinergy Corp. and all 01' our regulated and non-regulated subsidiaries) is, at times, relerred to 
in the first person as "we," "our," or "us." In addition, when discussing Cinergy's financial information, it necessarily includes the 
rcsults of The Cincinnati Gas & Electric Company (CG&E). PSI Energy, Inc. (PSI), 'The Union Light, Heat and Power Company 
(ULH&P) and all of Cinergy's other. consolidated subsidiaries. When discussing CG&E's financial information, i t  necessarily 
includes the results of ULH&P and all of CG&E's other consolidated subsidiaries. 

1. Organization and Summary of Significant Accounting Policies 

(a> Pending Metgei 

On May 8,2005, Cinergy Corp. entered into an agreement and plan of merger with Duke Energy Corporation (Duke), a North 
Carolina corporation, whereby Cinergy Corp. will be merged with Dulte. Under the merger agreement, each share of Cinergy Corp. 
common stock will be converted into 1.56 shares of common stock of the newly formed company, Duke Energy Holding Corp. 

The merger agreement has been approved by both companies' Boards of Di~ectors. Consummation of the merger is subject to 
customary conditions, including, among others, the approval of the shareholde~s of both companies and the approvals of various 
regulatory authorities. See Note 13 for further information regarding the pending merger. 

Our Condensed Financial Staten~cnts ~eflect all adjustments (which include normal, recurring adjustments) necessary in the opinion of 
the registrants for a fair presentation of the interim results. These results are not necessarily indicative of results for a full year. These 
statements should be read in conjunction with the Financial Statements and the notes thereto included in the registrants' combined 
Form 10-K for the year ended December 31,2004 (2004 10-K). Certain amounts in  the 2004 Condensed Financial Statements have 
been reclassified to confo~m to the 2005 presentation. 

Management makes estimates and assumptions when preparing financial statements under generally accepted accounting principles. 
Key estimates and judgments include: 

0 Valuing derivative contracts used in our energy marketing and trading activities; 

0 Evaluating the regulatory recoverability of various costs; 

0 Providing reserves for contingencies, including legal, environmental, and income taxes; and 

e Evaluating various non-regulated fixed assets and investn~ents for impairment. 

These estimates and judgments are discussed more fully in "Critical Accounting Estimates" in our 2004 10-K. Actual results could 



differ, as these estimates and assumptions involve judgment about future events or performance. 

CG&E, PSI, and ULH&P (collectively, our utility opelaling companies) record Opemtiilg Reverlues for electric and gas service 
when delivered to customers. Customers arc billed throughout the month as both gas and electric meters are read We recognize 
revenues for retail enclgy sales that have not yet been billed, but where gas or electricity has been consumed. This is termed "unbilled 
revenues" and is a widely recognized and accepted practice lor utilities. In making our estimates of unbilled revenues, we use systems 
that consider various factors, including weathet, in our calculation of retail customer consumption at the end of each month. Given the 
use of these systems and thc fact that customers are billed monthly, we believe it is unlikely that materially different results will occur 
in future periods when these amounts are subsequently billed. 



Unbilled revenues for Cinergy. CG&E, PSI, and ULH&P as o[ September 30,2005 and 2004, were as follows: 

2005 2004 -- 
(in millions) 

Cinergy $ 152 $ 137 
CG&E and 
subsidiaries 80 68 
PSI 72 69 
ULH&P 13 12 

(i i)  Energy Murketirzg arld Trading Revenues 

We market and trade electricity, natural gas, and other energy-related products. Many of the contracts associated with these products 
qualify as derivatives in accordance with Statement of Financial Accounting Standards No. 133, Accoctrltitlg for Derivative 
Irzstnrr~let~ts ancl Hedging Activities (Statement 133) We designate derivative transactions as either trading 01 non-trading at the time 
they are originated in accordance with Emerging Issues Task Force Issue 02-3. lss~ies Irlvolved in Accounting for Derivative 
Contracts Held for Tradiag P~lrposes urzd Contmcts I~zvolved in Etzergy 7izldit~g and Risk Manageiizent Activities. Trading conlracts 
are reported on a net basis and non-trading contracts are reported on a gross basis. Net reporting requires presentation of realized and 
unrealized gains and losses on trading derivatives on a net basis in Operating Reven~res. Gross reporting requires presentation of sales 
contracts in Opetzltitzg Revenues and purchase contracts in Fuel, erizissiorl allo,vailce~, atldpurchased power expense 01 Gas 
purchased expense. 

(iii) Other Operating Revetzues 

Cinergy and CG&E recognize revenue from coal origination, which represents marketing of physical coal. These revenues are 
included in Otlzer Operating Reveil~tes on the Condensed Consolidated Statements of Income. Otlzer Operating Revetz~tes for Cinergy 
also includes sales of synthetic fuel. 

(d Derivatives 

Cinergy designates derivatives as fair value hedges for certain volumes of our natural gas held in storage. Under this accounting 
election, changes in the fair value of both the derivative as well as the hedged item (the specified gas held in storage) are included in 
Gas Operzltirlg Revenues in Cinergy's Condensed Consolidated Statements of Income. We assess the effectiveness of the derivatives 
in offsetting the change in fair value of the gas held in storage on a quarterly basis. Selected information on Cinergy's hedge 
accounting activities for the quarter and year to date ended September 30,2005 and 2004 were as follows: 

Year to Date 
2005 2004 2005 2004 

(in millions) 

Portion of loss on hedging instruments determined to be 
ineffective $ (25) $ (3)  $ (24 $ - 

Portion of gain (loss) on hedging instruments related to 
changes in time value excluded from assessment of 
ineffectiveness 28 (6 24 (8)  



Total included in Gas Operati~zg Reveriues 

(i) Asset Retirement Obligatioris 

In March 2005, the Financial Accounting Standards Board (FASB) issued Interpretation No. 47, Accouriting for Coriclitionnl Asset 
Retiren~e~it Obligatior~s (Interpletation 47), an interpretation of Statclnent of Financial Accounting Standards No 143, Accolrritirzg for 
A s ~ e t  Rerirernenr Obligatioris (Statement 143). Statement 143 requires recognition of legal obligations associated with the retirement 
or re~noval of long-lived assets at the time the obligations are incurred. Interpretation 47 clarifies that a conditional asset retirement 
obligation (which occurs when 



the timing and/or method of settlement are conditional on a fi~ture event that may 01, may not be within the control of the entity) is a 
legal obligation within the scope of Statement 143. As such? the ljir value of'a conditional asset retirement obligation must be 
recognized as a liability when incurred if  the liability's lair value can be seasonably estimated. Interpretation 47 also clarifies when 
sufficient information exists to reasonably estimate the fair value of an asset setirement obligation. 

Cinergy will adopt Interpretation 47 on Dcccmber 31,2005. Upon adoption of Inle~pretation 47 Cinergy will recognize the impact, if 
any, of additional liabilities lor conditional asset retirement obligations as a cumulative effect of a change in accounting principle. We 
continue to evaluate the impact 01 adopting this new interpletation and ale currently unable to predict whethel the implementation ol 
this accounting standard will be material to oul financial position or results of operations. 

(i i)  Share-Based P~lyrnerlt 

In December 2004, the FASB issued a replacement of Statement of Financial Accounting Standards No. 123, Acco~inting,for 
Stock-Based Conipensation (Statement 123), Stnternerzt o j  Finmlcial Accounting Standards No. 123 (revised 2004), Share-Based 
Payr7ient (Statement 123R). This standard will require. among other things, accounting for all stock-based compensation 
arrangements under the fair value method. 

In 2003, we prospectively adopted accounting for our stock-based compensation plans using the fair value recognition p~ovisions of 
Statement 123, as amended by Statement of Financial Accounting Standa~ds No. 148, Accourltitig for Stock-Based 
Co17zpensatio?l-?'msitiol1 and Disclosute, for all employee awards granted or with terms modified on or after January 1, 2003. 
Therefole, the impact of implementation of Statement 123R on stock options within our stock-based compensation plans is not 
expected to be material. Statement 123R contains certain provisions that will modify the accounting for various types of stock-based 
compensation other than stock options. We are in the pIocess of evaluating the impact of this new standard on our plans. Cinergy 
will adopt Statement 123R on January 1, 2006. 

(iii) Income Taxes 

In October 2004, the American Jobs Creation Act (AJCA) was signed into law. The AJCA includes a one-time deduction of 85 
percent of certain foreign earnings that are repatriated, as defined in the AJCA. Based on our analysis, repatriation pursuant to this 
provision will not have a material impact on our financial position or results of operations. 

2. Common Stock 

As discussed in the 2004 10-K, in January and February 2005, Cinergy Corp. issued a total of 9.2 million shares of common stock 
pursuant to certain stock purchase contracts that were issued as a component of combined securities in December 2001. Net proceeds 
from the transaction of $316 million were used to reduce short-term debt. 

Cinergy issues new Cinergy Corp. common stock shares to satisfy obligations under certain of its employee stock plans and the 
Cinergy Corp. Direct Stock Purchase and Dividend Reinvestment Plan. During the nine months ended September 30, 2005, Cinergy 
issued 2.5 million shares under these plans. 

In June 2005, Cinergy Corp. contributed $200 million in capital to PSI. The capital contribution was used to repay short-term 
indebtedness and is consistent with supporting PSI'S current credit ratings. 



Cash dividends declared for the quarter ended September 30,2005 include dividends of $0.48 per share which were declared by the 
board of directors on July 21 and dividends of $0.48 per share which were declared on September 30. 

3. Cumulative Preferred Stoclc 

In August 2005, PSI redeemed all of its $7 1.075  nill lion notional amount 6.875% Cumulative Preferred Stock. 
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4. Long-Term Debt 

In August 2005, PSI redeemed all of its $50 rnillion 6.50% Synthetic Putable Yield Seculities due August 1, 2026 through the 
exercisc of call provisions within the securities. 

In August 2005, PSI redeemed all of its $50 million principal amount Series ZZ First Mortgage secured 5 %% Series 1993B 
Environmental Revenue Refunding Bonds, due February 15,2028. PSI redeemed thcsc bonds with the proceeds f ~ o m  the issuance by 
the Indiana Finance Authority of $50 rnillion principal amount of its Environmental Revenue Refunding Bonds. Series 2005A, due 
July 1,2035. The bonds bear a fixed rate of interest through 2035 of 4.50 percent. 

In September 2005, PSI redeemed all of its $30 rnillion principal amount 7.125% Series AAA First Mortgage Bonds, due 2024. 

In October 2005, PSI borrowed the proceeds from the Indiana Finance Authority's issuance of $50 rnillion principal amount of its 
Environmental Revenue Bonds, Series 2005C, due October 1, 2040. The initial interest rate for Series 2005C Bonds was 2.75%. This 
rate will initially reset on December 2,2005 and then every 35 days by auction thereafter. Because the holders cannot tender the 
Series 2005C Bonds for purchase by the issuer while the Series 2005C Bonds are in the auction rate mode, these debt obligations are 
classified as Long-ten71 debt. PSI is using the proceeds from these borrowings to assist in the acquisition and construction of solid 
waste disposal facilities located at various generating stations in Indiana. 

Also in October 2005, PSI issued $350 million principal amount of its 6.12% Debentu~es due October 15,2035. Proceeds from this 
issuance were used for general corporate purposes and the repayment of outstanding short-term indebtedness. 



5. Notes Payable and Other Short-term Obligations 

Cinergy Corp.'~ short-term borrowings consist primarily of unsecured rcvolving lines of credit and the sale of commercial paper. 
Cinergy Corp.'~ rcvolving crcdit facility and commcrcial papcr program also support the short-term borrowing nccds of CG&E, 
PSI, and UL,H&P. In addition, Cinergy Corp., CG&E, and PSI maintain uncommitted lines of crcdit. These Sacilitic's are not firm 
sourccs of capital but rather informal agreements to lend money, subject to availability, with pricing determined at the time of 
advance. Thc Sollowing table suminarizcs our Notes pu~lahle nllrl other short-term ohligntiolzs and Notes pryable to gfiliated 
conipunies: 

Se~tember 30,2005 Decen~ber 31,2004 
Weighted Weighted 

Established Average Established Average 
Lines Outstanding Rate Lines Outstanding Rate 

(dollars in millions) 

Cinergy 
Cinergy Corp. 

Revolving line(]) $ 2,000 $ - -% $ 2,000 $ - - 70 
Uncommitted lines 40 -. - 40  - - 
Commercial paper(2) 874 3.88 676 2.45 

Utility operating companies 
Uncommitted lines 75 - - 7.5 - - 
Pollution control notes 248 3.20 248 2.43 

Non-regulated subsidiaries 
Revolving lines(3) 162 45 4.29 158 8 5.67 
Short--term debt 7 9.39 2 4.50 
Pollution control notes 25 3.10 25 2.30 

Cinergy Total 

CG&E and subsidiaries 
Uncommitted lines $ 15 9; - -% $ 15 $ - - -% 
Pollution control notes 112 3.11 112 2.34 
Money pool 205 3.87 180 2.38 

CG&E Total 9; 317 3.60 % $ 292 2.36% 

PSI 
Uncommitted lines $ 60 $ - -% $ 60 $ - -% 
Pollution control notes 136 3.28 136 2.49 
Money pool 373 3.87 130 2.38 

PSI Total 

ULH&P 
Money pool 

ULH&P Total 9; 10 3.87 % $ I 1  2.38% 

(1) Consists of a five-year facility which was entered into in September 2005, matures in September 2010, and contains $500 million 
sublimits each for CG&E and PSI, and a $65 million sublimit for IJL,H&P (which may be increased to $100 million upon the 
completion of its pending transaction with CG&E in which ULH&P will acquire interests in three of CG&E's electric 
generating stations. See Note 12(a) for further information regarding this transaction.) 

(2) ,Cinergy Corp.'~ commercial paper program limit is $1.5 billion. The commercial paper program is supported by Cinergy 
Corp.'~ revolving line of credit. 



(3) Of the $162 million and $158 million, in 2005 and 2004, ~espectively, $150 million relates to a three-year senior revolving credit 
facility that Cinergy Canada, Inc. entered into in Ueccmber 2004 that matures in December 2007. 



Short-tern1 Notes 

In September 2005, Cinergy Corp., CG&E. PSI, and TJL,H&P entered into a five-yeal-revolving credit facility with a te~mination 
date of Septc~nber 2010 which can be extended twice, each extension for an additional one-year period. The new credit agreement 
rcplaces two existing credit agreements, one dated April 2004 and one dated Deccmbcr 2004. 

The new credit agreement provides that the pending merger between Dukc and Cinergy Corp. will not be considered a funda~ncntal 
change or a "Change ol Control" lor purposes of the credit agreement. 

For purposes of making borrowings the new credit agreement does not require certain environmental, litigation or material adverse 
change representations and warranties that were in the credit agreements it replaced. 

At September 30,2005. Cinergy Corp. had $898  nill lion remaining unused and available capacity relating to its $2 billion revolving 
credit facility. The revolving credit facility includes the following: 

Outstanding 
Established and Unused and 

Credit Facility Expiration Lines Committed Available 
(in millions) 

Five-year senior September 
revolving 2010 

Commercial paper 
support $ 874 

L.etter of credit support 228 
Total(]) $ 2,000 1,102 $ 898 

( I )  In September 2005, Cinergy Corp. successfully placed a $2 billion senior unsecured revolving credit facility which 
replaced the $1 billion five-year facility, set to expire in December 2009, and the $1 billion three-year lacility, set to 
expire in April 2007. CG&E and PSI each have $500 million borrowing sublimits on this facility, and ULH&P has 
a $65 million borrowing sublimit on this facility (which may be increased to $100 million upon the completion of its 
pending transaction with CG&E in which IJI,H&P will acquire interests in three of CG&E's electric generating 
stations. See Note 12(a) for further inFormation regarding this transaction.) 

In our credit facility, Cinergy Corp. has covenanted to maintain: 

a consolidated net worth of $2 billion; and 

* a ratio of consolidated indebtedness to consolidated total capitalization not in excess of 65 percent. 

As part of CG&E's $500 million sublimit under the $2 billion five-year credit facility, CG&E has covenanted to maintain: 

a consolidated net worth of $1 billion; and 



* a ratio of consolidated indebtedness to consolidated total capitalization not in excess o f 6 5  percent. 

As part of PSI'S $500 million sublimit under the $2 billion five-yea1 credit facility, PSI has covenanted to maintain: 

* a consolidated net worth of $900 million; and 

* a ratio of consolidated indebtedness to consolidated total capitalization not in excess of 65 percent. 

As part of ULH&P7s $65 million sublirnit under the $2 billion rive-yea1 credit facility. ULH&P has covenanted to maintain: 

a consolidated net worth of $150 million, provided that in the event that the sublimit has been increased to $100 million 
the consolidated net worth would be $200 million; and 

a ratio of consolidated indebtedness to consolidated total capitalization not in excess of 65 percent. 

A breach of these covenants could result in the termination of the credit facility and the acceleration of the related indebtedness. In 
addition to breaches of covenants, certain other events that could result in the termination of available credit and acceleration of the 
related indebtedness include: 

* bankruptcy; 

0 defaults in the payment of other indebtedness; and 

0 judgments against the company that are not paid or insu~ed. 

The latter two events, however, are subject to dollar-based materiality thresholds. As of September 30, 2005, Cinergy, CG&E, PSI, 
and ULH&P are in compliance with all of their debt covenants. 



Variable Rate Pollution Control Notes 

In October 2005, PSI borrowed the proceeds from the Indiana Finance Authority's issuance of $50 million principal amount of its 
Environmental Revenue Bonds, Series 2005B, due October 1, 2040. Holders of the Series 2005B Bonds are entitled to credit 
enhant:emcnt in the form 01 a standby letter of credit, which if drawn upon, provides for the payment of both interest and principal on 
the Scries 2005B Bonds. The initial interest rate tor the Scries 2005B Bonds was 2.75% and is reset weekly. Because the holders have 
the right to have their Bonds redeemed on a weekly basis. they are classified as Notes pcivable a id  other short-terin oDligatior7s. PSI 
is using the proceeds from these borrowings to assist in the acquisition and construction ol solid waste disposal facilities located at 
various generating stations in Indiana. 

6. Energy TI-ading Credit Risk 

Cinergy's extension of credit for energy marketing and trading is governed by a Corporate Credit Policy. Written guidelines 
approved by Cinergy7s Risk Policy Committee document the management approval levels for credit limits, evaluation of 
creditworthiness, and credit risk mitigation procedures. Exposures to credit risks are monitored daily by the Corporate Credit Risk 
function. which is independent 01 all trading operations. As of September 30,2005,92 percent of the credit exposure, net of credit 
collateral, related to energy trading and marketing activity was with counterparties rated investment grade or the counterparties' 
obligations were guaranteed or secured by an investment glade entity. The majority of these investment grade counterparties are 
externally rated. If a counterparty has an external rating, the lower of Standard & Poor's Ratings Seivices or Moody's Investors 
Service is used; otherwise, Cinergy7s internal rating of the counterparty is used. The remaining eight percent represents credit 
exposure of $99 million with counterparties rated non-investment grade. 

As of September 30,2005, CG&E had a concentration of trading credit exposure of $54 million with one counterparty accounting for 
greater than ten percent of CG&E7s total trading credit exposure. This countcrparty is rated investment grade. 

Energy commodity prices can be extremely volatile and the market can, at times, lack liquidity. Because of these issues, credit risk for 
energy commodities is generally greater than with other commodity trading. 

We continually review and monitor our credit exposure to all counterparties and secondary counterparties. When appropriate, we 
ad.just our credit reserves to attempt to compensate for increased credit risk within the industry. Counterparty credit limits may be 
adjusted on a daily basis in response to changes in a counterparty's financial status or public debt ratings. 

7. Financial Instruments 

We enter into financial derivative contracts for the purpose of managing financial instrument risk. Forward starting swaps are a type 
of financial derivative that mitigates volatility associated with fluctuations in interest rates between the time of execution of the swap 
and the date of an expected debt issuance 

In June 2005, PSI executed two forward starting swaps with a combined notional amount of $325 million. The forward starting swaps 
effectively fix the benchmark interest rate of an anticipated issuance of fixed-rate debt from June 2005 through June 2006, the 
2xpected date of issuance of the debt securities. Both forward starling swaps have been designated as cash flow hedges under the 
provisions of Statement 133. As the terns of these swap agreements mirror the terms of the forecasted debt issuance, we anticipate 
they will be highly effective hedges. Changes in the fair value of these swaps are recorded in Accz~rnulated other cornprelzertsive 
irzcorne (loss). 



8. Pension and Other Postretiremenl Benefits 

As discussed in the 2004 10-K, Cinergy Corp. sponsols both pension and other postretirement benefits plans. Our qualified defined 
benefit pension plans cover substantially all United States employees meeting certain minimum age and service requirements. 
Funding for the qualified defined benefit pension plans is based on actuarially determined contributions, the maximum of which is 
geneially the arnount deductible for income tax purposes and the minimum being that required by the Employee Retirement Income 
Security Act of 1974, as amended. The 



pension plans' assets consist of investments in equity and debt securities. In addition, we sponsor non-qualified pension plans that 
cover officers, certain other key employees, and non-employee directors. We provide certain health care and life insurance benefits to 
retired United States employees and their eligible dependents. These benefits are subject to minimum age and service requirements. 
The health care benefits include medical coverage, dental coverage, and prescription drug coverage and are subject to certain 
limitations, such as dcductibles and co-payments. 

Qualified pension bencfit contributions for the first nine months of 2005 were $102 million, which is an increase Ssom the $72 million 
disclosed in the 2004 10-K. This $30 million increase is primarily the ~esult of a change in the retirement age assumption which 
increased the near-term funding estimates. No additional contributions are expected f o ~  thc remainder of 2005. 

Our benefit plans' costs for the quarter and year to date ended September 30, 2005 and 2004, included the following components: 

Qualified Nan-Qualified Other Postretirement 
Pension Benefits Pension Benefits Benefits 

2005 2004 2005 2004 2005 2004 
(in millions) 

Quarter Ended September 30 

Service cost $ 9.6s;  8 . 8 $  1.4 $ 1.2 $ 1.6 $ 1.2 
Interest cost 24.1 22.1 1.8 1.7 5.7 5.4 
Expected return on plans' assets (22.0) (20.1 ) - - - 
Amortization of transition (asset) obligation (0.1) (0.1 ) - - 0.1 0.1 
Amortization of prior service cost 1.1 1.1 0.5 0.5 (0.1) - 
Recognized actuarial (gain) loss 2.0 0.5 0.6 0.7 2.7 1.9 
Net periodic benefit cost $ 14.7 $ 12.3 $ 4.3 $ 4.1 !$ 10.0 $ 8.6 

Year to Date September 30 

Service cost !$ 28.8 $ 26.4 $ 4.2 $ 3.6 $ 4.8 $ 3.8 
Interest cost 72.2 66.3 5.4 5.1 17.1 16.8 
Expected return on plans' assets (66.1) (60.3) - - - - 
Amortization of transition (asset) obligation (0.2) (0.3 ) - - 0.3 1.0 
Amortization of prior service cost 3.4 3.3 1.5 1.5 (0.5) - 
Recognized actuarial (gain) loss 5.9 I .5 1.8 2.1 8.2 5.9 
Net periodic benefit cost $ 12.9 44.0 $ 36.9 $ $ 12.3 !$ 29.9 $ 27.5 

The net periodic benefit costs by registrant for the quarter and year to date ended September 30,2005 and 2004, were as follows: 

Qualified Non-Quali fied Other Postretirement 
Pension Benefits Pension Benefits Benefits 

2005 2004 2005 2004 2005 2004 
(in millions) 

Quarter Ended September 30 

Cinergy(1) $ 14.7 $ 12.3 $ 4.3 $ 4.1 $ 10.0 $ 8.6 
CG&E and subsidiaries 4.4 3.7 0.1 0.2 2.6 2.0 
PSI 3.8 3.2 0.3 0.2 4.8 4.7 
ULH&P 0.4 0.4 - - 0.3 0.2 

Year to Date September 30 

Cinergy(1) 
CG&E and subsidiaries 
PSI 



(1) The results of Cinergy also include amounts related to non-registrants. 



9. Commitments and Contingencies 

In October 1998,the Environmental Protection Agency (EPA) finalized its ozone transport rule, also known as the nitrogen oxides 
(NOx) State Implementation Plan (SIP) Call, which addresses wind-blown ozone and ozone precursors that impact air quality in 
downwind states. The EPA's final rule, which applies to 22 states in the eastern United States including the three states in which our 
electric utilities operate, required states to develop rules to reduce NOx emissions from utility and industrial sources. In a related 
matter, in response to petitions filed by several states alleging air quality i~npacts from upwind sources located in other states, the EPA 
issued a rule pursuant to Section 126 of the Clean Air Act (CAA) that required leductions similar to those required under the NOx SIP 
Call. Various states and industry groups challenged the final rules in  the Collrt of Appeals for the District of Columbia Circuit, but the 
court upheld the key provisions of the rules. 

The EPA has proposed withdrawal of the Section 126 rule in states with approved rules under the final NOX SIP Call, which includes 
Indiana, Kentucky, and Ohio. All three states have adopted a cap and trade program as the mechanism to achieve the required 
reductions. Cinergy, CG&E, and PSI have installed selective catalytic reduction units (SCR) and other pollution controls and 
implemented certain combustion improvements at various generating stations to comply with the NOx SIP Call. Cinergy also utilizes 
the NOx emission allowance market to buy or sell NOx emission allowances as appropriate. We currently estimate that we will incur 
capital costs of approximately $4 million in  addition to $820 million already incursed to comply with this program. 

In March 2005, the EPA issued the Clean Air Interstate Rule (CAIR) which would require states to revise their SIP by September 
2006 to address alleged contributions to downwind non-attainment with the revised National Ambient Air Quality Standards for 
ozone and fine particulate matter. The rule established a two-phase, regional cap and trade program for sulfur dioxide (SO2) and NO,, 
affecting 28 states, including Ohio, Indiana. and Kentucky. and requi~es SO2 and NOx emissions to be cut 70 percent and 65 percent, respectively, by 2015. At 
the same time, the EPA issued the Clean Air Mercury Rule (CAMR) which requires reductions in mercury emissions from coal-fired power plants beginning in 
2010. The final regulation also adopts a two-phase cap and tradc approach that requires mercury emissions to be cut by 70 percent by 201 8. SIPS must comply 
with the prescribed reduction levels under CAIR and CAMR; however, the states have the ability to introduce more stringent requirements if desired. Under both 
CAIR and CAMR, companies have flexible co~npliance options including installation of pollution controls on large plants where such controls are particularly 
efficient and utilization of emission allowances for smaller plants where controls are not cost effective. In August 2005, the EPA proposed a Federal 
Implementation Plan (FIP) to act as a backstop to ensure that states implement the CAlR in a timely manner. If a state fails to develop a CAIR SIP, the EPA 
intends to finalize the FIP in time to implement phase 1 of CAlR for the statc by 2009 and 2010 for NO x and SOr, respectively. Numerous states, environmenval 
organizations, industry groups, including some of which Cinergy is a mcmber, and individual companies have challengcd various portions of both rules. Those 
challenges are currently pending in the Federal Circuit Court for the District of Columbia. On October 21,2005, the EPA agreed to reconsider certain aspects of 
the CAMR and the determination not to regulate mercury under Section 112 of the CAA. At this time we cannot predict the outcome of these matters. 

Over the 2005-2009 time period, we expect to spend approximately $1.8 billion to reduce mercury, SO2, and NOx emissions. These 
estimates include estimated costs to colnply at plants that we own but do not operate and could change when taking into consideration 
compliance plans of co-owners or operators involved. Moreover, as market conditions change, additional compliance options may 
become available and our plans will be adjusted accordingly. Approximately 60 percent of these estimated environmental costs would 
be incurred at PSI'S coal-lired plants, for which recovery would be pursued in accordance with regulatory statutes governing 
environmental cost recovery. See (b)(i) for more details. CG&E would receive partial recovery of depreciation and financing costs 
related to environmental compliance projects for 2005-2008 through its recently approved rate stabilization plan (RSP). See (b)(ii) for 
more details. 

The EPA made final state non-attainment area designations to implement the revised ozone standard and to implement the new fine 
particulate standard in June 2004 and April 2005, respectively. Several counties in which 

3.5 



wc operate have been designated as being in non-attainment with the new ozone standard and/or fine particulate standard. States with 
~ounties that are designated as being in non-attainment with the new ozone and/or fine particulate standards are required to develop a 
plan of compliance by June 2007 and April 2008, respectively. Industrial sources in  or. near those counties are potentially subject to 

i requirements for installation of additional pollution controls. In March 2005, various states, local governments, environmental group: 
and industry groups, including some of which Cinergy is a member, filed petitions lor review in  the United States Court of Appeals 
for the D.C. Circuit to challenge the EPA's particulate matter non-attainment designations. Although the EPA has attempted to 
structure CAIR to 1,esolve purported utility contributions to ozone and fine particulate non-attainment, at this time, Cinergy cannot 
predict the effect of current or future non-attainment designations on its financial position or results ot' operations. 

In July 2005, the EPA issued its final regional haze rules and implementing guidelines in response to a 2002 judicial ruling 
overturning key provisions of the original program. The regional haze program is aimed at rcducing certain emissions impacting visibility in national 
parks and wilderness al,eas. The EPA has announced that it can fbresee no circumstances where the requirements of the regional haze rule would require utility 
controls beyond those required under CAIR. The EPA also found that states participating in the CAlR cap and trade proglam need not require electric generating 
units to adhere to best available retrofit technology requircrnents. The states have until December 2007 to finalize their SIPS addressing compliance with EPA 
regulations. The states may choose to implement more stringent guidelines than promulgated by the EPA, and therefbre it is not possible to predict whethe1 the 
regional haze rule will have a material effect on our financial position or results of operations. 

( i i )  Section 126 Petitions 

In March 2004, the state of North Carolina Iiled a petition under Section 126 of the CAA in which i t  alleges that sources in 13 upwind 
states including Ohio, Indiana, and Kentucky, significantly contribute to North Carolina's non-attainment with certain ambient air 
quality standards. In August 2005, the EPA issued a proposed response to the petition. The EPA proposed to deny the ozone portion 
of the petition based upon a lack of contributiori to air quality by the named states. The EPA also proposed to deny the particulate 
matter portion of the petition based upon the CAIR FIP, described earlier, that would address the air quality concerns from 
neighboring states. We expect a final FIP and ruling from' the EPA on this matter by March 2006. It is unclear at this time whether 
any additional reductions would be necessary beyond those required under the CAIR. 

(iii) Clean Air Acr Latvs~~it  

In November 1999, and through subsequent amendments, the United States brought a lawsuit in  the United States Federal District 
Court for the Southern District of Indiana against Cinergy, CG&E, and PSI alleging various violations of the CAA. Specifically, the 
lawsuit alleges <hat we violated the CAA by not obtaining Prevention of Significant Deterioration (PSD), Non-Attainment New 
Source Review (NSR), and Ohio and Indiana SIP permits for various projects at our owned and co-owned generating stations. 
Additionally, the suit claims that we violated an Administrative Consent Order entered into in 1998 between the EPA and Cinergy 
relating to alleged violations of Ohio's SIP provisions governing particulate matter at Unit 1 at CG&E's W.C. Beckjord Station. The 
suit seeks (1) injunctive relief to require installation of pollution control technology on various generating units at CG&E's W.C. 
Beckjord and Miami Fort Stations, and PSI'S Cayuga, Gallagher, Wabash River, and Gibson Stations, and (2) civil penalties in 
amounts of up to $27,500 per day for each violation. In addition, three northeast states and two environmental groups have intervened 
in thc case. In August 2005, the district court issued a ruling regarding the en~issions test that i t  will apply to Cinergy at the trial of 
the case. Contrary to Cinergy's argument, the district court ruled that in determining whether a project was projected to increase 
annual emissions, i t  would not hold hours of operation constant. However, the district court subsequently certified the matter for 
interlocutory appeal to the Seventh Circuit Court of Appeals, which has the discretion to accept or not accept the appeal at this time. 
There are a number of other legal issues currently before the district court judge, and the case is currently set for trial by jury 
commencing in February 2006. 

In Match 2000, the United States also filed in the United States District Court for the Southern District of Ohio an amended complaint 
in a separate lawsuit alleging violations of the CAA relating to PSD, NSR, and Ohio SIP requirements regarding various generating 
stations, including a generating station operated by Columbus Southern Power Company (CSP) and jointly-owned by CSP, The 
Dayton Power and Light Company (DP&L), and CG&E. Tile EPA is seeking injunctive relief and civil penalties of up to $27,500 pel 
day f o ~  each violation. This suit is 





being defended by CSP. In April 2001, the United Statcs District Court for the Southern District of Ohio in that case ruled that thc 
Government and the intervening plaintiff environmental groups cannot seek monetary damages for alleged violations that occurred 
prior to November 3, 1994; however, they are entitled to seek injunctive relief for such alleged violations. Neither party appealed th?' 
decision. This matter was heard in trial in July 2005. A decision is expected by the end of 2005. 

In addition, Cinergy and CG&E have been inf'ormed by DP&L that in Junc 2000, the EPA issued a Notice of Violation (NOV) to 
DP&L for alleged violations of' PSD, NSR, and Ohio SIP requirements at a station operated by DP&L and jointly-owned by DP&L, 
CSP, and CG&E. The NOV indicated the EPA may ( 1 )  issue an order requiring compliance with the requirements ofthe Ohio SIP, or 
(2) bsing a civil action seeking injunctive relief'and civil penalties ol'up to $27,500 per day for each violation. In September 2004, 
Marilyn Wall and the Sierra Club brought a lawsuit against CG&E, DP&L and CSP for alleged violations ol'the CAA at this same 
generating station. This case is currently in discovery. 

We are unablc to predict whether resolution of these matters would have a material effect on our financial position or results ot 
operations. We interid to vigorously defend against these allegations. 

(iv) C'a~"bon Dioxide (CO2) Lavvsuit 

In July 2004, the states of Connecticut, New York, California, Iowa, New Jersey, Rhode Island, Vermont, Wisconsin, and the City of 
New York brought a lawsuit in the United States District Court for the Southern District of New York against Cinergy, American 
Electric Power Company, Inc., American Electric Power Service Corporation, The Southern Company, Tennessee Valley Authority, 
and Xcel Energy Inc. That same day, a similar lawsuit was filed in the United States District Court for the Southern District of New 
York against the same companies by Open Space Institute, Inc.? Open Space Conservancy, Inc., and The Audubon Society of New 
Hampshire. These lawsuits allege that the defendants' emissions of' CO:! from the combustion of fossil fuels at electric generating 
facilities contribute to global warming and amount to a public nuisance. The complaints also allege that the defendants could generatc 
the same amount of electricity while emitting significantly less CO2. The plaintiffs are seeking an injunction requiring each defendant 
to cap its CO2 emissions and then reduce them by a specified percentage each year for at least a decade. In September 2005, the 
district court granted the defendants' motion to dismiss the lawsuit. The plaintiffs have appealed this ruling to the Second Circuit 
Court of Appeals. We are not able to predict whether resolution of these matters would have a material effect on our financial position 
or results of operations. 

( v )  Selective Catalytic Reduction Units at Gibsoti Station 

In May 2004, SCRs and other pollution control equipment became operational at Units 4 and 5 of PSI'S Gibson Station in accotdance 
with compliance deadlines under the NOx SIP Call. In June and July 2004, Gibson Station temporarily shut down the equipment on 
these units due to a concern that portions of the plume from those units' stacks appea~ed to break apart and descend to g~ound level, at 
certain times, under certain weather conditions. As a result, and, working with the City of Mt. Carmel, Illinois, Illinois EPA, Indiana 
Department of Environmental Management (IDEM), EPA, and the State of Illinois, we developed a protocol regarding the use of the 
SCRs while we explored alternatives to address this issue. After the protocol was finalized, the Illinois Attorney General brought an 
action in Wabash County Circuit Court against PSI seeking a preliminary injunction to enforce the protocol. In August 2004, the 
court granted that preliminary injunction. PSI is appealing that decision to the Fifth District Appellate Court, but we cannot predict 
the ultimate outcome of that appeal or of the underlying action by the Illinois Attorney General. 

In April 2005, we completed the installation of a permanent control system to address this issue. The new control system will support 
all five Gibson generating units. We will seek recovery of any related capital as well as increased emission allowance expenditures 
through the regulatory process. We do not believe costs related to resolving this matter will have a material impact on our financial , 
position or results of operations. 



(vi)  Zinoiier Station Lutttsztit 

In November 2004, a citizen of the Village of Moscow, Ohio, the town ad.jacent to CG&E's Zimmer Station, brought a purported 
class action in the United States District Court for the Southern District of Ohio seeking monetary damages and injunctive relief 
against CG&E for alleged violations of the CAA, the Ohio SIP, and Ohio laws against nuisance and common law nuisance. The 
plaintiffs have filed a number of additional notices of intent to sue and two lawsuits raising claims similar to those in  the original 
claim. One lawsuit was dismissed on procedural grounds and the remaining two have been consolidated. At this time, we cannot 
predict whether the outcome of this matter will have a material impact on our financial position or results of operations. We intend r c )  

defend this lawsuit vigorously in court. 

(vii) Manufactured Gas Plant (MGP) Sites 

Coal tar residues, related hydrocarbons, and various metals have been found in at least 22 sites that PSI or its predecessors p~eviously 
owned and sold in a series of transactions with Northern Indiana Public Service Company (NIPSCO) and Indiana Gas Company, Inc 
(IGC). The 22 sites are in the process of being studied and will be remediated, if necessary. In 1998 NIPSCO, IGC, and PSI entered 
into Site Participation and Cost Sharing Agreements to allocate liability and responsibilities between them. Thus far, PSI has primary 
responsibility for investigating, monitoring and, if necessary, remediating nine of these sites. In December 2003, PSI entered into a 
voluntary remediation plan with the state of Indiana, providing a formal framework for the investigation and cleanup of the sites. Thc 
IDEM oversees investigation and cleanup of all of these sites. 

In April 1998, PSI filed suit in Hendricks County in the state of Indiana against its general liability insurance carriers. PSI sought a 
declaratory judgment to obligate its insurance carriers to (1) defend MGP claims against PSI and compensate PSI for its costs of 
investigating, preventing, mitigating, and remediating damage to property and paying claims related to MGP sites; or (2) pay PSI's 
cost of defense. PSI settled, in principle, its claims with all but one of the insurance carriers in January 2005 prior to commenccmeni 
of the trial. With respect to the lone insurance carrier, a jury returned a verdict against PSI in February 2005. PSI has appealed this 
decision. At the present time, PSI cannot predict the outcome of this litigation, including the outcome of the appeal. 

PSI has accrued costs related to investigation, remediation, and groundwater monitoring for those sites where such costs are probabli~ 
and can be reasonably estimated. We will continue to investigate and remediate the sites as outlined in  the voluntary remediation 
plan. As additional facts become known and investigation is completed, we will assess whether the likelihood of incurring additional 
costs becomes probable. Until all investigation and remediation is complete, we are unable to determine the overall impact on our 
financial position or results of operations. 

CG&E and UI,H&P have performed site assessments on certain of their sites where we believe MGP activities have occurred at som 
point in the past and have found no imminent risk to the environment. At the present time. CG&E and ULH&P cannot predict 
whether investigation and/or remediation will be required in the future at any of these sites. 

(viii) Asbestos Claiins Litigation 

CG&E and PSI have been named as defendants or co-defendants in lawsuits related to asbestos at their electric generating stations. 
Currently, there are approximately 130 pending lawsuits. In these lawsuits. plaintiffs claim to have been exposed to 
asbestos-containing products in the course of their work at the CG&E and PSI generating stations. The plaintiffs further claim that 
'1s the property owner of the generating stations, CG&E and PSI should be held liable for their injuries and illnesses based on an 
alleged duty to warn and protect them from any asbestos exposure. A majority of the lawsuits to date have been brought against PSI. 
The impact on CG&E's and PSI's financial position or results of operations of these cases to date has not been material. 



Of' these lawsuits. one case 
approximately $500,000 on 
Indiana Supreme Court. In 
other lawsuits for amounts, 

filed against PSI has been tried to verdict. The jury returned a verdict against PSI in the amount of 
a negligence claim and a verdict for PSI on punitive damages. PSI appealed this decision up to the 
July 2005. the Indiana Supreme Court upheld the jury's verdict. In addition, PSI has settled a number of 
which neither individually nor in the aggregate, 



are material to PSI's financial position or results oi operations. We are currently evaluating the effect of thc Indiana Supreme Court's 
ruling on our existing docket of cases. 

At this time, CG&E and PSI are not able to predict the ultimate outcomc of these lawsuits or the impact on CG&E7s and PSI's 
financial position or results of operations. 

( ix)  Dl~i~avaiz Waste Slcpeifimd Site 

In July and October 2005. PSI received notices from the EPA that it has been identified as a de minimus potentially responsible party 
undcr the Comprehensive Environmental Response, Compensation, and L,iability Act at the Dunavan Waste Oil Site in Oakwood, 
Vermilion County, Illinois. At this time, PSI does not have any furtliel information regarding the scope of potential liability 
associated with this matter. 

We understand through newspaper reports that a class action lawsuit was filed in  Superior Court in Ontario, Canada against us and 
approximately 20 other utility and power gencration companies alleging various claims relating to environmental emissions from 
coal-fired power generation facilities in the United States and Canada and damages of approximately $50 billion, with continuing 
damages in the amount of approximately $4 billion annually. We understand that the lawsuit also claims entitlement to punitive and 
exemplary damages in the amount of $1 billion. We have not yet been served in this lawsuit, however, if served, we intend to defend 
this lawsuit vigorously in court. We are not able to predict whether resolution of this matter would have a material effect on our 
linancial position or results of operations. 

( i )  PSI E~~viror~n~etztal Co117yliarzce Case 

In November 2004, PSI filed a compliance plan case with the Indiana Utility Regulatory Commission (IURC) seeking approval of 
PS17s plan for complying with SO?, NOx, and mercury emission reduction requirements discussed previously in (a)(i), including 
approval of cost recovery and an overall rate of return of eight percent related to certain projects. PSI requested approval to recover 
the financing, depreciation, and operation and maintenance costs, among others, related to $1.08 billion in capital pro,jects designed to 
reduce emissions of SO?_, NOx, and mercury at PSI's coal-burning generating stations. An evidentiary hearing was held in May 2005 
and a final IURC Order is expccted in the fourth quarter of 2005. 

(ii) CG&E Electric Rare Filirlgs 

In response to the Public TJtilities Commission of Ohio (PUCO's) request that CG&E propose a RSP to mitigate the potential for 
significant rate increases when the market development period comes to an end, CG&E filed a proposed RSP which was approved by 
the PUCO in November 2004. The major fcatures of the RSP arc as follows: 

Provider of Last Resort (POLR) Charge: CG&E began collecting a P0L.R charge from non-residential customers 
effective January 1, 2005, and will begin to collect a POLR charge from residential customers effective January 1, 2006. 
The POL,R charge includes several discrete charges, the most significant being an annually adjusted component (AAC) 



intended to provide cost recovery primarily for environmental compliance expenditures; an infrast~.ucture maintenance 
fund charge (IMF) intended to provide con~pensation to CG&E for cornmitting its physical capacity to meet its POLR 
obligation; and a system reliability tracker (SRT) intended to provide cost recovery for capacity purchases, purchased 
power, reserve capacity, and related market costs fbr purchases to meet capacity needs. We anticipate the collection of 
the AAC and IMF will result in an approximate $36 million increase in revcnues in 2005 and an additional $50 million 
in 2006. The SRT will be billed based on dollar-for-dollar costs incurred. A portion of these charges is avoidable by 
certain customers who switch to an alternative generation supplier and provide notice to CG&E that they will remain 
switched through December 31, 2008. 'Therefore? these estimates are sub-ject to change, depending on the level of' 
switching that occurs in future periods. CC&E has filed an application for approval ol'its SRT (2005 actual and 2006 
estimated) with the PUCO. In October, a settlement agreement unopposed by any party to the case was filed with the 
PUCO providing for implementation of the 2006 SRT at a 15 percent reserve margin and approval of the 2005 SRT 
price. A Commission decision is expected on this matter in the fourth quarter of 2005. In 2007 and 2008, CG&E could 
seek additional increases in the AAC component of the POLR based on CG&E's actual net costs for the speciiied 
expenditures. 



Generation Rates and Fuel Recovery: A new rate has been established for generation service after the market 
development pel~od ends. In addition, a fuel cost recovery mechanism that is adjusted quarterly has been established to 
recover costs for fuel, emission allowances, and certain purchased powel costs, that exceed the amount originally 
included in  the lakes frozen in the CG&E transition plan. These new rates were applied to non-residential customers 
beginning January I .  2005 and will be applied to residential custo~ners beginning January 1,2006. The fuel clause 
recovely mechanism was recently audited by the PUCO's auditor. The audit recommended alternate methodologies for 
administration of the fuel clause recovery mechanism that vary from CG&E's current practice. A hearing belore 
PUCO hearing examiners was held i n  early November at which the PlJCO staff took positions contrary to CG&Ets 
current practice. CG&E officials also testified at the hearing concerning our cul-sent practices. An order from the 
PUCO on these matters is expected in the lourth qualter of this year. While we cannot predict the outcome of these 
proceedings. an outcome resulting in administrative methodologies substantially different from those being employed by 
CG&E could have a material impact on CG&E and Cinergy's results of operations. 

Generation Rate Reduction: The existing five percent generation rate reduction required by statute for residential 
customers implemented under CG&E's 2000 plan will end on December 31,2005. 

Transmission Cost Recovery: A transn~ission cost recovery mechanism was established beginning January 1, 2005 for 
non-residential customers and will be established beginning January 1, 2006 for residential customers. The 
transmission cost recovery mechanism is designed to permit CG&E to recover Midwest Independent Transmission 
System Operator, Inc. charges, all Federal Energy Regulatory Cornmission (FERC) approved t~ans~nission costs, and all 
congestion costs allocable to retail ratepayers that are provided service by CG&E. 

Distribution Cost Recovery: CG&E will have the ability to defer certain capital-related distribution costs from July 
1, 2004 through December 31,2005 with recovery from non-residential customers to be provided through a rider 
beginning January I, 2006 through December 31,201 0. 

CG&E had also filed an electric distribution base rate case for residential and non-residential customers to be effective January 1, 
2005. TJnder the terms of the RSP described previously, CG&E withdrew this base rate case and, in February 2005, CG&E filed a 
new distribution base rate case with rates to become effective January 1, 2006. The originally requested amount of the increase was 
$78 million, which was subsequently updated to $69.5 million. On September 9, 2005, the PUCO issued its Staff Report 
recommending a revenue increase range between approxilnately $43 million and $49 million. The hearing for this case is set to begin 
December 12,2005. 

In March 2005, the Ohio Consumers' Counsel asked the Ohio Supreme Court to overturn the RSP. We expect the court to decide the 
case in 2006; however, at this time we cannot predict the outcome of this matter. 

(iii) UL,H&P Gas Rate Case 

In 2002, the Kentucky Public Service Com~nission (KPSC) approved ULH&P's gas base rate case requesting, among other things, 
recovery of costs associated with an accele~ated gas main replacement program of up to $1 12 million over ten years. The approval 
allowed the costs to be recovered through a tracking mechanism for an initial three year period expiring on September 30, 2005, with 
the possibility of renewal up to ten years. The tracking mechanism allows UL,H&P to recover depreciation costs and rate of return 
annually over the life of the deferred assets As of September 30, 2005 we have capitalized $60 million in costs associated with the 
accelerated gas main replacement program through this tracking mechanism of which UL,H&P has recovered $8.6 million. The 
Kentucky Attorney General has appealed to the Franklin Circuit Court the KPSC's approval ot the tracking mechanism and the 
tracking mechanism rates. In October 2005, both the Company and the KPSC filed with the Franklin Circuit Court, requesting 
dismissal of the case for failure to prosecute by the Attorney General. At the present time, IJLH&P cannot predict the timing or 
outcome of this litigation. 

In February 2005, ULH&P filed a gas base rate case with the KPSC requesting approval to continue the tracking mechanism in 
addition to its request for a $14 million increase in base rates. The KPSC did not rule on this request by October 1,2005 causing the 
initial tracking mechanism to expire. In accordance with Kentucky law, UL,H&P implemented the full amount of the requested rate 
increase on October 1,2005. Any revenue collected pursuant to the rate increase will be subject to refund if the KPSC does not 
approve the full requested amount. UL,H&P expects that the KPSC will issue its decision during the fourth quarter of 2005. 





( iv)  Gas Distributiorl Plarlt 

In June 2003, the PUCO approved an amended settlement agleement between CG&E and the PUCO Staff in a gas distribution safety 
case arising out of a gas leak at a service head-adapter (SHA) style riser on CG&E's distribution system. The amended settle~nent 
agreement required CG&E to expend a ininilnu~n of $700,000 to replace SHA risers by December 3 1, 2003, and to tile a 
comprehcnsive plan addressing all SHA risers on its distribution system. CG&E filed a comprehensive plan with the PUCO in  
Deceinber 2004 providing for replacement of approxi~nately 5,000 risers in 2005 with continued monitoring thereafter. CG&E 
estimates the replacement cost of these risers will not be material. In April 2005, the PUCO issued an order closing this case. The 
PTJCO issued a separate order opening a statewide investigation into riser leaks in gas pipeline systems throughout Ohio. At this timc, 
Cinergy and CG&E cannot predict the outcome or the impact of the statewide investigation. 

( i )  Energ)) Market I~n~estigatio~is 

In August 2003. Cinergy, along with Cinergy Marketing & Trading, LP (Marketing & Trading) and 37 other companies, were named 
as defendants in civil litigation filed as a purported class action on behalf 01 all persons who purchased andlor sold New Yolk 
Mercantile Exchange natural gas futures and options contracts between January 1, 2000, and December 31, 2002. The complaint 
alleges that improper price reporting caused damages to the class. Two similar lawsuits have subsequently been filed, and these three 
lawsuits have been consolidated for pretrial purposes. The plaintiffs filed a consolidated class action complaint in January 2004. 
Cinergy's motion to dismiss was granted in  September 2004 leaving only Malkcting & Trading in the lawsuit. We intend to defend 
this lawsuit vigorously in court. 

Cinergy continues to provide various Assistant United States Attorneys with information with respect to their investigations into 
energy market practices. 

At this timc, we do not believe the outcome of these investigations and litigation will have a material impact on Cinergy's financial 
position or results of operations. 

( i i)  Synthetic Fuel Productioiz 

Cinergy produces from two facilities synthetic fuel that qualifies for tax credits (through 2007) in accordance with Section 29 of the 
Internal Revenue Code (IRC) i f  certain requirements are satisfied. 

Cinergy's sale of synthetic fuel has generated $306 million in tax credits through September 30, 2005 of which $27 million related to 
the new facility purchased in  the second quarter of 2005. The Internal Revenue Service (IRS) is currently auditing Cinergy for the 
2002 and 2003 tax years and has recently challenged certain other taxpayers' Section 29 tax credits. We expect the IRS will evaluate 
the various key requirements for claiming our Section 29 credits related to synthetic fuel. If the IRS challenges our Section 29 tax 
credits related to synthetic fuel, and such challenges were successful, this could result in the disallowance of up to all $306 million in 
previously claimed Section 29 tax credits for synthetic fuel produced by the applicable Cinergy facilities and a loss of our ability to 
claim future Section 29 tax credits for synthetic fuel produced by such facilities. We believe that we operate in conformity with all the 
necessary requirements to be allowcd such tax credits under Section 29. Upon consummation of the pending merger of Duke and 
Cinergy, the synthetic fuel produced by Cinergy's new facility pursuant to the existing commercial arrangement would cease to 
qualify for the Section 29 credit. Cinergy is evaluating transactions for the disposition of a portion of the affected facility that 
Cinergy believes would enable the fuel produced by the facility to continue to qualify for credit under IRC Section 29. In the event a 
suitable transaction is not achieved, Cinergy anticipates that its production of synthetic fuel at the affected facility would be 
suspended upon consummation of the pending merger with Duke. 



Section 29 also provides for a phase-out of the credit based on the average price of crude oil during a calenda~ yeax. The phase-out is 
based on a prescribed calculation and definition of crude oil prices. Based on currcnt crude oil prices and the recent volatility of such 
prices, we believe it is possiblc that for 2006 and 2007, thc amount of the tax credits could be reduced. If oil prices are high enough, 
wc may idle the plants, as the value of the crcdits would not 
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exceed the net costs to produce the synthetic fuel. Net income related to these facilities for the nine months ended September 30, 2005 
was approximately $30 million. The net book value of our plants at September 30, 2005 was approximately $50 million. 

(iii) Fir-rtElzergy L,aci,suit 

FirstEncrgy has filed a lawsuit in the Court of Common Pleas in Summit County, Ohio against Cinergy with respect to a transaction 
between Cinergy and a subsidiary or  FirstEncrgy, relating to a joint ventule company, Avon Energy Partners Holdings (Avon). In 
1999, the FirstEncrgy subsidiary acquired Cinergy's share of Avon which it subsequently sold to a third party. The original 
transaction documents included an indemnity by Cinergy with respect to a certain investment owned by Avon. FirstEnergy claims 
that this indemnity was triggered by its sale of Avon to a third party, and is seeking to recover $15 mill~on f ~ o m  Cinergy Both parties 
have filed motions for summary judgment. Cinergy intends to defend this lawsuit vigorously in court. At this time. we cannot predict 
the outcome of this matter. 

In the ordinary course of business, Cinergy enters into various agreements providing financial or performance assurances to third 
parties on behalf of certain unconsolidated subsidiaries and joint ventures. These agreements are entered into primarily to support or 
enhance the creditworthiness otherwise attributed to these entities on a stand-alone basis, thereby facilitating the extension of 
sufficient credit to accomplish their intended commercial purposes. The guarantees have various termination dates, from short-term 
(less than one year) to open-ended. 

In many cases, the maximum potential amount of an outstanding guarantee is an express term. set lorth in the guarantee agreement, 
representing the maximum potential obligation of Cinergy under that guarantee (excluding, at times, certain legal fees to which a 
guaranty beneficiary may be entitled). In those cases where there is no maximum potential amount expressly set forth in the guarantee 
agreement, we calculate the maximum potential amount by considering the terms of the guaranteed transactions, to the extent such 
amount is estimable. 

Cinergy had guaranteed borrowings by individuals under the Director, Officer, and Key Employee Stock Purchase Program. Under 
these guarantees, Cinergy would have been obligated to pay the debt's principal and any related interest in the event of an unexcused 
breach of a guaranteed payment obligation by certain directors, officers, and key employees. This program terminated pursuant to its 
terms during the first quarter of 2005 and as of March 31, 2005, all borrowings had been repaid by the participants. 

Cinergy Corp. has also provided performance guarantees on behalf of certain unconsolidated subsidiaries and joint ventures. These 
guarantees support performance under various agreements and instruments (such as construction contracts, operation and maintenance 
agreements, and energy service agreements). Cinergy Corp. may be liable in the event of an unexcused breach of a guaranteed 
performance obligation by an unconsolidated subsidiary. Cinergy Corp. has estimated its maximum potential liability to be $52 
million under these guarantees as of September 30,2005. Cinergy Corp. may also have recourse to third parties for claims required 
to be paid under certain of these guarantces. The majority of these guarantees expire at the completion of the underlying performance 
agreement, the majority of which expire from 2016 to 2019. 

Cinergy has entered into contracts that include indemnification provisions as a routine part of its business activities. Examples of 
these contracts include purchase and sale agreements and operating agreements. In general, these provisions indemnify the 
counterparty for matters such as breaches of representations and warranties and covenants contained in the contract. In some cases, 
particularly with respect to purchase and sale agreements, the potential liability for certain indemnification obligations is capped, in 
whole or in part (generally at an aggregate amount not exceeding the sale price), and subject to a deductible amount beiore any 
payments would become due. In other cases (such as indemnifications for willful misconduct of employees in a joint venture), the 
maximum potential liability is not estimable given that the magnitude of any claims under those indemnifications would be a function 
of the extent of damages actually incursed. Cinergy has estimated the maximum potential liability, where estimable, to 





be $1 03 million under these indemnification provisions. The termination period for the ma-jority of matters provided by 
indemnification provisions in these types of agreements generally ranges horn 2005 to 2009 

We belicve the likelihood that Cinergy would be required to perform or otherwisc incur any significant losses associated with any or 
all of the guarantees described in the pl-eceding paragraphs is remote. 

10. Financial Information by Business Seglncnt 

As discussed in the 2004 10-K, we conduct operations through our subsidiarics, and manage through the following three reportable 
segments: 

0 Regulated Business IJnit (Regulated): 

0 Commercial Business IJnit (Commercial); and 

0 Power Technology and Infrastructure Services Business Unit (Power Technology and Infrastructure). 

Regulated consists of PSI'S regulated generation and transmission and distribution operations. and CG&E and its subsidiarics' 
regulated electric and gas transmission and distribution systems. Regulated plans, constructs, operates, and maintains Cinergy's 
transmission and distribution systems and delivers gas and electric energy to consumers. Regulated also earns revenues from 
wholesale customers primarily by these customers transmitting electric power through Cinergy's transmission system. These 
businesses are subject to cost of service rate making where rates to be charged to customers are based on prudently incurred costs over 
a test period plus a reasonable rate of return. 

Commercial manages our wholesale generation and energy marketing and trading activities. Commercial also perfonns energy risk 
management activities, provides customized energy solutions and is responsible for all of our international operations. 

Power Technology and Infrastructure pri~narily manages Cinergy Ventures, LLC (Ventures), Cinergy's venture capital subsidiary. 
Ventures identifies, invests in, and integrates new energy technologies into Cinergy's existing businesses, focused primarily on 
operational efficiencies and clean energy technologies. In addition, Power Technology and Infrastructure manages our investments in 
other energy infrastrl~cture and telecommunication service providers. 

Following arc the financial results by business unit. Certain prior year amounts have been reclassified to conform to the current 
presentation. 



Financial results by business unit for the quarters ended September 30, 2005, and Scptembcr 30, 2004, are as indicated below. 

Power Technology Reconciling 
Regulated Commercial and Infrastructure Total Illiminations(1~ Consolidated 

(in millions) 

Ouarter ended September 30, 
2005 - 

Operating revenues 
External customers $ 853 $ 512 $ - $ 1,365 $ - $ 1,365 
Intersegment revenues 10 54 - 64 (64) - 

Gross margins 
Electric 512 163 - 675 - 675 (2) 
Gas 37 17 - 54 - 54 (3). 

92 4 1 (1) 132 - 132 I Segment profit (loss) 
I 

Quarter ended Sentember 30. 2004 

Operating revenues 
External customers $ 727 $ 402 $ 
Intersegment revenues 18 63 

Gross margins 
Electric 
Gas 

Segment profit (loss) 

(1) The Reconciling Eliminations category eliminates the intersegment revenues of Commercial and Regulated. 

(2) Electric gross margin is calculated as Electric operatirzg reverzues less Fuel, er7zissiorz allowarzces, and purchased power expense 
from the Condensed Consolidated Statements of Income. 

(3) Gas gross margin is calculated as C;as operatirzg revenues less Gas purclzased expense from the Condensed Consolidated 
Statements of Income. 



Financial results by business unit for ycar to date September 10, 2005, and September 30, 2004, arc as indicated below. 

Cinergv Business Units 
Power Technology Reconciling 

Rezulated Commercial and Infrastructure Total Eliminations(1) Consolidated 
(in millions) 

Year to Date Sentember 30.2005 

Operating revenues 
External customers $ 2,471 $ 1,353 $ - $ 3,824 $ - $ 3,824 
Intersegment revenues 24 137 161 (161) -- 

Gross margins 
Electric 
Gas 

Segment profit (loss) 217 90 (7) 300 - 300 

Year to Date Sentember 30. 2004 

Operating revenues 
External customers $ 2.327 $ 1,144 $ - $ 3.471 $ - $ 3,471 
Intersegment revenues 49 165 - 2 14 (214) - 

Gross margins 
Electric 
Gas 

Segment profit (loss) 173 121 (40) 254 - 254 

(1) The Reconciling Eliminations category eliminates the intersegment revenues of Commercial and Regulated. 

(2) Electric gross margin is calculated as Electric operating reveizues less Fuel, ei7iissio11 nllocvaizces, aiidpur-chnsedpotver expense 
from the Condensed Consolidated State~nents of Income. 

('3) Gas gross margin is calculated as GUS eyer-atiizg reven1ieJ less Gas purclinsed cxpense from the Condensed Consolidated 
Statements of Income. 



Total segment assets at September 30, 2005, and December 31, 2004, are as indicated below: 

Cinergv Business Units 
Power 

Technology 
and 

Regulated Commercial Infrastructure Total Consolidated 
(in millions) 

Total segment assets at 
September 30,2005 $ 9,503 $ 7,830 $ 133 $ 17,466 $ 17,466 

Total segment assets at 
December 3 1,2004 $ 9,097 $ 5,746 $ 139 $ 14,982 $ 14,982 



11. Earnings Per Common Share (EPS) 

A reconciliation of EPS - basic to EPS -diluted is presented below for the quarters ended Scpte~nber 30, 2005 and 2004: 

Inconie Shares EPS 
(in thousands, except per share amounls) 

Quarter Ended September 30,2005 
EPS -basic: 

Effect of dilutive securities: 
Common stock options 
Directors' compensation plans 
Contingently issuable common stock 

EPS - diluted: 

Quarter Ended September 30, 2004 
EPS - basic: 

Effect of dilutive securities: 
Common stock options 
Directors' compensation plans 
Contingently issuable common stock 
Stock purchase contracts 

EPS - diluted: 

Options to purchase shares of common stock are excluded from the calculation of EPS - diluted, if they are considered to be 
anti-dilutive. Share amounts of- 0.7 million and 0.9 million were excluded from the EPS -diluted calculation for the quarters ended 
September 30, 2005 and 2004, respectively. 

Also excluded from the EPS - diluted calculation lor the quarter ended September 30, 2004 are 9.7 million shares, issuable pursuant to 
the stock purchase contracts issued by Cinergy Corp. in December 2001 associated with thc preferred trust securities transaction. As 
discussed in the 2004 10-K, in January and February 2005, Cinergy Corp. issued a total of 9.2 million sharcs of common stock 
associated with these preferred stock securities. 

A reconciliation of EPS - basic to EPS -diluted is presented below for the year to date September 30,2005 and 2004: 

Year to Date September 30,2005 
EPS - basic: 

Effect of dilutive securities: 
Common stock options 
Directors' compensation plans 
Contingently issuable comnion stock 
Stock purchase contracts 

EPS - diluted: 

Year to Date September 30, 2004 
EPS -basic: 

Income Shares EPS 
(in thousands, except per share amounts) 

$ 300,001 197,741 $ 1.52 



Effect of dilutive securities: 
Common stock options 
Directors' co~npensation plans 
Contingently issuable colnmon stock 
Stock purchase contracts 

EPS - diluled: 



Options to purchase shares of common stock are excluded from the calculation of EPS - diluted, if they are considered to be 
anti-dilutive. Share amounts of 0.8 million and 0.9 million were cxcludcd fiom thc EPS -diluted calculation for the year to date 
September 30,2005 and 2004, respectively. 

Also excluded from the EPS - diluted calculation for the year to date September 30, 2004 are 9.8 million shares issuable pursuant to 
the stock purchase contracts issued by Cinergy Corp. in December 2001 associated with the preferred trust securities transaction. As 
discussed in the 2004 10-K, in January and Fcbruary 2005, Cinergy Corp. issued a total ol 9.2 million shares of common stock 
associatcd with tliese prclerred stock securities. 

12. Transfer and Acquisition of Generating Assets 

(a) Transfer of Gencrating Assets to UL,H&P 

The KPSC and the FERC have approved UI,H&P's planned acquisition of CG&E's app~axirnately 69 percent ownership interest in the East Bend 
Station, located in Boone County, Kentucky, the Woodsdale Station, located in Butler County, Ohio, and one generating unit at the four-unit Miami Fort Station, 
located in Hamilton County, Ohio, and associated transactions. ULH&P is currently seeking approval of the transaction in a proceeding before the Securities 
and Exchange Commission (SEC), wherein the Ohio Consumers' Counsel has intervened in opposition. The transfer, which will be at net book value, will not 
affect current electric rates for ULH&P's customers, as power will be provided under the same terms as under the current wholesale power contract with CG&E 
through December 31,2006. Assuming receipt of SEC approval, we would anticipate the transier to take place in the first quarter of 2006. 

(b) Wheatland Generating Facility Acquisition 

On May 6,2005, we signed a definitive agreement with subsidiaries of Allegheny Energy, Inc. whereby, subject to the terms and upon 
satisfaction of the conditions to closing provided in the purchase agreement, PSI and/or CG&E had the right to acquire the 
512-megawatt Wheatland generating facility for approximately $100 million. The Wheatland facility, located in Knox County, 
Indiana, has four natural gas-fired simple cycle combustion turbines and is directly connected to the Cinergy transmission system. In 
June and August 2005, respectively, the FERC and IURC approved the acquisition and the Department of Justice and Federal Trade 
Commission completed their review of the transaction pursuant to the notification requirements of the Hart-Scott-Rodino Antitrust 
Improvements Act. In August 2005, PSI acquired 100 percent of the Wheatland facility. Its output will be used to bolster the reserve 
margins on the PSI system. 

13. Pending Merger 

On May 8, 2005, Cinergy Corp. entered into an agreement and plan of merger with Duke, a North Carolina corporation, whereby 
Cinergy Corp. will be merged with Duke. Under the merger agreement, each share of Cinergy Corp. common stock will be 
converted into 1.56 shares of the newly formed company, Duke Energy Holding Corp (Duke Energy Holding). 

The merger agreement has been approved by both companies' Boards of Directors. Consummation of the merger is subject to 
customary conditions, including, among others, the approval of the shareholders of both companies and the approvals of various 
regulatory authorities. 

Immediately following consummation of the merger, former Cinergy shareholders will own approximately 24 percent of Duke 
Energy Holding's common stock. Paul Anderson, Duke's CEO and Chairman of the Board will remain Chairman of the combined 
company and Jim Rogers, Cinergy's CEO and Chairman of the Board, will become the President and CEO of the combined 
company. The new Duke Energy Holding board will be comprised of 10 members appointed by Duke and five members appointed by 
Cinergy. 



The melger will be recotdcd using the purchase rnethod of accounting whereby the total purchase price of approxilnately $9 billion 
will be allocated to Cinergy's identifiable tangible arid intangible assets acquired and liabilities assumed based on thcir fair values as 
of the closing of the merger. 



The merger is expected to close in the first half of 2006. However, the actual timing is contingent on the receipt of several approvals 
including: FERC, Federal Communications Commission (FCC), Nuclear Regulatory Commission (NRC), slate regulatory 
commissions of Ohio, Indiana, Kentucky, North Carolina, and South Carolina, and shareholders of each company. The status of these 
matters is as follows: 

In June 2005, Duke and Cinergy filed an application with the PUCO for approval of a change in control with respect to 
CG&E and to modify certain accounting procedures to defer certain merger-related costs. We expect that the PUCO 
will set a procedural schedule in  the fourth quarter of2005. The PUCO issued a procedural order on October 26, 2005 
ordering the Stall' to issue recommendations no later than November 14, 2005. A final order is expected in January 
2006. 

In June 2005, PSI filed a petition with the IIJRC concerning, among other things, certain merger-related affiliate 
agreements, the sharing of merger-related benefits with customers, and deferred accounting of certain merger-related 
costs. An cvidentiary hearing is scheduled for December 2005. 

In August 2005. Duke and Cinergy filed an application with the KPSC seeking approval of a transfer and acquisition of 
control of UL,H&P. In October 2005, Duke and Cinergy reached a settlement with the parties to the case, the Kentucky 
Attorney General and The Krogel Company. The settlement was filed with the KPSC and a hearing was held before the 
KPSC in October 2005. A final order is expected by December 2005. 

In July 2005, Duke and Cinergy tiled an application with the FERC requesting approval of the merger and the 
subsequent internal restructuring and consolidation of the merged company to establish a more efficient corporate 
structure. A final order is expected in  January 2006. 

In July 2005, Duke filed an application with the state utility regulatory agency in North Carolina. The application 
requests both the authorization to enter into a business combination transaction and the approval of various affiliate 
agreements. A hearing is scheduled for December 2005. 

In July 2005, Duke filed an application with the state utility regulatory agency in South Carolina. The application 
requested authorization to enter into a business combination. In November 2005, the Public Servie Commission of 
South Carolina approved the application. 

On August 11, 2005, the IJnited States Department of Justice and the Federal Trade Comlnission granted early 
termination of the waiting period imposed by the Hart-Scott-Rodino Antitrust Improvements Act of 1976. 

In light of the repeal of the Public IJtility Holding Company Act, as amended (PUHCA), effective February 2006, the 
merger will no longer require SEC authorization under PUHCA. 

The FCC merger filings were filed in October 2005 and a decision by the FCC is expected by December 2005. 

Duke filed for NRC merger approval in the third quarter of 2005 and a final order is expected in January 2006. 



A special meeting of shareholders for the purpose of voting on the merger is expected to be held in the first quarter of 
2006. 

The merger agreement also provides that Duke and Cinergy will use thei~. reasonable best efforts to transfer five generating stations , 
located in the Midwest fiom Duke to CG&E. This transfer will require r.egulatory approval by the FERC and thc IURC. There can 
be no guarantee that such approvals will be obtained or will be obtained on tcrnls or with conditions acceptable to Duke, Cinergy, and 
Dukc Energy Holding. Duke intends to efiectuate the transfer as an equity infusion into CG&E at book value. In conjunction with 
the transfer, Duke and CG&E intend to enter into a financial arrangement over a multi-year period, to eliminate any potential cash 
shorthlls that may result from CG&E owning and operating the assets. At this time, we cannot predict the outcoine of'this matter. 



The merger agreement contains certain termination rights for both Duke and Cinergy, and further provides that, upon termination of 
the merger agreement under specified circumstances, a party would be required to pay the other party's fees and expenses in an 
amount not to exceed $35 inillion and/or a termination fee of $300 million in the case of a fee payable by Cinergy to Duke or a 
tellnination fee of $500 million in the case of a fee payable by Duke to Cinergy. Any termination fee would be reduced by the 
amount of any fees and expenses previously reimbursed by the party required to pay the termination fee. 

In May, a purported shareholder class action was filed in the Court of Common Pleas in Hamilton County, Ohio against Cinergy and 
each ol the members of the Board of Directors. The lawsuit alleges that the defendants breached their duties of due care and loyalty to 
shareholders by agreeing to the merger agreement between Duke and Cinergy and is seeking to either enjoin or amend the terms of 
the merger. Cinergy and the individual defendants filed a motion to dismiss this lawsuit in July. We  believe this lawsuit is without 
merit and Cinergy intends to defend this lawsuit vigorously in court. We are unable to predict the outcome of this matter, including 
whether resolution of this matter will impact our pending merger. 

Although Management believes that the merger should close in the first half of 2006. the actual timing of the transaction could be 
dclayed or the merger could be abandoned by the parties in the event of the inability to obtain one or more of the required regulatory 
approvals on acceptable terms. 

14. Subsequent Event 

In October 2005, Cinergy entered into a definitive agreement to sell a wholly-owned subsidiary in Europe engaged in the generation 
and sale of heat and electricity. We anticipate recognizing a gain on sale of approximately $1 5 million and expect the sale to close in 
December 2005, subject to certain regulatory approvals. As of September 30, 2005. this subsidiary had approximately $5 million of 
current assets and $105 million of plant, property, and equipment. 



CAUTIONARY STATEMENTS 

I 

In this report Cinergy (which includes Cinergy Corp. and all of OUI regulated and non-regulated subsidiaries) is, at times, referred to 
in the first pelson as "we," "oul," 01. "us." 

CAUTIONARY STATEMENTS REGARDING FORWARD-LOOKING INFORMATION 

This document includes forward-looking statements within the meaning of Section 27A of the Securities Act of 1933 and Section 21E 
of' the Securities Exchange Act of 1934. .Forward-looking statements are based on management's beliefs and assumptions. These 
forward-looking statements are identified by terms and phrases such as "anticipate", "believe", "intend, "estimate", "expect", 
"continue", "should", "coi.ild", "may", "plan", "pro-ject", "predict", "will", and similar expressions. 

Forward-looking statements involve risks and uncertainties that may cause actual results to be materially different from the results 
predicted. Factors that could cause actual results to differ materially from those indicated in  any forward-looking statement include, 
but are not limited to: 

* Factors affecting operations, such as: 

(1) unanticipated weather conditions; 

(2) unsctieduled generation outages; 

(3) unusual maintenance or repairs; 

(4) unanticipated changes in costs, including costs of coal and emission allowances; 

(5) environmental incidents; and 

(6) electric transmission or gas pipeline system constraints. 

* Legislative and regulatory initiatives and legal developments. 

Additional competition in electric or gas markets and continued industry consolidation. 

* Financial or regulatory accounting principles including costs of compliance with existing and future environmental 
requirements. 

Changing market conditions and other factors related to physical energy and financial trading activities. 

0 The performance of projects undertaken by our non-regulated businesses and the success of efforts to invest in and 
develop new opportunities. 



0 Availability of, or cost of, capital. 

Employee wol kforcc fact01 s. 

* Delays and other obstacles associated with mergers, acquisitions, and investments in joint ventures. 

0 Costs and cffects of legal and administrative proceedings, settlements, investigations, and claims. 

The Regulatory approval process for the Duke Energy Corporation and Cinergy pending merger could delay the 
consummation of the pending merger or impose conditions that could materially impact the combined company. 

Business uncertainties, contractual restrictions, and the potential inability to attract and retain key personnel due to the 
pending merger. 

We undertake no obligation to update the information contained herein. 



MD&A - PENDING MERGER 

ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF  FINANCIAL 
CONDITION AND RESULTS OF  OPERATIONS (MD&A) 

In this report, Cinergy (which includes Cinergy Corp. and all of its regulated and non-regulated subsidiaries) is, at times, referred to 
in the first person as "we," "oul," or "us." 

The following discussion should be read in conjunction with the accompanying financial statements arid related notes included 
elsewhere in this report and the combined Form 10-K for the year ended December 31, 2004 (2004 10-K). We have reclassified 
certain prior-year amounts in the financial statements of Cinergy, The Cincinnati Gas & Electric Conipany (CG&E), PSI Energy, 
Inc. (PSI), and 'The Union Light, Heat and Power Company (ULH&P) to conforrn to current presentation. The following discussions 
of results are not necessarily indicative of the results to be expected in any future period. 

PENDING MERGER 

On May 8, 2005, Cinergy Corp. entered into an agreement and plan of merger with Duke Energy Corporation (Duke), a North 
Carolina corporation, whereby Cinergy Corp. will be merged with Duke. Under the merger agreement, each share of Cinergy Corp. 
common stock will be converted into 1.56 shares of thc newly formed company, Duke Energy Holding Corp (Duke Energy Holding). 

The merger agreement has been approved by both companies' Boards of Directors. Consummation of the merger is subject to 
customary conditions, including, among others, the approval of the shareholders of both companies and the approvals of various 
~egulatory authorities. 

Immediately following consummation of the merger, former Cinergy shareholders will own approximately 24 percent of Duke 
Energy Holding's common stock. Paul Anderson, Duke's CEO and Chairman of the Board will remain Chairman of the combined 
company arid Jim Rogers, Cinergy's CEO and Chairman of the Board, will become the President and CEO of the combined 
company. The new Duke Energy Holding board will be comprised of 10 members appointed by Duke and five members appointed by 
Cinergy . 

The merger will be recorded using the purchase method of accounting whereby the total purchase price of approximately $9 billion 
will be allocated to Cinergy's identifiable tangible and intangible assets acquired and liabilities assumed based on their fair values as 
of the closing of the merger. 

The merger is expected to close in the first half of 2006. However, the actual timing is contingent on the receipt of several approvals 
including: Federal Energy Regulatory Commission (FERC), Federal Communications Commission (FCC), Nuclear Regulatory 
Commission (NRC), state regulatory commissions of Ohio, Indiana, Kentucky, North Carolina, and South Carolina, and shareholders 
of each company. The status of these matters is as follows: 

In June 2005, Duke and Cinergy filed an application with the Public Utilities Commission of Ohio (PUCO) for approval 
of a change in control with respect to CG&E and to modify certain accounting procedures to defer certain 
merger-related costs. We expect that the PUCO will set a procedural schedule in the fourth quarter of 2005. The PUCO 
issued a procedural order on October 26,2005 ordering the Staff to issue recommendations no later than November 14, 
2005. A final order is expected in January 2006. 



In June 2005, PSI filed a petition with the Indiana Utility Regulatory Commission (IURC) concerning, among other 
things, certain merger-related affiliate agreements, the sharing of merger-related benefits with customers, and deferred 
accounting of certain merger-related costs. An evidentiary hearing is scheduled lo1 December 2005. 

In August 2005, Duke and Cinergy filed an application with the Kentucky Public Scrvicc Commission (KPSC) seeking 
approval of a transfer and acquisition of control of UL,H&P. In October 2005, Duke and Cinergy reached a settlement 
with the parties to the case, the Kentuclcy Attorney General and The 



Krogcr Company. The settlement was filed with the KPSC and a hearing was held before the KPSC in  October 2005. A 
final order is expected by December 2005. 

8 In July 2005, Dukc and Cinergy filed an application with the FERC requesting approval of the mergcr and the 
subsequent internal restructuring and consolidation of the merged company to establish a more efficient corporate 
structure. A final order is expected in  January 2006. 

In July 2005. Duke filed an application with the state utility regulatory agency in North Carolina. 'The application 
requests both the authorization to enter into a business combination transaction and the approval of various affiliate 
agreements. A hearing is scheduled for Dccember2005. 

0 In July 2005, Duke filed an application with thc state utility regulatory agency in South Carolina. The application 
requested authorization to enter into a business combination. In November 2005, the Public Servie Commission of 
South Carolina approved the application. 

0 On August 11, 2005, tlhe United States Department of Justice and the Federal Trade Commission granted early 
termination of the waiting period imposed by the Hart-Scott-Rodino Antitrust Improvements Act of 1976. 

0 In light of the repeal of the Public Utility Holding Company Act, as amended (PUHCA), effective February 2006, the 
merger will no longel require Securities and Exchange Commission (SEC) authorization under PUHCA. For further 
details, see "Energy Bill" in "Liquidity and Capital Resources." 

The FCC tnerger filings were filed in October 2005 and a decision by the FCC is expected by December 2005. 

0 Duke filed for NRC merger approval in the third quarter of 2005 and a final order is expected in January 2006. 

0 A special meeting of shareholders for the purpose of voting on the merger is expected to be held in the first quarter of 
2006. 

The merger agreement also provides that Duke and Cinergy will use their reasonable best efforts to transfer five generating stations 
located in the Midwest from Duke to CG&E. This transfer will require regulatory approval by the FERC and the IURC. There can 
be no guarantee that such approvals will be obtained or will be obtained on terms or with conditions acceptable to Duke, Cinergy, and 
Duke Energy Holding. Duke intends to effectuate the transfer as an equity infusion into CG&E at book value. In conjunction with 
the transfer, Duke and CG&E intend to enter into a financial arrangement over a multi-year period, to eliminate any potential cash 
shortfalls that may result from CG&E owning and operating the assets. At this time, we cannot predict the outcome of this matter. 

The merger agreement contains certain termination rights for both Duke and Cinergy, and further provides that, upon termination of 
the merger agreement under specified circumstances, a party would be required to pay the other party's fees and expenses in an 
amount not to exceed $35 million andlor a termination fee of $300 million in the case of a fee payable by Cinergy to Duke or a 
termination fee of $500 million in the case of a fee payable by Duke to Cinergy. Any termination fee would be reduced by the 
amount of any fees and expenses previously reimbursed by the party required to pay the termination fee. 



Although Management believes that the merger should close in the first half of 2006, the actual timing of the transaction could be 
delayed 01. the merge1 could be abandoned by the parties in the event of the inability to obtain one or more of the required regulatory 
approvals on acceptable tel Ins. 



MD&A - EXECUTIVE SUMMARY 

EXECUTIVE SUMMARY 

In MD&A, we explain our general operating envisonment, as well as our results of operations, liquidity, capital resources, future 
expcctations/trends, market risk sensitive instruments, and accounting matters. Specifically, we discuss the following: 

* factors aifecting cursent and future operations; 

why rcsults changed from period to period; 

* potential sources of cash for future capital expenditures; and 

* how these items affect our overall financial condition. 

Organization 

Cinergy Corp., a Delaware corporation organized in 1993, owns all outstanding common stock of CG&E and PSI. both of which are 
public utilities. As a ~esult of this ownership. we are considered a utility holding company. Because we are a holding company with 
material utility subsidiaries operating in multiple states, we are registered with and are subject to regulation by the SEC under the 
PUHCA. For a discussion of the PUHCA Repeal, see "Energy Bill" in "Liquidity and Capital Resources." Our other principal 
subsidiaries are Cinergy Services, Inc. (Services) and Cinergy Investments, Inc. (Investments). 

CG&E, an Ohio corporation organized in 1837, is a combination electric and gas public utility company that provides service in the 
southwestern portion of Ohio and, through ULH&P, in nearby areas of Kentucky. CG&E is responsible for the majority of our 
power marketing and trading activity. CG&E7s principal subsidiary, ULH&P, a Kentucky corporation organized in 1901, provides 
electric and gas service in northern Kentucky. 

PSI, an Indiana corporation organized in 1942, is a vertically integrated and regulated electric utility that provides service in north 
central, central, and southern Indiana. 

The following table presents further information related to the operations of our domestic utility companies CG&E, PSI, and 
ULH&P (our utility operating companies): 

Princival Line(s) of Business 

CG&E and 
subsidiaries 

0 Generation, transmission, distribution, and sale of electricity 
o Sale and/or transportation of natural gas 
o Electric commodity marketing and trading operations 

PSI 0 Generation, transmission, distribution, and sale of electricity 

o Transmission, distribution, and sale of electricity 
o Sale and transportation of natural gas 



(1) See "Kentucky" in "Future Expcctations/Trends" for further discussion of' the possible tiansfer of generation assets. 

Services is a service company that provides our subsidiaries with a variety of centralized administrative, management, and support 
services. Investments holds most of our non-regulated, energy-related busincsses and investments, including natural gas marketing 
and trading opa-ations (which are primarily conducted through Cinergy Marketing & Trading, L,P (Marketing & Trading), one of its 
subsidiaries). 



Financial Highlights 

Net income for Cinergy for the quarter and nine months ended September 30, 2005, and 2004 was as follows: 

2005 2004 Change % Change 
(in millions) 

Quarter ended September 30 $ 132 $ 93 $ 39 42% 

Nine months ended September 30 $ 300 $ 254 $ 46 18 % 

The increase in net income was primarily due to an increase in electric gross margins as a result of warmer weather in the third quarter 
ol2005, as compared to 2004. 

These increases were partially offset by the following factors: 

* A decrease in Commercial Business Unit (Commercial) electric gross margins due to timing differences in revenue 
recognition between certain components of our generation portfolio partially offset by sales of emission allowances; and 

Increased fuel, emission allowances, and purchased power costs attributable to CG&E's fixed price residential 
customers. 

For further information, see "2005 Quarterly Results of Operations - Cinergy". 

Year to Date Highlights 

The increase in net income was primarily due to the following factors: 

0 Increased gross margins resulting from PSI'S 2004 base retail electric rate increase and the implementation of CC&E's 
rate stabilization plan (RSP) in January 2005; and 

0 Increased gross margins due to warmer weather in the third quarter of 2005, as compared to 2004. 

'These increases were partially offset by the following factors: 

0 Increased fuel, emission allowances, and purchased power costs attributable to CG&E's fixed price residential 
customers; 



Decreases in Commercial gas gross margins from trading results in the second quarter of 2005; 

Increased Operation arzd n~aintenaizce expense primarily due to regulatory asset amortization, synthetic fuel costs, and 
expenses associated with the pending Duke-Cinergy merger; and 

Increased Depr-eciatiorl expense due to increased depreciation rates and the addition of depreciable plant. 

For further information, see "2005 Year to Date Results of Operations - Cinergy". 

Forward-looliing Challenges and Risks 

Merger Clzalle~zges and Risks 

The pending merger between Duke and Cinergy presents significant challenges. The integration of the two companies will be 
complex and time-consuming, due to the size and complexity of each organization. The principal challenges will be integrating the 
combined regulated electric utility operations and combining each of the 



unregulated wholesale power generation businesses. All of these businesses are complex, and some of the business units are 
dispersed. Such efforts could also divert managcmcnt's focus and resources from other strategic opportunities during the integration 
process. The pending merger is sub-ject to approvals of numerous governinental agencies and approval or the shareholders of both 
companies, all of which are discussed in more detail in "Pending Merger." The approval process could delay consuinmation of the 

i' 
pending merger, impose conditions that could materially impact the combined company, or cause the merger to be abandoned. Both 
companies will incur significant transaction and merger-related integration costs. Additionally, we will be subject to business 
uncertainties and contractual restrictions while the merger is pending which could adversely affect our businesses. Although both 
companies are taking steps to reduce any adverse effects, these uncertainties may impair our ability to attract and retain key personnel 
until the merger is consummated and for a period of time thereafter, and could cause customers, suppliers, and others to seek to 
change their existing business relationships with us. 

Cinergy faces many uncertainties with regard to future environmental legislation and the impact of this legislation on our generating 
assets and our decisions to construct new assets. In March 2005, the Environmental Protection Agency (EPA) finalized two 

' 

rulemakings that will require significant reductions in sulfur dioxide (SOL), nitrogen oxides (NOx), and mercury emissions from 
power plants. Numerous states, environmental organizations, industry groups. including some of which Cinergy is a member, arid 
individual companies have challenged various portions of both rules. Additionally, multi-emissions reductions legislation is still 
being discussed in the Senate, although the outcome of these discussions is still highly uncertain at this time. Presently, greenhouse 
gas (GHG) emissions, which principally consist of carbon dioxide (CO) ,  are not regulated, and while several legislative proposals 
have been introduced in Congress to reduce utility GHG emissions, none have been passed. Nevertheless, we anticipate a mandatory 
prog1,am to reduce GHG emissions will exist in  the future. In 2004, Cinergy's utility operating companies began an environmental 
construction program to reduce overall plant emissions that is estimated to cost approximately $1.8 billion over the next five years. 
We believe that our construction program optimally balances these uncertainties and provides a level of emission reduction that will 
be required and/or economical to Cinergy under a variety of possible regulatory outcomes. See "Environmental Issues" in "Liquidity 
and Capital Resources" for further information. 

Risirzg Coal arzd Enzissiorz Allowance Prices 

The prices of coal and SO:! emission allowances increased dramatically in 2004, as compared to 2003, and have continued to increase 
in 2005. Contributing to the increases in coal and SO2 prices have been (1) increases in demand for electricity, (2) erivironmental 
regulation, and (3) decreases in the number of suppliers of coal from prior years. CG&E's RSP allows for recovery of fuel and 
emission allowance expenses effective January 1, 2005 for retail non-residential customers in Ohio. As part of the RSP, we will 
begin recovering these costs from residential customers in Ohio effective January 1,2006. We continue to recover these costs from 
PSI retail customers through previously established rate recovery mechanisms. To the extent that these increased fuel and SO:! prices 
are not offset by regulatory recovery or increases in the market price of power for wholesale transactions, they will negatively impact 
ongoing earnings. The impact of these price increases on earnings in 2005 is discussed in more detail in "2005 Quarterly Results of 
Operations" and "2005 Year to Date Results of Operations". 

Syntltetic Fuel 

Cinergy produces synthetic fuel that qualifies for tax credits (through 2007) in accordance with Section 29 of the Internal Revenue 
Code (IRC) if certain requirements are satisfied. Cinergy currently faces two major uncertainties that could impact our ability to 
continue to recognize the previous andlor future credits. The Internal Revenue Service (IRS) has recently challenged certain other 
taxpayers' Section 29 tax credits and could challenge Cinergy's. If the IRS were to successfully challenge our credits, this could 
result in the disallowance of up to all previously claimed and future Section 29 tax credits for Cinergy's facilities. We believe that we 
operate in conformity with all the necessary requirements to qualify for tax credits under Section 29. 

Section 29 also provides for a phase-out of the tax credits based on the average price of crude oil during a calendar year. The 
phase-out is based or1 a prescribed calculation and definition of crude oil prices. Based on current crude oil prices and the recent 
volatility of such prices, we believe it is possible that for 2006 and 2007, the amount of the 





lax credits could be reduced. If oil prices are high enough, we may idle the plants, as the value of the credits would not exceed the net 
costs to produce the synthetic fuel. Net income relatcd to these facilities f o ~  the nine months ended September 30, 2005 was 
approximately $30 million The net book valuc of o u ~  plants at September 30, 2005 was approximately $50 million. See "Synthetic 
Fuel Production" in "Future Expectations/Trends" for further info~mation. 



MD&A - 2005 QUARTERLY RESULTS OF OPERATIONS - CINERGY 

2005 QUARTERLY RESULTS OF OPERATIONS - CINERGY 

Given thc dynamics of our business, which include regulatory revenues with dircctly offsetting expcnscs and commodity trading 
operations for which results are primarily reported on a nct basis, we have concluded that a discussion of our results on a gross margin 
basis is most appropriate. Elcctric gross margins represent electric operating revenues less thc ~clatcd direct costs of fucl, emission 
allowances, and purchased power. Gas gross margins represent gas operating revenues less the relatcd direct cost of gas purchased. 
Within each of these areas, we will discuss the key drivers of our results. Gross margins for Cinergy for the Regulatcd Busincss Unit 
(Regulated) and Commercial for the quarters ended September 30, 2005, and 2004 were as follows: 

Regulated Commercial 
2005 2004 Change % Change 2005 2004 Change % Change 

(in millions) 

Electric gross 
margin(1) $ 512 $ 441 $ 71 1 6 % $  163 $ 170 $ (7)  (4 )% 

Gas gross 
margin(2) 37 40 (3  ) (8 17 6 11 N/M 

(1) Electric gross margin is calculated as Electric operatirlg rever~cies lcss Fuel, er71issiorl allo~vances, arzclpurchased power 
expense from the Condensed Consolidated Statements of Income. 

(2) Gas gross margin is calculated as Gas operatirlg revenues less Gas purchased expense from the Condensed Corlsolidated 
Statements of Income. 

N/M Not meaningful to an understanding of the change. 

Cooling degree days and heating degree days are mctrics commonly used in the utility industry as a measure of the impact weather has 
on results of operations. Cooling degree days and heating degree days in Cinergy's service territory lor the quarters ended September 
30,2005, and 2004 were as follows: 

Cinergy 
2005 2004 Change % Change 

Cooling degree days(1) 
Heating degree days(2)(3) 

(1) Cooling degree days are the differences between the average temperature for each day and 65 degrees, assuming 
the average temperature is greater than 65 degrees. 

(2) Heating degree days are the differences between the average temperature for each day and 59 degrees, assuming 
the average temperature is less than 59 degrees. 

(3 )  Beginning in January 2005, we modified our heating degree days base temperature from 65 degrees to 59 degrees 
to more accurately reflect current consumer behavior. Prior year amounts have been updated to reflect this 
change. 



Regulated 

Gross Margirzs 

The 16 percent increase in  Regulated's electric gross margins was primarily due to the following Cactors: 

* A $45 rnillion increase resulting from warmer weather in the third quarter of 2005, as compared to 2004: 

0 A $6 million increase resulting from growth in non-weather related demand; and 

A $5 million increase in PSI'S non-retail ma~gins, '~r imari l~ attributable to margins realized horn wholesale sales horn 
generation available after serving regulated retail customers. 



Commercial 

Gross Margilts 

The four percent decrease in Commercial's electric gross margins was primarily due to: 

* A $72 million decline in non-retail margins. We actively manage oul non-regulated generation portfolio through a mix 
of real-time and forward sales of power and the corresponding purchase of fuel (primarily coal) and emission 
allowances. When powcr is sold forward, we typically purchase the fuel and emission allowances required to produce 
the power, thereby locking in our eventual margin at the time of delivery. The market values of these commodities 
change independently over time. At times. the value of the fuel and emission allowances becomes greater than that of the 
output of electricity. In these instances, we will purchase forwa~d powel to bc used to deliver against forward power 
sales, and in turn sell the fuel and/or emission allowances. Ma~gins declined due to: 

* During the third quarter of 2005, we recognized margins of $69 million less than the comparable period in 2004 
due to timing differences in revenue recognition between certain components of our generation portfolio. 
Emission allowances and the majority of fuel contracts typically lollow the accrual method of accounting. 
However, generally accepted accounting principles (GAAP) requires that certain forward purchases of coal and 
forward sales of power (those classified as derivatives) use the mark-to-market (MTM) method of 
accounting. This differing accounting treatment for the various components of the generation portfolio can lead 
to volatility in reported results. Our gross margins rellect $72 million of unrealized losses in 2005 and $7 
million of unrealized losses in 2004 (representing a $69 million change period to period) as a result of forward 
purchases of coal and forward sales of power and the use of MTM accounting. A substantial portion of these 
unrealized losses are expected to reverse in the fourth quarter of 2005 and the first quarter 01 2006. 

Higher fuel costs during the quarter. 

Partially offsetting these declines were margins of $37 million more than the comparable period in 2004 as a result of 
selling emission allowances which were no longer needed to meet our non-retail forward powcr sales commitments. 
This gain reflects significant increases in prices of SO:! emission allowances throughout much of 2004 and 2005. Based 
on projected generation, we have sufficient fuel and emission allowances to meet our non-retail forward power sales 
commitments over the next several years, and we will continue to evaluate and optimize our generation resources to 
produce the best economic returns for these assets. 

A $22 million increase in margins from power marketing and trading contracts. 

Higher retail margins of $3 million reflecting: 

* A $14 million increase resulting from implementation of CG&E's RSP in January 2005; and 

* A $12 million increase resulting from warmer weather in the third quarter of 2005, as compared to 2004. 

Partially offsetting these increases was a $23 million increase in fuel, emission allowance, and purchased power costs 
attributable to CG&E's fixed price residential customers. 

The increase in Commercial's gas gross margins was primarily due to the following factors: 



A $14 million increase in physical trading margins resulting from favorable price movements in the third quarter of 
2005; and 

A $7 million increase due to timing dirl'erences in revenue recognition between physical storage activities and the i 

associated derivative contracts that hedge the physical storage. These agreements with pipelines to store natural gas and" 
deliver in a future period with higher prices (typically winter) follow the accrual method of accounting. However, the 
derivative contracts hedging the gas are required under GAAP to he accounted for under the MTM method of 
accounting. The differing accounting treatments can lead to volatility in reportcd results. Our quarter-to-date gross 
margins reflect $8 million of 



unrealized losses in 2005 and $15 million of unrealized losses in 2004 (representing a $7 million change quarter on 
quarter) as a result of derivative contracts and the use of MTM accounting. 

Partially offsetting these increases was an $8 million decline in  financial trading margins. 

Other Operatirtg Revenzces and Costs of Fztel Resold 

The 32 percent increase in Other Ol~erntirig Revenues was primarily due to the following factors: 

A $21 million increase in  Commercial's revenues from coal origination resulting from increases in coal prices and tons 
of coal sold; and 

* A $16 million increase in Commercial's revenues from the sale of synthetic fuel, due in  part to revenues from a new 
facility purchased in  the second quarter of 2005. 

Costs offirel resold include Commercial's costs of coal origination activities and the production of synthetic fuel. These costs have 
increased in 2005, which is consistent with the increases in the associated rcvenues as previously discussed. 

The following explanations correspond with the line items on the Condensed Consolidated Statements of Income for Cinergy. 
However, only the line items that varied significantly from prior periods are discussed. 

Other Operating Expenses 

Cinergy 
2005 2004 Change % Change 

(in millions) 

Operation and maintenance $ 342 $ 326 $ 16 5 %  
Depreciation 130 115 15 13 
Taxes other than income 
taxes 65 57 8 14 

Operatiort and Mairztertance 

The five percent increase in Operatiorz and rnairztenance expense was primarily due to the following factors: 

* Increased regulatory asset amortization of $15 million related to CG&E's Regulatory Transition Charge (RTC). This 
increase reflects accelerated recovery of the regulatory asset due to both (a) the cessation of deferrals for non-residential 
customers due to the end of the market development period for those customers at the end of 2004 and (b) a reduction in 
revenues lost from switched customers, which is also recovered through the RTC; 



An increase of $1 1 million in costs at our synthetic fuel facilities primarily  elated to production costs at a new facility 
pu~chased in the second quarter of 2005; and 

Increased costs of $5 million associated with the salcs of accounts receivable to an unconsolidated affiliate, primarily 
due to increased Sees charged by thc buyer of the receivables and an increase in  the volume of receivables sold. 

f 

These increases were partially oflsct by the following factors: 

A decrease of $6 million in power supply expense primarily related to decreases in bsokesage and Midwest Independent 
System Operator, Inc. (Midwest ISO) administrative fees; and 

Costs relating to an information technology system ~eplacement project that occurred in 2004. 



Depreciatioit 

The 17 percent increase in Depreciation expense was primarily due to the addition of depreciable plant for pollution control 
equipment which is recovered from ratepayers. 

Taxes other tlzarz lizconze Taxes 

The 14 percent increase in Taxes other- tllan irlcoi7ze t m e s  was primarily due to an increase in real cstatc and personal property taxes. 

Miscellaneous Income (Expense) - Net 

The increase in Miscellaileo~rs lizcon~e (Exj~erzse) - Net was primarily due to $15 million in impairment and disposal charges 
recognized in the third quarter of 2004 on certain investments in the Power Technology and Infrastructure Services Business Unit 
(Power Technology and Infrastructure). 

Interest Expense 

The seven percent increase in litter-esr Expeitse was primarily due to an increase in amount and in interest rates for our variable rate 
debt. This expense was partially offset by interest income received on restricted deposits obtained through these incremental 
borrowings, which was recorded in Miscellarzeous Iitconze (Expense) -Net associated with the additional debt outstanding. 

61 
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2005 QUARTERLY RESULTS OF OPERATIONS - CG&E 

Summary of Results 

Net income lor CG&E for the quarters ended September 30, 2005, and 2004 was as follows: 

CG&E and s~ibsidiaries 

2005 2004 Change % Change 
(in millions) 

Net income $ 63 $ 64 $ (1 ) (2 )% 

Net income for CG&E was relatively flat for the third quarter of 2005, as compared to 2004. The increased electric gross margins 
due to warmer weather in the third quarter of 2005, as compared to 2004, and rate tariff adjustments resulting from the implementation 
of the RSP in January 2005 were offset by decreased non-retail margins and increased Opemtioil arzd t7zairzter1arlce expenses. 

Gross Margins 

Gross margins for CG&E for the quarters ended September 30, 2005, and 2004 were as follows: 

Electric gross margin(1) 
Gas gross margin(2) 

CG&E and subsidiaries 
2005 2004 Change %I Chanae 

(in millions) 

$ 336 $ 312 $ 24 8% 
38 40 (2 (5) 

(1) Electric gross margin is calculated as Electric operating revertues less Fuel, emissioi1 allowances, and purchased 
power expense fiom the Condensed Consolidated Statements of Income. 

(2) Gas gross margin is calculated as Gas opemtirlg revetzues less Gas purchased expense from the Condensed 
Consolidated Statements of Income. 

Cooling degree days and heating degree days in CG&E's service territory for the quarters ended September 30,2005, and 2004 were 
as follows: 

CG&E and subsidiaries 

2005 2004 Change % Change 

Cooling degree days(1) 



Heating degree days(2)(3) 

(1 )  Cooling degree days are the differences between the average temperature for each day and 65 degrees, assuming the 
.Crees. average temperature is greater than 65 d ~ ,  

(2) Heating degree days arc the differences between the average temperature for each day and 59 degrees, assuming the 
average temperature is less than 59 degrees. 

(3) Beginning in January 2005. we modilied our heating degree days base temperature from 65 degrecs to 59 degrees to 
more accurately reflect curlent consumer behavior. Prior year amounts have been updated to reflect this change. 

Electric Gross Margins 

The eight percent increase in CG&E's electric gross margins was primarily due to: 

Higher retail margins of $36 million reflecting: 

A $33 million increase resulting from warmer weather in the third quarter of 2005, as compared to 2004; and 

A $19 million increase in rate tariff adjustments resulting from implementation of the RSP in January 2005. 

Partially offsetting these increases was a $23 million increase in fuel, emission allowance, and purchased power costs 
attributable to fixed price residential customers. 

* A $22 million increase in margins from power marketing and trading contracts. 



A decline of $34 million in non-retail margins. We actively manage our non-regulated generation portfolio through a 
mix of real-time and forward sales of power and the corresponding purchase of fuel (pri~narily coal) and emission 
allowances. When power is sold forward, we typically purchase the fuel and emission allowances required tci produce 
the power, thereby locking in our eventual margin at the time of delivery. The market values of these commodities 
change independently over time. At times, the value of the fuel and emission allowances becomes greater than that of the 
output of electricity. In these instances, we will purchase forward power to be used to deliver against forward power 
sales, and in turn sell the I'uel andlor emission allowances. Margins declined due to: 

During the third quarter of 2005, we recognized margins of $69 ~nillion less than the comparable period in  2004 
due to timing differences in revenue recognition between certain components of our generation portfolio. 
Emission allowances and the majority of fuel contracts typically follow the accrual method of accounting. 
However, GAAP requires that certain forward purchases of coal and forward sales of power (those classified as 
derivatives) use the MTM method of' accounting. This differing accounting treatment for the various 
components of the generation portfolio can lead to volatility in reported results. Our gross margins reflect $72 
million of unrealized losses in 2005 and $3 million of unrealized losses in 2004 (representing a $69 million 
change period to period) as a result of forward purchases of coal and f b ~  ward sales of powernd  the use of 
MTM accounting. A substantial portion of these unrealized losses are expected to reverse in the fourth quarter 
of 2005 and the first quarter of 2006. 

0 Higher fuel costs during the quarter. 

Partially offsetting these declines were margins of $37 million more than the compa~able period in 2004 as a result of 
selling emission allowances which were no longer needed to meet our non-retail forward power sales commitments. 
This gain reflects significant increases in prices of SO2 emission allowances throughout rnuch of 2004 and 2005. Based 
on projected generation, we have sufficient fuel and emission allowances to meet our non-retail forward power sales 
commitments over the next several years, and we will continue to evaluate and optimize our generation resources to 
produce the best economic returns for these assets. 

Other Operating Revenues and Costs of Fuel Resold 

The 48 percent increase in Otlzer Operariilg Reverlues was due to a $20 million increase in revenues from coal origination resulting 
from increases in coal prices and tons of coal sold. 

Costs offuel ~esold represents the costs of coal origination activities. These costs have increased in 2005, which is consistent with the 
increase in the associated revenucs as previously discussed. 

The following explanations correspond with the line items on the Condensed Consolidated Statements of Income for CG&E. 
However, only the line items that varied significantly from prior periods are discussed. 

Other Operating Expenses 

CG&E and subsidiaries 

2005 2004 Change % Change 
(in millions) 

176 $ 153 $ 23 15 % 
Depreciation 46 46 - - 



Taxes other than income 
taxes 



Operatiorz and Maintenarzce 

Thc 15 percent incrcasc in  Operation atzd tnait~terlatlce expense was primarily due to the following factors: 

Increased regulatory asset amorlization of $15 million related to CG&E's RTC. This increase rellects accelerated 
recovery of the ~egulatory asset due to both (a) the cessation of deferrals for non-residential customers due to the end of 
the market develop~nent period for those customers at the end of 2004 and (b) a reduction in revenues lost from switched 
custotners, which is also recovered through the RTC; 

Increascd costs of $4 million primarily associated with the sales of accounts receivable to an unconsolidated affiliate due 
to increased lees charged by the buyer of the receivables and an inc~ease in  the volume in receivables sold; and 

An increase of $4 million of labor expenses primarily resulting from employee incentives was partially offset by a 
decrease in severance payments. 

Taxes otlzer tlzatz Ztzcome Taxes 

The 16 percent increase in Taxes otlzer that1 incon~e taxes was primarily due to increases in property taxcs and increases in gross 
receipts taxes. 

Income Taxes 

The effective income tax rate decreased for the quarter ended September 30,2005, as compared to 2004. The decrease was primarily 
a result of finalizing the 2004 tax return and other reconciliation adjustments. 
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2005 QUARTERLY RESULtTS OF  OPERATIONS - PSI 

Summary of Results 

Net income for PSI for thc quarters ended September 30, 2005, and 2004 was as follows: 

PSI 
2005 2004 Change % Change -- 

(in millions) 

Net income $ 6 6 $  4 8 $  18 38 % 

The increase in  net income was primarily due to warmer wcather in the third quarter of 2005, as compared to 2004. This increase was 
partially offset by an increase in depreciation primarily due to the addition of pollution control equipment. 

Electric Gross Margins 

Gross margins for PSI for the quarters ended September 30, 2005, and 2004 were as follows: 

I'SI 
2005 2004 Change % Cl~anae 

(in millions) 

Electric gross margin(1) 

(I) Electric gross margin is calculated as Electric operating reverzues less Fuel, er~iissioiz allowatzces, and 
purclzased power expcnse from the Condensed Consolidated Statements of Income. 

Cooling degree days and heating degree days in PSI'S service territory for the quarters ended September .30,2005, and 2004 were as 
follows: 

PSI 
2005 2004 Change % Chanee 

Cooling degree days(]) 
Heating degree days(2)(3) 

(1) Cooling degree days are the differences between the average temperature for each day and 65 degrees, assuming the 
average temperature is greater than 65 degrees. 



(2) Heating degree days arc the diffe~ences between the average temperature for each day and 59 degrees, assuming the 
wees .  average temperature is less than 59 d ~ ,  

(3) Beginning in January 2005, we modified our heating degree days base temperature from 65 degrees to 59 degrees 
to more accurately rellect current consumer behavior. Prior year amounts have been updated to reflect this change. 

The 14 percent increase in PSI'S electric gross margins was primarily due to the following factors: 

0 A $24  nill lion increase resulting from warn~er weather in the th i~d quarter o r  2005, as compared to 2004; 

A $6 million increase resulting from growth in non-weather related demand; and 

A $5 million increase in non-retail margins, primarily attributable to margins realized from wholesale sales from 
generation available after serving regulated retail customers. 



The following explanations correspond with the line items on the Condensed Consolidated Statements of Income lor PSI. However, 
only the line itcrns that varied significantly from prior periods are discussed. 

Other Operating Expenses 

PSI 
2005 2004 Change % Change 

(in millions) 

Operation and 
maintenance 9; 1 1 3 s  1 1 9 $  (6)  (5 )% 
Depreciation 66 5 5 11 20 
Taxes other than 
income taxes 12 10 2 20 

Operatiorz artd Maiizteizarzce 

The five percent decrease in Operation atzd nzai17terza11ce expense was primarily due to the tollowing factors: 

Decreased labor expenses of $5 million related to decreased severance payments and employee incentive costs; and 

A decrease o i  outside serviccs costs of $4 million primarily related to decreased litigation and other consulting costs. 

These decreases are partially offset by increased costs associated with the sales of accounts receivable to an unconsolidated affiliate 
primarily related to increased fees charged by the buyer of the receivables and an increase in the volume of receivables sold. 

The 20 percent increase in Depreciation expense was primarily due to the addition of depreciable plant for pollution control 
equipment which is recovered from ratepayers. 

Interest Expense 

The 18 percent increase in Interest Expense was primarily due to an increase in  average long-term debt outstanding and an increase in 
interest rates for our variable rate debt. This expense was partially offset by interest income received on restricted deposits obtained 
through these incremental borrowings, which was recorded in Miscellaneous Inconze -Net associated with the additional debt 
outstanding. 
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2005 YEAR TO DATE RESUL'I'S OF' OPERATIONS - CINERGY 

Given the dynamics of our business, which include regulatory revenues with directly offsetting expenses and commodity trading 
operations for which results are primarily reported on a net basis, we have concluded that a discussion of our results on a gross margin 
basis is most appropriate. Electric gross margins represent electric operating revenues less the related direct costs of fuel, emission 
allowances, and purchased power. Gas gross margins represent gas operating revenues less the related direct cost of gas purchased. 
Within each of these areas. we will discuss the key drivers of our results. Gross margins for Cinergy for Regulated and Commercial 
for the nine months ended September 30, 2005, and 2004 were as follows: 

2005 2004 Change % Change 2005 2004 Change % Change 
(in millions) 

Electric gross 
margin(1) $ 1,388 $ 1,243 $ 145 1 2 % $  5 0 9 $  5 0 4 $  5 1% 
Gas gross margin(2) 179 188 (9) (5 3 45 (42) (93) 

(1) Electric gross margin is calculated as Electric opelatirlg reverzues less Fuel, er?zissiorz allo+vances, arid pu~lzased power 
expense from the Condenscd Consolidated Statements of Income. 

( 2 )  Gas gross margin is calculated as Gas opelzlti~zg reverzues less Gas pztrclzased expense from the Condensed 
Consolidated Statements of Income. 

Cooling degree days and heating degree days are metrics commonly used in the utility industry as a measure of' the impact weather has 
on results of operations. Cooling degree days and heating degree days in Cinergy's service territory for the nine months ended 
September 30,2005, and 2004 were as follows: 

2005 2004 Change % Change 

Cooling degree days(1) 
Heating degree days(2)(3) 

(1) Cooling degree days are the differences between the average temperature for each day and 65 degrees, assuming the 
average temperature is greater than 65 degrees. 

(2) Heating degree days are the differences between the average temperature for each day and 59 degrees, assuming the 
average temperature is less than 59 degrees. 

(3) Beginning in January 2005, we modified our heating degree days base temperature from 65 degrees to 59 degrees to 
more accurately reflect current consumer behavior. Prior year amounts have been updated to reflect this change. 

Regulated 



Gross Margins 

The 12 percent increase in Regulated's electric gross margins was primarily due to the following factors: 

A $68 million increase resulting li-om a higher price reccived per megawatt hour (MWh) in the first half of 2005 due 
primarily to PSI's 2004 base retail electric rate increase; 

* A $42 million increase resulting primarily from warmer weather in the third quarter of 2005, as compared to 2004; 

A $16 million increase in PSI'S non-retail margins, primarily resulting from reduced fuel expense rellecting 
ad-justments to PSI's cost of synthetic fuel; and 

0 A $9 million increase due.to growth in non-weather related demand. 

These increases were partially offset by a decline of $15  nill lion reflecting rate reductions associated with a property tax adjustment 
for PSI. 

The five percent decrease in Regulated's gas gross margins was due, in part, to a decline in non-weather related demand. 



Commercial 

Gross Margins 

'T'he one percent increase in Commercial's electric gross margins was primarily due to: 

0 A $29 million increase in margins from power marketing and trading contracts. 

Highel retail margins of $7 million reflecting: 

0 A $3 1 million increase resulting from implementation of CG&E's RSP in January 2005; and 

A $9 million increase resulting primarily from warmer weather in the third quarter of 2005, as compared 
to 2004. 

Also contributing to retail margins were increased volumes, due in part to the return of certain CG&E retail customers to 
full electric service. Partially offsetting these increases was a $40 million increase in fuel, emission allowance, and 
purchased power costs attributable to CG&E7s fixed price residential customers. 

A $31 million decline in non-retail margins, caused primarily by higher fuel costs. We actively manage our 
non-regulated generation portfolio through a mix of real-time and forward sales of power and the corresponding 
purchase of fuel (primarily coal) and emission allowances. When power is sold forward, we typically purchase the fuel 
and emission allowances required to produce the power, thereby locking in our eventual margin at the time of delive~y. 
The market values of these commodities change independently over time. At times, the value of the fuel and emission 
allowances becomes greater than that of the output of electricity. In these instances, we will purchase forward power to 
be used to deliver against forward power sales, and in turn sell the fuel andlor emission allowances. 

During 2005, we recognized margins of $107 million less than the comparable period in 2004 due to timing differences 
in revenue recognition between certain components of our generation portfolio. Emission allowances and the majority of 
fuel contracts typically follow the accrual method of accounting. However, GAAP requires that certain forward 
purchases of coal and forward sales of power (those classified as derivatives) use the MTM method of accounting. This 
differing accounting treatment for the various components of the generation portfolio can lead to volatility in reported 
results. Our gross margins reflect $104 million of unrealized losses in 2005 and $3 million of unrealized gains in 2004 
(representing a $107 million change period to period) as a result of forward purchases of coal and forward sales of power 
and the use of MTM accounting. A substantial portion of these unrealized losses are expected to reverse in the fourth 
quarter of 2005 and the first quarter of 2006. 

Largely offsetting these declines were margins of $103 tnillion more than the comparable period in 2004 as a result of 
selling emission allowances which were no longer needed to meet our non-retail forward power sales commitments. 
This gain reflects significant increases in prices of SO1 emission allowances throughout much of 2004 and 2005. Based 
on prqjected generation, we have sufficient fuel and emission allowances to meet our non-retail forward power sales 
commitments over the next several years, and we will cor~tinue to evaluate and optimize our generation resources to 
produce the best economic returns for these assets. 

The 93 percent decrease in Commercial's gas gross margins was primarily due to the following factors: 



A $35 million decrease in financial trading margins primarily from trading results in the second quarter of 2005; and 

An $1 1 million decrease due to timing differences in revenue recognition between physical storage activities and the 
associated derivative contracts that hcdge the physical storage. These agreements with pipelines to store natural gas and 
deliver in a future pcriod with higher prices (typically winter) follow the accrual method of accounting. However, the 
derivative contracts hedging the gas are required under GAAP to be accounted for under the MTM method of 
accounting. The differing accounting treatments can lead to volatility in reported results. Oul year-to-date gross 
margins reflect $25 inillion ol unrealized losses in 2005 and $14 million of unrealized losses in 2004 (representing an 
$1 1 million change period to period) as a result of derivative contracts and the use of MTM accounting.. 



Partially offsetting these decreases was a $13 million increase in physical trading margins primarily resulting Irorn favorable price 
movements in the third quartcr of2005. 

Other Operatirzg Reveitztes and Costs of Fuel Resold 

The 40 percent increase in Othet Operating Revenues was primarily due to the following factors. 

A $79 million increase in Commercial's revenues from coal origination resulting trom increases in coal prices and tons 
of coal sold; and 

A $42 million incrcase in Commercial's revenues trom the sale of synthetic fuel primarily reflecting revenues from a 
new facility purchased in  the second quarter of 2005. 

Partially offsetting these increases was a $1 5 million decrease in revenues fi-om non-regulated energy service subsidiaries. 

Costs c?f firel resold include Commercial's costs of coal origination activities and the production of synthetic fuel. These costs have 
increased in 2005, which is consistent with the increases in the associated revenues as previously discussed. 

The following explanations co~respond with the line items on the Condensed Consolidated Statements of Income for Cinergy. 
However, only the line items that varied significantly from prior periods are discussed. 

Other Operating Expenses 

2005 2004 Change % Change 
(in millions) 

Operation and maintenance $ 1,025 $ 969 $ 56 6 %  
Depreciation 387 334 53 16 
Taxes other than income taxes 209 204 5 2 

Operation arzd Mairtterzance 

The six percent increase in Operatioil and nzuintenance expense was primarily due to the following factors: 

Increased regulatory asset amortization of $27 million related to CG&E's RTC. This increase reflects accelerated 
recovery of the regulatory asset due to both (a) the cessation of deferrals for non-residential customers due to the end of 
the market development period for those customers at the end of 2004 and (b) a reduction in revenues lost from switched 
customers, which is also recovered through the RTC; 

An increase of $13 million in costs at our synthetic fuel facilities primarily related to production costs at a new facility 
purchased in the second quarter of 2005; 



Expenses of $13 million relatcd to outsidc services costs for the pending Duke-Cinergy merger; 

Increased costs of $10 million associated with the sales of accounts receivable to an unconsolidated affiliate primarily 
due to incrcased fees charged by the buyer of the receivables and an increase in the volume of receivables sold; and 

Increased labor costs clue to severance payments of $9 million. 

Thesc increascs were partially onset by decreased e~nployee incentive costs of $12 million and a decrease in outsidc scrvicc costs of 
$10  nill lion lelated to our continuous improvement initiative in  2004. 

Depreciation 

The 16 pcrcent incrcase in Deplaciatiorz expense was primarily due to (a) higher depreciation rates, as a rcsult of changes in  uscful 
lives of production assets and an increased rate for cost of removal, (b) recovery of deferred 



depreciation costs, and (c) the addition of depreciable plant for pollution control equipment, all of which are recovered from 
ratepayers. 

Equity in Earnings of Unconsolidated Subsidiaries 

The 39 percent increase in E q u i ~  in Enlplitlgs c~f'Uncot~.soliclntecl Subsicli~~ries is primarily due to $5 million in equity in earnings of'a 
cogeneration project that became fully operational in April of 2004. 

Miscellaneous Income (Expense) - Net 

The increase in Miscell~rrzeo~ts Itlcoine (Expense) - Net was due to $49 million in impailment and disposal charges recognized in the 
first nine months of2004 on certain investments in Power Technology and Infrastructure. The increase was partially offset by $8 
million in gains on the sale of other investments during 2004. 

Incorne Taxes 

The effective income tax rate decreased for the nine months cnded September 30.2005, as compared to 2004. The decrease was 
primarily a ~esult  of an increase in the amount of estimated annual tax credits associated with the production and sale of synthetic 
fuel. Cinergy's 2005 effective tax rate is expected to be approximately 22 percent. 
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2005 YEAR T O  DATE RESULTS O F  OPERATIONS - CG&E 

Summary of Results 

Nct income for CG&E for the ninc months ended September 30,2005, and 2004 was as follows: 

CGBE and subsidiaries 

2005 2001 Change '70 Change 
(in millions) 

Net income $ 201 $ 197 $ 4 2 %  

Net income for CG&E was relatively flat for the first nine months of 2005, as compared to 2004. Net income increased due to 
increased rate tariff adjustments resulting from implementation of the RSP in January 2005 and increased margins due to warmcr 
wcather in the third quarter of 2005, as compared to 2004. 

These increases were partially offset by increased fuel, emission allowances, and purchased power costs attributable to fixed price 
residential customers and increased Operution aizd n~aiiztenance expense due primarily to increased regulatory asset amortization and 
increased expenses related to the pending Duke-Cinergy merger. 

Gross Margins 

Gross margins for CG&E for thc nine months ended Scptembcr 30, 2005, and 2004 were as follows: 

CGBE and subsidiaries 
2005 2004 Change % Change 

(in millions) 

Electric gross margin(]) 
Gas gross margin(2) 

(1) Electric gross margin is calculated as Electric operating reveizues less Fuel, emission allowaizces, arzdpurclzased 
power expense from the Condensed Consolidated Statements of Income. 

(2) Gas gross margin is calculated as Gas opemting reveizues less Gas purchased expense from the Condensed 
Consolidated Statements of Income. 

Cooling degree days and heating degree days in CG&E's service territory for the nine months ended September 30, 2005, and 2004 
were as follows: 



Cooling degree days(1) 
Heating degree days(2)(3) 

CG&E and subsidiaries 
2005 2004 Change C/o Change 

(1) Cooling deglec days are the differences between the average temperature for each day and 65 degrees, assumlng 
the average temperature is greater than 65  degrees. 

(2) Heating degree days ale the differences between the average temperature for each day and 59 degrees, assuming 
the average tcrnperature is less than 59 d ~ ,  -0rees. 

(3) Beginning in January 2005, we modified our heating degree days base tempclatule from 65 deg~ees to 59 
degrees to more accurately reflect current consumer behavior. Prior year amounts have been updated to reflect 
this change. 



Electric Gross Margirzs 

The five percent increase in CG&E's clcctric gross margins was primarily due to: 

Higher retail margins of's48 million leflecting: 

* A $39 million increase in rate tariff acijustments resulting from implementation of the RSP in January 
2005; and 

A $30 million increase resulting primarily from warmer weather in the third quarter of 2005, as compared 
to 2004. 

Also contributing to retail margins werc increased volumes, due in part to the return of certain retail customers to full 
electric service. Partially oflsetting these increases was a $40 million increase in fuel, emission allowance, and 
purchased power costs attributable to fixed price residential customers. 

0 A $29 million increase in margins from power marketing and trading contracts. 

A $31 million decline in non-retail margins, caused primarily by higher fuel costs. We actively manage our 
non-regulated generation portfolio through a mix of real-time and forward sales of power and the corresponding 
purchase of fuel (primarily coal) and emission allowances. When power is sold forward, we typically purchase the fuel 
and emission allowances required to produce the power, thereby locking in our eventual margin at the time of delivery. 
The market values of these commodities change independently over time. At times, the value of the fuel and emission 
allowances becomes greater than that of the output of electricity. In these instances, we will purchase forward power to 
be used to deliver against forward power sales, and in turn sell the fuel andlor emission allowances. 

During 2005, we recognized margins of $107 million less than the comparable period in 2004 due to timing differences 
in revenue recognition between certain components of our generation portfolio. Emission allowances and the majority of 
fuel contracts typically follow the accrual method of accounting. However, GAAP requires that certain forward 
purchases of coal and forward sales of powcr (those classified as derivatives) use the MTM method of accounting. This 
differing accounting treatment for the various componcnts of the generation portfolio can lead to volatility in reported 
results. Our gross margins rellect $104 million of unrealized losses in 2005 and $3 million of unrealized gains in 2004 
(representing a $107 million change period to period) as a result of forward purchases of coal and forward sales of power 
and the use of MTM accounting. A substantial portion of these unrealized losses are expected to reverse in the fburth 
quarter of 2005 and the first quarter of 2006. 

Largely offsetting these declines were margins of $103 million more than the comparable period in 2004 as a result of 
selling emission allowances which were no longer needed to meet our non-retail forward power sales commitments. 
This gain reflects significant increases in prices of SO2 emission allowances throughout much of 2004 and 2005. Based 
on projected generation, we have sufficient fuel and emission allowances to meet our non-retail forward power sales 
commit~nents over the next several years, and we will continue to evaluate and optimize our generation resources to 
produce the best economic returns for these assets. 

Gas Gross Margins 

The four percent decrease in CG&E's gas gross margins was due, in part, to a decline in non-weather related demand. 



Other Operating Revenues and Costs of Fuel Resold 

The increase in Other Operatirlg Reverzues was due to a $91 million increase in revenues fiom coal origination resulting from 
increases in coal prices and tons oScoal sold. 

Costs qf!f:fi~el re~old represents the costs of coal origination activities. These costs have increased in 2005, which is consistent with the 
increase in the associated revenues as previously discussed. 

'The following explanations correspond with the line items on the Condensed Consolidated Statements of Income for CG&E. 
how eve^, only the line items that varied significantly Srom prior periods are discussed. 



Other Operating Expenses 

CG&E and subsidiaries 

2005 2004 Change % Change 
(in millions) 

Operation and maintenance $ 510 $ 4513 $ 57 1.3 % 
Depreciation 136 136 - - 

Taxes other than income taxes 163 159 4 3 

Operation arld Mairzterzance 

The 13 percent increase in Ol7emtinn aid maintenance expense was primarily due to the following factors: 

Increased regulatory asset amortization of $27 million related to CG&E's RTC. This increase reflects accelerated 
recovery of the regulatory asset due to both (a) the cessation of deferrals for non-residential customers due to the end of 
the market development period for those customers at the end of 2004 and (b) a reduction in revenues lost lrom switched 
customers, which is also recovered through the RTC; 

Expenses of $1 1 million related to outside service costs for the pending Duke-Cinergy merger; 

Increased labor expenses of $7 million primarily resulting from employee incentive costs and severance payments; and 

Increased costs of $7 million primarily associated with the sales of accounts receivable to an unconsolidated affiliate 
primarily related to increased fees charged by the buyer of the receivables and an increase in the volume of receivables 
sold. 

These increases were partially offset by a decrease in outside service costs of $5 million related to our continuous improvement 
initiative in 2004. 

Taxes otlzer than Irzconte Taxes 

The three percent increase in Taxes other tharr income taxes was primarily due to increases in gross receipts taxes. 

Interest Expense 

The seven percent increase in Interest Experzse was primarily due to an increase in average long-term debt outstanding and an 
increase in interest rates for our variable rate debt. 

Incorne Taxes 

The effective income tax rate decreased for the nine months ended September 30,2005, as compared to 2004. The decrease was 



primarily a result of a change in Ohio law to phase-out the Ohio franchise tax and finalizing the 2004 tax return. The phase-out of 
the Ohio franchise tax resulted in the elimination of state income tax deferrals under GAAP thus reducing the effective income tax rate 
during the period. See "Ohio Taxes" in "Futu~e Expectation/Trends" for additional information. 
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2005 YEAR TO DATE RESULTS OF OPERATIONS - PSI 

Summary of Results 

Net income for PSI for the nine months ended September 30, 2005, and 2004 was as follows: 

PSI 
2005 2004 Change % Change 

(in millions) 

Net income 

The increase in net income was primarily due to the impact or PSI's 2004 base retail electric rate increase and warmer weather in the 
third quarter of 2005, as compared to 2004. 

These increases were partially ofSset by an increase in depreciation due to increased depreciation rates and the addition of depreciable 
plant. 

Electric Gross Margins 

Gross margins for PSI for the nine months ended September 30, 2005, and 2004 were as follows: 

PSI 
2005 2004 Change % Change 

(in millions) 

Electric gross margin(]) $ 926 $ 817 $ 109 13 % 

( I )  Electric gross margin is calculated as Electric operatirzg revenues less Fuel, ernissiorl allowances, and purchased 
power expense from the Condensed Consolidated Statements of Income. 

Cooling degree days and heating degree days in PSI's service territory for the nine months ended September 30,2005, and 2004 were 
as follows: 

PSI 
2005 2004 Chanpe % Change 

Cooling degree days(] ) 1,210 880 330 38 % 
Heating degree days(2)(3) 2,432 2,509 (77) (3) 



(1) Cooling degree days are the differences between the average temperature lor each day and 65 degrees, 
assuming the average temperature is greater than 65 degrees. 

(2) Heating degree days aIc the differences between the average temperature for each day and 59 degrees, assumir 
the average temperatule is less than 59 degrees. 

, 

(3) Beginning in January 2005. we modified our heating deglee days base temperatule frorn 65 degrees to 59 
degrecs to more accurately reflect curlent consumer behavior. Plior year amounts have been updated to reflect 
this change. 

The 13 pelcent increase in PSI's electric gross margins was primarily due to the following factors: 

A $68 million increase resulting from a higher price received per MWll in the first half of 2005 due primarily to PSI's 
2004 base retail electric late increase; 

* A $21 million increase resulting primarily from warmer weather in  the third quarter of 2005, as compared to 2004; 

A $16 million increase i n  non-retail margins, primarily resulting frorn reduced fuel expense reflecting adjustments to 
PSI's cost of synthetic fuel; and 

A $9 million increase due to growth in non-weather related demand. 



These increases were partially offset by a decline of $15 million reflecting rate reductions associated with a property tax ad.justment. 

The following explanations correspond with the line items on the Condensed Consolidated Statements of Income for PSI. However, 
only the line items that varied significantly from prior periods are discussed. 

Other Operating Expenses 

. PSI 
2005 2004 Change '70 Cliange 

(in millions) 

Operation and maintenance 
Depreciation 
Taxes other than income taxes 

Operation and Mairzterzarzce 

The two percent increase in Operatioil and n~aittteizaizce expense was primarily due to various increases in operating costs and 
increased distribution system maintenance cost. These increases were partially offset by decreased regulatory comlnission expenses 
and decreased labor costs primarily related to employee incentives. 

Depreciatioiz 

The 25 percent increase in Depreciatioiz expense was primarily due to (a) higher depreciation rates, as a result of changes in useful 
lives of production assets and an increased rate for cost of removal, (b) recovery of deferred depreciation costs, and (c) the addition of 
depreciable plant for pollution control equipment, all of which are recovered from ratepayers. 

Miscellaneous Income - Net 

The increase in Miscellaizeous Iizcome -Net was primarily due to an increase in the rate for allowance for funds used during 
construction and interest income on restricted deposits. 

Interest Expense 

The 22 percent increase in Iiztel-est Expense was primarily due to an increase in average long-term debt oi~tstanding and an increase in 
interest rates for our variable rate debt. This expense was partially offset by interest income received on restricted deposits obtained 
through these incremental borrowings, which was recorded in Miscellaneous Iizcori~e -Net associated with the additional debt 
outstanding. 
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2005 YEAR TO DATE RESULTS OF OPERATIONS - ULH&P 

Summary of Results 

The Results of Operations discussion [or ULH&P is presented only for the nine months ended September 30. 2005, in accordance 
with Gencral Instruction H(2)(a) of Form 10-Q. 

Electric and gas gross margins and net income for ULH&P for the nine months ended September 30, 2005, and 2004 were as f'ollows: 

ULH&P 
2005 2004 Cliange % Change 

(in millions) 

Electric gross margin(1) $ 55 $ 52 $ 3 6 %  
Gas gross margin(2) 32 32 - - 

Net income 9 13 (4 ) (31 ) 

(1) Electric gross margin is calculated as Electric operating leverzues less Electricity purclzasedfrom parent 
cor?zpanyfor resale expense from the Condcnsed Statements of Income. 

(2) Gas gross margin is calculated as Gas operzltirzg revenues less Gas purclzased expense from the Condensed 
Statements of Income. 

The six percent increase in electric gross margins was primarily due to increased demand caused by warmer weather in the third 
quarter of 2005, as compared to 2004. Gas gross margins remained flat as an increase in rate tariff adjustments associated with the gas 
main replacement program and the demand-side management program, which encourages efficient customer gas usage, was partially 
offset by a decline in non-weather related demand. 

The 31 percent decrease in net income was partially due to higher operation and maintenance costs associated with the transmission of 
electricity. Operation and maintenance cost also increased due to increased expense related to the pending Duke-Cinergy merger arid 
increased costs associated with sales of accounts receivables to an unconsolidated affiliate. Also contributing to the decrease in net 
income were increased property taxes. Thcre were also increases in  Interest Expense related to an increase in average long-term debt 
outstanding. 'These decreases were partially offset by the increase in electric gross margins as previously discussed. 



MD&A - LIQUIDITY AND CAPITAL, RESOURCES 

LIQUIDITY AND CAPITAL RESOURCES 

Capital Requirements 

E11vi1-orznzental Issues 

E ~ ~ v i r o i ~ m e ~ ~ t a l  Protection Agency Regz~lariorzs 

In March 2005, the EPA issued the Clean Air Interstate Rule (CAIR) which would require states to revise their State Implementation 
Plan (SIP) by September 2006 to address alleged contributions to downwind non-attainment with the revised National Ambient Air 
Quality Standards for ozone and fine particulate matter. The rule established a two-phase, regional cap and trade program for SO, and 
NOx, affecting 28 states, including Ohio, Indiana. and Kentucky, anti requires SO: and NOx emissions to be cut 70 percent and 65 percent, respectively, by 
2015. At the same time, the EPA issued the Clean Air Mercury Rule (CAMR) which requires reductions in mercury emissions from coal-fired power plants 
beginning in 2010. The final regulation also adopts a two-phase cap and trade approach that requires mercury emissions to be cut by 70 percent by 2018. SIPS 
must comply with the prescribed reduction levels under CAIR and CAMR; however. the states have the ability to introduce more stringent requirements if 
desired. Under both CAIR and CAMR. companies have flexible compliance options including installation of pollution controls on large plants where such 
controls are particularly efficient ant1 utilization of emission allowances for smaller plants where controls are not cost effective. In August 2005, the EPA 
proposed a Federal implementation Plan (FIP) to act as a backstop to ensure that states implement the CAIR in a timely manner. If a state fails to develop a 
CAIR SIP, the EPA intends to finalize the FIP in time to implement phase I of CAIR for the state by 2009 and 2010 for NO x and SO,, respectively. Numerous 
states. environmental organizations, industry groups, including some of which Cinergy is a member, and individual companies have challenged various portions 
of both rules. Those challenges are currently pending in the Federal Circuit Court for the District of'Columbia. On October 21,2005, the EPA agreed to 
~econsider certain aspects of the CAMR and the determination not to regulate mercury under Section 112 of the Clean Air Act (CAA). At this time we cannot 
predict the outcome of these matters. 

Over the 2005-2009 time period, we expect to spend approximately $1.8 billion to reduce mercury, SO,, and NOx emissions. These 
estimates include estimated costs to comply at plants that we own but do not operate and could change when taking into consideration 
compliance plans of co-owners or operators involved. Moreover. as market conditions change. additional compliance options may 
become available and our plans will be adjusted accordingly. Approximately 60 percent of these estimated environmental costs would 
be incurred at PSI'S coal-fired plants, for which recovery would be pursued in accordance with regulatory statutes governing 
environmental cost recovery. See "PSI Environmental Compliance Case" in  "Future Expectations/Trends7' for more details. CG&E 
would receive partial recovery of depreciation and financing costs related to environmental compliance projects for 2005-2008 
through its recently approved RSP. See "CG&E Electric Rate Filing" in  "Future ExpectationsiTrends" for more details. 

The EPA made final state non--attainment area designations to implement the revised ozone standard and to implement the new fine 
particulate standard in June 2004 and April 2005, respectively. Several counties in which we operate have been designated as being in 
non-attainment with the new ozone standard andlor fine particulate standard. States with counties that are designated as being in 
non-attainment with the new ozone andlor line particulate standards are required to develop a plan of compliance by June 2007 and 
April 2008, respectively. Industrial sources in or near those counties are potentially subject to requirements for installation of 
additional pollution controls. In March 2005, various states, local governments, environmental groups, and industry groups, including 
some of which Cinergy is a member, filed petitions for review in  the United Slates Court of Appeals for the D.C. Circuit to challenge 
the EPA's particulate matter non-attainment designations. Although the EPA has attempted to structure CAIR to resolve purported 
utility contributions to ozone and fine particulate non-attainment, at this time, Cinergy cannot predict the effect of current or future 
non-attainment designations on its financial position or results of operations. 

In July 2005, the EPA issued its final regional haze rules and implementing guidelines in response to a 2002 judicial ruling 
overturning key provisions of the original program. The regional haze program is aimed at reducing certain emissions impacting visibility in national 
parks and wilderness areas. The EPA has announced that it can foresee no circumstances where the requirements of the regional haze rule would require utility 
controls beyond those required 





under CAIR. The EPA also found that states participating in the CAIR cap and trade program need not require electric generating 
units to adhere to best available retrofit technology requirements. The states have until December 2007 to finalize theil SIPS 
addressing compliance with EPA regulations. The states may choose to implement more stringent guidelines than promulgated by the 
EPA, and therefore it is not possible to predict whether the regional haze rule will have a material effect on our financial position or 
results of operations. 

Clear Slcies Legislatior1 

Prcsidcnt Bush has proposed environmental legislation that would combine a series of CAA requirements, including the recent 
mercury, SO?. and NOx reduction regulations for coal-fired power plants with a legislative solution that includes trading and specific 
emissions reductions and timelines to meet those rcductions. The President's "Clear Skies Initiative" would seek an ovelall 70 percent 
reduction in  emissions from power plants over a phased-in reduction schcdule beginning in 2010 and continuing through 2018. When 
the Clear Skies Initiative was stalled in  Congress, the EPA finalized the CAIR and CAMR regulations to accomplish Cleal Skies' 
goals within the existing framework of the CAA. Clear Skies has been reintroduced in  the Senate in 2005, but its prospects for 
passage are uncertain in the current session. At this time, we cannot predict whethel this or any multi-emissions bill will be passed. 

Energy Bill 

A comprehensive energy bill (the Energy Policy Act of 2005) passed Congress in July 2005 and was signed by President Bush on 
August 8, 2005. The bill, among other things: 

* Repeals PUHCA effective six months after the bill's enactment (i.e., February 9, 2006); 

Amends certain provisions of the Federal Power Act, including new provisions related to consumer protection and 
enforcement and expands FERC's authority to impose civil and criminal penalties for, among other things, reliability 
infractions and power trading irregularities; 

* Revises the Public 'IJtility Regulatory Policies Act of 1978, including the removal of restrictions on ownership by 
electric utilities of qualifying facilities and the removal of the utility's requirement to purchase power from facilities 
under certain circumstances; 

* Provides FERC with expanded authority in the electric industry to review mergers, acquisitions and asset dispositions, 
effective six months after the bill's enactment; 

* Provides FERC with authority to oversee and enforce, through the creation of a new Electric Reliability Organization, 
reliability standards, and promotes rules that provide incentives to enhance transmission facilities; 

Includes tax incentives for the development of wind and other renewable technologies; 

* Includes tax incentives for integrated coal gasification combined cycle (IGCC) facilities; and 

* Accelerates the tax depreciation rates for pollution control equipment on power plants built after 1975. 

Under terms of the bill, Cinergy's pending merger with Duke is grandfathered under existing FERC authority. In addition, the bill 
authorizes a significant numb& of programs and grants that may be of help in, among other things, lowering the cost of adding IGCC 
facilities and furthering carbon sequestration activities. However, those authorizations must be appropriated next year by Congress. It 
is too early to determine if any of the progralns will be appropriated dollars in order to carry them out, or if Cinergy will be a direct 
beneficiary of those programs. At this time, it is too early to predict the overall impact this new legislation will have on our financial 
position or results of operations. 





We are currently involved in the following lawsuits which are discussed in more detail in Note 9(a) ol the "Notes to Condensed 
Financial Statements" in "Item 1. Financial Statcmcnts." An unfavorable outcome of any ol these lawsuits could have a material 
impact on our liquidity and capital resources. 

o CAA Lawsuit 

CO, L,awsuit - 

Selective Catalytic ~ e d u c t i o n  Units at Gibson Station 

Zimmer Station Lawsuit 

Manufactured Gas Plant Sites 

Asbestos Claims Litigation 

Peizsiori and Other Postretiremeizt Beizefits 

Cinergy maintains qualified defined benefit pension plans covering substantially all United States employees meeting certain 
minimum age and service requirements. Plan assets consist of investments in equity and debt securities. Funding for the qualified 
defined benefit pension plans is based on actuarially determined contributions, the maximum of which is generally the amount 
deductible for tax purposes and the minimum being that required by the Employee Retirement Income Security Act of 1974. as 
amended (ERISA). Although mitigated by strong performance in 2003 and 2004, ongoing retiree payments and the decline in market 
value of the investment portfolio in 2002 reduced the assets held in trust to satisfy plan obligations Additionally, continuing low 
long-term interest rates have increased the liability for funding purposes. As a result of these events, our near term funding targets 
have increased substantially. Cinergy has adopted a five-year plan to reduce. or eliminate, the unfunded pension obligation initially 
measured as of January 1, 2003. This unfunded obligation will be recalculated as of January 1 of each year in the five-year plan. 
Because this unfunded obligation is the difference between the liability determined actuarially on an ERISA basis and the fair value oi 
plan assets, the liability determined by this calculation is different than the pension liability calculated for accounting purposes 
reported on Cinergy's Condensed Consolidated Balance Sheets. 

Cinergy's minimum required contributions in calendar year 2004 totaled $16 million. Actual contributions in 2004 were $1 17 
million, reflecting additional discretionary contributions of $101 million under the aforementioned five-year plan. Due to the 
signilicant 2004 and previous calendar year contributions. Cinergy's minimum required contributions in calendar year 2005 are zero. 
Actual discretionary contributions for the nine months ended September 30, 2005 were $102 million, which is an increase from the 
$72 million disclosed in the 2004 10-K. This $30 million increase is primarily the result of a change in the retirement age assumption 
which increased the near-term funding estimates. Cinergy may consider making discretionary contributions in 2006 and future 
periods; however, at this time, we are unable to determine the amount of those contributions. Estimated contributions fluctuate based 
on changes in market performance of plan assets and actuarial assumptions. Absent the occurrence of interim events that could 
materially impact these targets, we will update our expected target contributions annually as the actuarial funding valuations are 
completed and make decisions about future contributions at that time. 

Other Zizvestiitg Activities 

Our ability to invest in growth initiatives is limited by certain legal and regulatory requirements, including the PUHCA. The PUHCA 
limits the types of non-utility businesses in which Cinergy and other registered holding companies under the PUHCA can invest as 
well as the amount of capital that can be invested in permissible non-utility businesses. These investment restrictions will terminate 
upon the repeal of PIJHCA. For a discussion of the PUHCA Repeal, see "Energy Bill7' in "Liquidity and Capital Resources." Also, 



the timing and amount of investments in the non-utility businesses is dependent on the development and favorable evaluations of 
oppo~tunities. Under the PUHCA restrictions, we are allowed to invest, or cornmit to invest, in certain non-utility businesses, 
including: 



Exempt Wholesale Generators (EWG) and Foreign TJtility Companies (FUCO) 

An EWG is an entity, certified by the FERC, devoted exclusively to owning and/or operating, and selling power 
from one or more electric generating facilities. An EWG whose generating lacilities arc located in the United States 
is limited to making only wholesale sales of electricity. An entity claiming status as an EWG must provide 
notification thereof to the SEC undcr the PUHCA. 

A FUCO is a company all ol whose utility assets and operations are located outside the United States and which are 
used for the generation. transmission, or distribution of electric energy for sale at retail or wholesale, or the 
distribution of gas at retail. A FUCO may not dc~ive any income, directly or indirectly, Srom the generation, 
transmission, or distribution of electric energy for salc or the distribution of gas at retail within the United States. 
An entity claiming status as a FUCO must provide notification thereof to the SEC under the PUHCA. 

In June 2005, the SEC issued an order under PTJHCA authorizing Cinergy to invest (including by way of guarantees) an 
aggregate amount in EWGs ant1 FUCOs equal to the sum of ( I )  our average consoliclaled retained earnings lion1 time to time plus (2) $2 
billion thl.ough the eai.lier of (a) the closing of the pentling Duke-Cinergy merger or (h) June 21,2006. As of Scptembcr 30,2005, we had 
invested or committed to invest $0.7 billion in EWGs and FUCOs, leaving available investment capacity under the order of $2.9 billion. 

Qualifying Facilities and Energy-Related Non-Utility Entities 

SEC regulations under the PTJHCA permit Cinergy and other registered holding companies to invest andlor 
guarantee an amount equal to 15 percent of consolidated capitalization (consolidated capitalization is the sum of 
Notes payable arld other short-tenn obligations. L,ollg-terli~ debt (including amounts due within one year), 
Cumulative Preferred Stock of Subsidiaries, and Total Common Stock Equity) in domestic qualifying cogeneration 
and small power production plants (qualifying facilities) and certain other domestic energy-related non-utility 
entities. At September 30,2005, we had invested andlor guaranteed $1.3 billion of the $1.5 billion available. In 
August 2004. Cinergy filed an application with the SEC requesting authority under the PUHCA to increase its 
investment and/or guarantee authority by $2 billion above the current authorized amount. In light of our existing 
unused capacity, together with the repeal of PUHCA and the pending merger with Duke, Cinergy withdrew this 
application in the third quarter of 2005. 

Energy-Related Assets 

Cinergy has been granted SEC authority undcr the PUHCA to invest up to $1 billion in non-utility Energy-Related 
Assets within the United States. Canada, and Mexico. Energy-Related Assets include natural gas exploration, 
development, production, gathering, processing, storage and transportation facilities and equipment, liquid oil 
reserves and storage facilities, and associated assets, facilities, and equipment, but would exclude any assets, 
facilities, or equipment that would cause the owner or operator thereof to be deemed a public utility company. As 
of September 30, 2005, we did not have any investments in these Energy-Related Assets. 

Infrastructure Services Companies 

In .July 2005, the SEC issued an order under the PUHCA authorizing Cinergy to invest up to $100 million 
(including existing investments and guarantees) through June 30,2008 in companies that derive or will derive 
substantially all of their operating revenues from the sale of Infrastructure Services including: 



Design, construction. set~.ofit, and maintenance ol' utility transmission and distribution systems; 



Installation and maintenance of natural gas pipelines, water and sewer pipelines, and underground and 
overhead teleco~n~nunications networks; and 

Installation and servicing of meter reading devices and related communications networks, including fiber 
optic cable. 

At September 30, 2005. we had invested $30 million in Infrastructure Services companies. 

Guarantees 

On June 23,2005. the SEC issued an order under the PUHCA authorizing Cinergy Corp. to provide guarantees in an aggregate 
amount not to exceed $3.0 billion. For a discussion ol the PUHCA Repeal, see "Energy Bill" in "L.iquidity and Capital Resources." 
As of September 30, 2005, we had $1.2 billion outstanding under the guarantees issued, of which 81 percent represents guarantees of 
obligations reflected on Cinergy's Condensed Consolidated Balance Sheets. The amount outstanding represents Cinergy Corp.'~ 
guarantees of liabilities and commitments of its consolidated subsidiaries, unconsolidated subsidia~ies, and joint ventures. 

See Note 9(c)(iv) of the "Notes to Condensed Financial Statements" in "Item 1. Financial Statements" for a discussion of guarantees 
in accordance with Financial Accounting Standards Board (FASB) Interpretation No. 45. Guarantor 's Accouiztiizg arzd Disclosure 
Req~iiremeizts for Guarantees, Iizclrrdii~g Illdirect G~ralailtees of Iizdebtediless of Others (Interpretation 45). Interpretation 45 requires 
disclosure of maximum potential liabilities for guarantees issued on behalf of unconsolidated subsidiaries and joint ventures and under 
indemnification clauses in va~ious contracts. The Interpretation 45 disclosure differs from the PUHCA restrictions in that it requires a 
calculation of maximum potential liability, rather than actual amounts outstanding; it excludes guarantees issued on behalf of 
consolidated subsidiaries and it includes potential liabilities under indemnification clauses. 

Marketiizg & Trading Liquidity Risks 

Cinergy has certain contracts in place, primarily with trading counterparties, that require the issuance of collateral in the event our 
debt ratings are downgraded below investment grade. Based upon our September 30,2005 trading portfolio, if such an event were to 
occur, Cinergy would be required, based on contractual provisions, to post up to $551 rnillion in additional collateral related to its gas 
and power trading operations. of which $108 million is related to CG&E. 

As a consequence of rising commodity prices, as of September 30,2005, Cinergy has posted $481 million in total cash collateral, of 
which $240 million is related to CG&E, and received total cash collateral of $387 million, of which $260 million is related to 
CG&E. Also, Cinergy has posted non-cash collateral in the form of letters of credit totaling $232 million. of which $225 million is 
related to CG&E, and received letters of credit totaling $482 million, of which $136 million is related to CG&E. 

Capital Resources 

Cinergy, CG&E, PSI, and ULH&P meet their cursent and future capital requirements through a combination of funding sources 
including, but not limited to, internally generated cash flows, tax-exempt bond issuances, capital lease and operating lease structures, 
the securitization of certain asset classes, short-term bank borrowings, issuance of commercial paper, and issuances of long-term debt 
and equity. Funding decisions are based on market conditions, market access, relative pricing information, borrowing duration and 
current versus forecasted cash needs. Cinergy, CG&E, PSI, and UI,H&P are committed to maintaining balance sheet health, 
responsibly managing capitalization, and maintaining adequate credit ratings. Cinergy, CG&E, PSI, and UL,H&P believe that they 
have adequate financial resources to meet their future needs. 



Sale o f  Accourtts Receivable 

CG&E, PSI, and ULH&P have an agreement with Cinergy Receivables Company, LLC (Cinergy Receivables), an affiliate, to sell, 
on a revolving basis, nearly all o f the  retail accounts receivable and related collections of CG&E, PSI, and ULH&P. Cinergy 
Iieceivables funds its purchases with borrowings fiom commercial paper conduits that obtain a security interest in the receivables. 
This program accelerates the collection of cash for CG&E, PSI, and ULH&P rclated to these retail receivables. Cinergy Corp. does 
not consolidate Cinergy Receivables because it meets the requirements to be accounted for as a qualifying special purpose entity 
(SPE). 



Notes Payable arzd Otlzer Slzort-tern1 Obligatiorzs 

We arc lequired to secure authority to issue short-term debt from the SEC under the PUHCA and from the PUCO. The SEC under 
the PUHCA regulates the issuance of shol-t-te~m debt by Cinergy Corp., PSI. and IJLH&P. The PUCO has regulatory jurisdiction 
over the issuance of short-te~m debt by CG&E. For a discussion of the PUHCA Repeal, see "Energy Bill" in "LL,iquidity and Capital 
Resources." 

Cinergy Corp. 
CG&E and subsidiaries 
PSI 
ULH&P 

Short-term Regulatory Authority 
September 30,2005 

(in millions) 
Authority Outstanding 

ri; 4,000(1) $ 874 
665 (2) 205 
600 373 
65 (2) 10 

( I  ) In June 2005, the SEC issued an order under PUHCA authorizing Cinergy to inc~ease its total capitalization 
(excluding r-etuiiied earnings and accuni~~lated orher conlpreherzsive irlco171e (loss)), which may be any 
combination of debt and equity securities, by $4 billion over the September 30, 2004 levels. Outside this 
requirement, Cinergy Corp. is not subject to specific regulatory debt authorizations. 

(2) In December 2004, Cinergy and UL,H&P requested approval from the SEC for an increase in IJL,H&P's 
authority from $65 million to $150 million to coincide with the completion of its pending transaction with 
CG&E in which ULH&P will acquire interests in three of CG&E's electric generating stations. At this time, 
we are unable to predict whether the SEC will approve this request. 

For the purposes of quantifying regulatory authority. short-term debt includes revolving credit line borrowings, uncommitted credit 
line borrowings, intercompany money pool obligations, and commercial paper. 



Cinergy Corp.'~ short-term borrow~ngs consist primarily of unsecu~ed revolv~ng lines ol credit and the sale of commercial paper. 
Cinergy Corp.'s tevolving credit facility and commercial paper program also support the short-term borrowing needs or CG&E, 
PSI, and ULN&P. In addition. Cinergy Corp., CG&E, and PSI maintain uncommitted lines of credit. These facilities are not Grm 
sources of capital but rather informal agreements to lend money, subject to availability, with pricing determined at the time of 
advance. The following table summarizes out Notes pa,iable cltld otlzel short-teltn c~hligatio~~s and Notes payable to cifiliared 
conlpanies : 

Short-term Borrowings 

Available 
Revolving 

Established Standby Lines of 
Lines Outstanding Unused Liouiditv(1) Credit 

(in millions) 

Cinergy 
Cinergy Corp. 

Revolving line(2) 
Uncommitted lines 
Commercial paper(3) 

Utility operating companies 
Uncommitted lines 
Pollution control notes 

Non-regulated subsidiaries 
Revolving lines(4) 
Short-term debt 
Pollution control notes 

Cinergy Total 

CG&E and subsidiaries 
Uncommitted lines $ 
Pollution control notes 
Money pool 

CG&E Total 

PSI 
Uncommitted lines $ 60 $ - $ 60 
Pollution control notes 136 
Money pool 373 

PSI Total $ 509 

ULH&P 
Money pool 

ULH&P Total 

(1) Standby liquidity is reserved against the 1,evolving line of credit to suppo~t the commercial paper program and outstanding letters 
of credit (cu~rently $874 million and $228 million, respectively). 

(2) Consists of a five-year facility which was entered into in Septembet 2005, matures in September 2010, and contains $500 millio 
sublimits each for CC&E and PSI, and a $65 million sublimit for ULH&P (which may be increased to $100 million upon the 
completion of its pending transaction with CG&E in which ULH&P will acquire interests in three of CG&E7s electric 
generating stations. See "Regulatory Outlook - Kentucky" in "Future Expectations/Trends" for further infbrmation regarding this 
transaction.). 



(3) Cinergy Corp.'~ commercial paper program limit is $1.5 billion. The commercial paper program is supported by Cinergy 
Corp.'s revolving lines of credit. 

(4) Of the $162 million, $150 million relates to a three-year senior revolving credit facility that Cinergy Canada, Inc. entered into in 
December 2004 and that maturcs in December 2007. 



Short-tertn Notes 

In September 2005, Cinergy Corp., CG&E, PSI, and ULH&P entered into a five-year revolving credit facility with a termination 
date of September 2010 which can be extended twice, each extension fbr an additional one-year period. The new credit agreement 
replaces two existing credit agreements, one dated April 2004 and one dated December 2004. 

The new credit agreement provides that the pending Inergel, between Duke and Cinergy Corp. will not be considered a fundamental 
change or a "Change of Control" for purposes of the credit agreement. 

FOI pu~poses of making borrowings the new cred~t agreement does not require certain environmental, litigation or material adverse 
change representations and wa~ranties that were in the credit agreements i t  replaced. 

At September 30, 2005, Cinergy Corp. had $898 million remaining unused and available capacity relating to its $2 billion revolving 
credit lacility. The revolving credit facility includes the following: 

Outstanding 
Established and Unused and 

Credit Facility Expiration Lines Committed Available 
(in millions) 

Five- -year senior 
revolving September 2010 

Commercial paper 
support $ 874 

Letter of credit support 228 
Total(1) $ 2,000 1,102 $ 898 

(1) In September 2005, Cinergy Corp. successfully placed a $2 billion senior unsecured revolving credit facility which 
replaced the $ 1  billion five-year facility, set to expire in December 2009, and the $1 billion three-year hcility, set to 
expire in April 2007. CG&E and PSI each have $500 million borrowing sublimits on this facility, and ULH&P has a 
$65 million borrowing sublimit on this facility (which may be increased to $100 million upon the completion of its 
pending transaction with CG&E in which ULH&P will acquire interests in three of CG&E's electric generating 
stations. See Note 12(a) for further information regarding this transaction.) 

In our credit facility, Cinergy Corp. has covenanted to maintain: 

* a consolidated net worth of $2 billion; and 

a ratio of consolidated indebtedness to consolidated total capitalization not in excess of 65 percent. 

As part of CG&E's $500 million sublimit under the $2 billion five-year credit facility, CG&E has covenanted to maintain: I 

* a consolidated net worth of $1 billion; and 

* a ratio of consolidated indebtedness to consolidated total capitalization not in excess of 65 percent. 



As part of PSI'S $500 million sublimit under the $2 billion Gve-ycar credit facility, PSI has covenanted to maintain: 

* a consolidated net worth of $900 million; and 

a ratio of consolidated indcbtedness to consolidated total capitalization not in cxccss of 65 percent. 

As part of IJLH&P's $65 million sublimit under the $2 billion five-year credit facility, UL,H&P has covenanted to maintain: 

a consolidated net worth of $150 million, provided that in the event that the sublimit has been increased to $100 million 
the consolidated net worth would be $200 million; and 

* a ratio of consolidated indebtedness to consolidated total capitalization not in exccss of65 percent. 

A breach of these covenants could result in the termination of the credit facility and the acceleration of the related indebtedness. In 
addition to breaches of covenants, certain other events that could result in the termination oi available credit and acceleration of the 
related indebtedness include: 

* bankruptcy; 

* defaults in the payment of other indebtedness; and 

* judgments against the company that are not paid or insured. 

The latter two events, however, are subject to dollar-based materiality thresholds. As of September 30,2005, Cinergy, CG&E, PSI, 
and UL,H&P are in compliance with all of their debt covenants. 



Variable Rate Pollutiorl Control Notes 

In October 2005, PSI bor1,owed the proceeds fiom the Indiana Finance Authority's issuance of $50 million principal amount of its 
Environmental Revenue Bonds, Serics 2005B, due October 1, 2040. Holders of the Series 2005B Bonds are entitled to credit 
enhancement in the form ol'a standby letter of credit. which if drawn upon, provides for the payment of both interest and principal on 
the Series 2005B Bonds. 'The initial interest rate for the Series 2005B Bonds was 2.75% and is reset weekly. Because the holders have 
the right to have their Bonds redeemed on a weekly basis, they are classit'ied as Notes payable arid other shor~-terrii olAigatior~s. PSI 
is using the proceeds from these borrowings to assist in the acquisition and construction of solid waste disposal facilities located at 
various generating stations in Indiana. 

Long-terr~z Debt 

We are required to secuIe authority to issue long-term debt from the SEC unde~ the PUHCA and the state utility commissions of 
Ohio, Kentucky, and Indiana. For a discussion of the PUHCA Repeal, see "Energy Bill" in "Liquidity and Capital Resources." The 
SEC under the PUHCA ~egulates the issuance of long-term debt by Cinergy Corp. The respective state utility commissions regulate 
the issuance of long-term debt by 01.11 utility operating companies. 

A summary of our long-term debt authorizatiorls at September 30, 2005, was as follows: 

Authorized Used Available 
(in millions) 

Cinergy Corp. 
PUHCA total capitalization(1) 

CG&E and subsidiarics(2) 
State Public Utility Commissions $ 575 $ - $ 575 
State Public Utility Commission - Tax-Exempt 250 9 4  156 

PSI 
State Public Utility Commission(3) $ 500 $ - $ 500 
State Public Utility Commission - Tax-Exempt(4) 250 5 0  200 

ULH&P 
State Public Utility Commission(5) 

(1) In June 2005, the SEC issued an order under PUHCA authorizing Cinergy to increase its total capitalization 
(excluding retained earlzings and accz~rizulated other cornp~.ehensive income (loss)), which may be any combination of 
debt and equity securities, by $4 billion over the September 30,2004 levels. Outside this ~equirement, Cinergy Corp. 
is not subject to specific regulatory debt authorizations. 

(2) Includes amounts for ULH&P. 

(3) In October 2005, PSI issued $350 million principal amount of its 6.12% Debentures due October 15,2035. 
I 

(4) In June 2005, the IURC granted PSI financing authority to borrow the proceeds from the issuance and sale of up to 
$250 million principal amount of tax exempt securities through December 31, 2005. In October 2005, PSI borrowed 
the proceeds from the Indiana Finance Authority's issuance of its $100 million principal amount of its Environmental 
Revenue Bonds. 



(5) In April 2005, the KPSC granted UL,H&P financing authority to issue and sell up to $500 million principal amount 
of' secured ancl unsecured debt; enter into inter-company promissory notes up to an aggregate principal amount of 
$200 million; and borrow up to a maximum of $200 million aggregate principal amount of tax-exempt debt through 
December 31,2006. This authority is contingent upon the co~npletion of its pending transaction with CG&E in which 
IJL,H&P will acquire interests in  three of CG&E's electric generating stations. See "Regulatory Outlook - 
Kentucky" in "Future Expectations/Trends" for further information regarding this transaction. 

Cinergy Corp. has an effective shelf registration statement with the SEC relating to the issuance of up to $750 million in any 
cornbination of common stock, prefe~red stock, stock purchase contracts or unsccured debt securities, of which $323 million remains 
available for issuance. CG&E has an effective shelf regist~ation statement with the SEC I-elating to the issuancc of up to $800 million 
in any combination of' unsecured debt securities, first mortgage bonds, or preferred stock, all of which remains available for issuance. 
PSI has an effective shelf registration statement with the SEC relating to the issuance of up to $800 million in any combination of 
unsecu~ed debt securities, first mortgage bonds, or preferred stock, all of which remains available for issuancc. UL,H&P has an 



effective shelf registration statement wilh the SEC for the issuance of up to $125 million in any combination of unsecured and secured 
debt securities. 

Off-Balance Sheet Arrarige~ne~zts 

As discussed i n  the 2004 10-K, Cinergy uses off-balance sheet arrangements from time to time to facilitate financing of various 
pro~jccts. Cinergy's primary off-balance sheet arrangement involves the sale of accounts receivable to a qualilying SPE. 

In 2001, Cinergy Corp. issued $316 million notional amount of combined securities, a component of which was stock purchase 
contracts. These contracts obligated the holder to purchase common shares of Cinergy Corp. stock by February 2005. Since the 
stock purchase contracts were detachable and classified in equity, the change in their f'air value was not recorded in  equity or earnings 
and therefore the stock purchase contracts were considered off-balance sheet arrangements. In January and February 2005, the stoclc 
purchase contracts were settled, ~esulting in the issuance of common stock that is recorded on Cinergy's Condensed Consolidated 
Balance Sheets as Common Stock Equity. 

Securities Ratings 

As of September 30,2005, the major credit rating agencies rated our securities as follows: 

Cinergy Corp. 
Corporate Credit 
Senior Unsecured Debt 
Commercial Paper 
Preferred Trust Securities 

CG&E 
Senior Secured Debt 
Senior Unsecured Debt 
Junior Unsecured Debt 
Preferred Stock 
Commercial Paper 

BBB+ Baa2 BBB+ 
BBB+ Baa2 BBB 
F-2 P-2 A-2 
BBB+ Baa2 BBB 

A- A3 A- 
BBB+ Baal BBB 
BBB Baa2 BBB- 
BBB B aa3 BBB- 
F-2 P-2 Not Rated 

PSI 
Senior Secured Debt A- A3 A- 
Senior Unsecured Debt BBB+ Baal BBB 
Junior Unsecured Debt BBB Baa2 BBB- 
Preferred Stock BBB Baa3 BBB- 
Commercial Paper F-2 P-2 Not Rated 

ULH&P 
Senior Unsecured Debt BBB+ Baal BBB 

(1) Fitch Ratings (Fitch) 

(2) Moody's Investors Service (Moody's) 



(3) Standard & Poor's Ratings Services (S&P) 

The highest investment grade credit rating lor Fitch is AAA, Moody's is Aaal,  and S&P is AAA. 

The lowest investment grade credit rating for Fitch is BBB-, Moody's is Baa?, and S&P is BBB-. 

On May 10, 2005. S&P placed its ratings of Cinergy Corp. and its subsidiaries on Creditwatch with negative implications. This 
action was in response to tl-re announcerncnt of the pending merger of Dulte and Cinergy and the uncertainty around the final details 
o i  the transaction. Fitch has affirmed its existing ~atings, noting that it anticipates the combined entity to achieve a credit p~ofile 
similar to that of Cinergy. Moody's has also aflirmed its ratings. anticipating that no incremental debt will be issued as a result of the 
merger. Sec "Pending Merger" for a further discussion of the transaction. 

A security rating is not a recommendation to buy, sell, 01- hold securities. These securities ratings may be revised or withdrawn at any 
time, and each rating should be evaluated independently of any other rating. 



Equity 

As discussed in the 2004 10-K, in January and February 2005, Cinergy Corp. issued a total of 9 2 million shares of common stock 
pursuant to ce~tain stock purchase contlacts that wele issued as a cornponcnt of combined securities in December 2001. Net proceeds 
from the transaction of $3 16 million were used to reduce short-term debt. 

Cinergy issues ncw Cinergy Corp. common stock shares to satisfy obligations under ccltain of its employee stock plans and the 
Ciriergy Corp. Direct Stock Purchase and Dividend Reinvestment Plan. During the nine months ended September 30,2005, Cinergy 
issued 2.5 million shares under these plans. 

In June 2005, Cinergy Corp. contributed $200 million in  capital to PSI. Thc capital contribution was uscd to iepay short-term 
iridebtedncss and is consistent with supporting PSI'S current credit ratings. 

Cash dividends declared for the quarter ended September 30,2005 include dividends of $0.48 per share which were declared by the 
board of directors on July 21 and dividends of $0.48 per share which were declared on September 30. 



MD&A - FUTIJRE EXPECTATIONStTRENDS 

FUTURE EXPECTATIONSITRENDS 

In the "Futurc Expectations/Trends" scction, we discuss developments in thc electric and gas industry and other matters. Each 01. 
thcse discussions will address the current status and potential luture impact on our financial position or results of operations. 

Electric Industry 

Regulatory O~ctlook 

Ohio 

Transfer of Duke Generating Assets 

The merger agreement provides that Duke and Cinergy will use their reasonable best efforts to transfer five generating stations 
located in the Midwest from Duke to CG&E. This transfer will require regulatory approval by the FERC and the IURC. There can 
be no guarantee that such approvals will be obtained 01 will be obtained on terms or with conditions acceptable to Duke, Cinergy, and 
Duke Energy Holding. Duke intcnds to effectuate the transfer as an equity infusion into CG&E at book value. In conjunction with 
the transfer, Duke and CG&E intend to enter into a financial arrangement over a multi-year period. to eliminate any potential cash 
shortfalls that may result from CG&E owning and operating the assets. At this time, we cannot predict the outcome of this matter. 

CG&E Electric Rate Filing 

In response to the PUCO's request that CG&E propose a RSP to mitigate the potential for significant rate increases when the market 
development period comes to an end, CG&E filed a proposed RSP which was approved by the PUCO in  November 2004. The major 
features of the RSP are as follows: 

* Provider of Last Resort (POL,R) Charge: CG&E began collecting a POL,R charge from non-residential customers 
effective January 1,2005, and will begin to collect a POLR charge from residential customers effective January 1,2006. 
The POL,R charge includes several discrete charges, the most significant being an annually ad.justed component (AAC) 
intended to provide cost recovery primarily for environmental compliance expenditures; an infrastructure maintenance 
fund charge (IMF) intended to provide compensation to CG&E for committing its physical capacity to meet its POLR 
obligation; and a system reliability tracker (SRT) intended to provide cost recovery for capacity purchases, purchased 
power, reserve capacity, and related market costs for purchases to meet capacity needs. We anticipate the collection of 
the AAC and IMF will result in an approximate $36 million increase in revenues in 2005 and an additional $50 million 
in 2006. The SRT will be billed based on dollar-for-dollar costs incurred. A portion of these charges is avoidable by 
certain customers who switch to an alternative generation supplier and provide notice to CG&E that they will remain 
switched through December '31,2008. Therefore, these estimates are subject to change, depending on the level of 
switching that occurs in future periods. CG&E has filed an application for approval of its SRT (2005 actual and 2006 
estimated) with the P'IJCO. In October, a settlement agreement unopposed by any party to the case was filed with the 
PUCO providing for implementation of the 2006 SRT at a 15 percent reserve margin and approval of the 2005 SRT 
price. A Commission decision is expected on this matter in the fourth quarter of 2005. In 2007 and 2008, CG&E could 
seek additional increases in the AAC component of the P0L.R based on CG&E's actual net costs for the specified 
expenditures. 



e Generation Rates and Fuel Recovery: A new rate has been established for generation service after the market 
development period ends. In addition, a fuel cost recovery mechanism that is adjusted quarterly has been established to 
recover costs for fuel, emission allowances, and certain purchased power costs, that exceed the amount originally 
included in the rates frozen in the CG&E transition plan. These new rates were applied to non-residential customers 
beginning January 1, 2005 and will be applied to residential customers beginning January I ,  2006. The fuel clause 
recovery mechanism was recently audited by the PUCO's auditor. The audit recommended alternate methodologies for' 
administration ofthe fuel clause recovery mechanism that vary from CG&E's current practice. A hearing befitre 
PUCO hearing examiners was held in early November at which the PUCO staff took positions contrary to CG&Efs 
current practice. CG&E olTicials also testified at the hearing concerning our curlent practices. An order from the 
PUCO on these matters is expected in the fourth quarter of this year. While we cannot predict the outcome of these 
proceedings, an outcolne resulting in administrative methodologies substantially different from those being employed by 
CG&E could have a material impact on CG&E and Cinergy's results of operations. 



Generation Rate Reduction: The existing five percent generation rate reduction required by statute for residential 
customers implemented under CG&E's 2000 plan will end on December 31, 2005. 

* Transmission Cost Recovery: A transmission cost recovery lnechanis~n was established beginning January 1, 2005 Sol 
non-residential customers and will be established beginning January 1,2006 for residential customers. The 
transmission cost recovery mechanism is designed to pcimit CG&E to recover Midwest IS0  charges, all FERC 
approved transmission costs, and all congestion costs allocablc to retail ratepayers that are provided service by CG&E. 

Distribution Cost Recovery: CG&E will have the ability to defer certain capital-related distribution costs from July 
1, 2004 through December 31, 200.5 with recovery fsom non-residential customels to be provided through a rider 
beginning January 1 ,  2006 through December 31,2010. 

CG&E had also filed an electric distribution base rate case for residential and non-residential customers to be effective January 1, 
2005. Under the terms of the RSP described previously, CG&E withdrew this base rate case and, in February 2005, CG&E filed a 
new distribution base rate case with rates to become cffectivc January 1, 2006. The originally requested amount of thc increase was 
$78 million, which was subsequently updated to $69.5 million. On September 9, 2005, the PUCO issued its Staff Report 
recommending a revenue increase range between approximately $43 million and $49 million. The hearing for this case is set to begin 
December 12,2005. 

In March 2005, the Ohio Consumers' Counsel asked the Ohio Supreme Court to overturn the RSP. We expect the court to decide the 
case in 2006; however, at this time we cannot predict the outcome of this matter. 

Kentucky 

The KPSC and the FERC have approved IJLH&P's planned acquisition of CG&E's approximately 69 percent ownership interest in the East Bend 
Station, located in Boone County, Kentucky, the Woodsdale Station, located in Butler County, Ohio, and one generating unit at the four-unit Miami Fort Station. 
located in Hamilton County, Ohio, and associated transactions. ULH&P is currently seeking approval of the transaction in a proceeding before the SEC, 
wherein the Ohio Consumers' Counsel has intervened in opposition. The transfer. which will be at net book value, will not affect current electric rates for 
ULH&P's customers, as  power. will be provided under the same terms as under the current wholesale power contract with CG&E through December 31, 2006. 
Assuming receipt of SEC approval, we would anticipate the transfer to take place in the first quarter of 2006. 

Wheatland Generating Facility Acquisition 

On May 6,2005, we signed a definitive agreement with subsidiaries of Allegheny Energy, Inc. whereby, subject to the terms and upon 
satisfaction of the conditions to closing provided in the purchasc agreement, PSI andlor CG&E had the right to acquire the 
512-megawatt Wheatland generating facility for approximately $100 million. The Wheatland facility, located in Knox County, 
Indiana, has four natural gas-fired simple cycle combustion turbines and is directly connected to the Cinergy transmission system. In 
June and August 2005, respectively, the FERC and IURC approved the acquisition and the Department of Justice and Federal Trade 
Commission completed their revicw of the transaction pursuant to the notification requirements of the Hart-Scott-Rodino Antitrust 
Improvements Act. In August 2005, PSI acquired 100 percent of the Wheatland facility. Its output will be used to bolster the reserve 
margins on the PSI system. 

Integrated Coal Gasification Combined Cycle 

Cinergy is studying the feasibility of constructing a commercial IGCC generating station to help meet increased demand over the next 



decade. PSI would be a majority owner of the facility and operate it. Cinergy will partner with Bechtel Corporation and General 
Elcctric Company to complete this study. An IGCC plant turns coal to gas, removing most of the SO2 and o t h e ~  emissions before the 
gas is used to fuel a combustion turbine generator. The technology uses less water and has fewer emissions than a conventional 
coal-[ired plant with currently required 



pollution control equipment. Another benefit is thc potential to remove mercury and CO:! upstream of the combustion process at a 
lower cost than conventional plants. In August 2005, PSI and Vectrcn Energy Delivery of Indiana, Inc. (Vectren) filed a joint petition 
at the IURC seeking cost recovery of the feasibility study as well as engineering and preconstruction costs associated with the 
consideration and exploration of constructing an IGCC plant. If a decision is reached to move forward with constructing such a plant, 
PSI would seek approval from the IURC to begin construction. If approved, we would anticipate the IURC's subsequent approval to 
include the assets in PSI's rate base. 

PSI Environmental Compliance Case 

In November 2004, PSI filed a compliance plan case with the IURC seeking approval ol PSI's plan for complying with S02, NOx, 
and lnercury emission reduction requirements discussed previously in "Environmental Protection Agency Regulations" in "Liquidity 
and Capital Resources", including approval of cost recovery and an overall rate of return of eight percent related to certain prqjects. 
PSI requested approval to recover the financing, depreciation, and operation and maintenance costs, among others, related to $1.08 
billion in  capital projects designed to reduce e~nissions of SO2, NOx, and mercury at PSI's coal-burning generating stations. An 
evidentiary hearing was held in May 2005 and a final IURC Order is expected in the fourth quarter of 2005. 

FERC and Midwest I S 0  

FERC 

The FERC has issued several notices of proposed rulemaking and inquiry on a variety of matters to implement provisions of the 
Energy Bill, among other things. At this time, we cannot predict the outcome of these proposals. 

Midwest I S 0  Eizergy Markets 

The Midwest IS0  is a regional transmission organization established in 1998 as a non-profit organization which maintains functional 
control over the combined transmission systems oi its members, including Cinergy. In March 2004, the Midwest I S 0  filed with the 
FERC proposed changes to its existing transmission tariff to add terms and conditions to implement a centralized ecoriomic dispatch 
platiorm supported by a Day-Ahead and Real-Time Energy Market design, including L,ocational Marginal Pricing (LMP) and 
Financial Transmission Rights (FTRs) (Energy Markets Tariff). The FERC has issued orders that, among other things, conditionally 
approve the start-up of the Energy Markets Tariff which occurred April 1,2005. The FERC issued orders in response to requests for 
rehearing on certain matters in the FERC's original orders. Cinergyhas appealed the FERC orders to a federal appeals court. 

Specifically, the Energy Markets Tariff manages system reliability through the use of a market-based congestion management system 
and includes a centralized dispatch platform, the intent of which is to dispatch the most economic resources to meet load requirements 
reliably and efficiently in the Midwest IS0 region, which covers a large portion of 15 Midwestern states and one Canadian province. 
The Energy Markets Tariff uses LMP (is., the energy price for the next megawatt (MW) may vary throughout the Midwest IS0 
market based on transmission congestion and energy losses), and the allocation or auction of FTRs, which are instruments that hedge 
against congestion costs occurring in the Day-Ahead market. The Energy Markets Tariff also includes market monitoring and 
mitigation measures as well as a resource adequacy proposal, that proposes both an interim solution for participants providing and 
having access to adequate generation resources and a proposal to develop a long-term solution to resource adequacy concerns. The 
Midwest IS0 performs a day-ahead unit commitment and dispatch forecast for all resources in its market and also performs the 
real-time resource dispatch for resources under its control on a five minute basis. The Cinergy utility operating companies are 
seeking recovery of costs that they incur related to the Energy Markets Tariff. We have been operating under the Energy Markets 
Tariff since April 2005. We continue to work with the Midwest IS0 to monitor the implementation of the new market and at this time 
we do not believe it will have a material impact on our results of operations or financial position. 





Global Cli~nate Clzange 

Presently, GHG emissions, which principally consist of CO:!, are not regulated, and while several legislative proposals have been 
introduced in Congrcss to reduce utility GHG emissions, none have been passed. Nevertheless, we anticipate a mandatory program to 
reduce GHG emissions will exist in the future. We expect that any I-cgulation of GHGs will impose costs on Cinergy. Depending on 
the details, any GHG regulation could mean: 

* Increased capital expenditures associated with invcst~nents to improve plant eficicncy or install C 0 2  emission reduction 
technology (to the extent that such technology exists) or construction of alternatives to coal generation; 

* Increased opcration and maintenance expense; 

Our older, more expensive to operate generating stations may operate fewer hours each year because the addition of 
CO:! costs could cause their generation to bc less economic; and 

* Increased expenses associated with the purchase of C 0 2  emission allowances, should such an emission allowances 
market be created. 

We would plan to seek recovery of the costs associated with a GHG program in rate regulated states where cost recovery is permitted. 

In September 2003, Cinergy announced a voluntary GHG management commitment to reduce its GHG emissions during the period 
from 2010 through 2012 by five percent below our 2000 level, maintaining those levels through 2012. Cinergy expects to spend $21 
million between 2004 and 2010 on projects to reduce or offset its GHG emissions. Cinergy is committed to supporting the 
President's voluntary initiative, addressing shareholder interest in the issue, and building internal expertise in GHG management and 
GHG markets. Our voluntary commitment includes the following: 

* Measuring and inventorying company-related sources of GHG emissions; 

* Identifying and pursuing cost-effective GHG emission reduction and offsetting activities; 

Funding research of more efficient and alternative electric generating technologies: 

Funding research to better understand the causes and consequences of climate change; 

Encouraging a global discussion of the issues and how best to manage them; and 

Participating in discussions to help shape the policy debate. 

Cinergy is also studying thc feasibility of constructing a commercial IGCC generating station which would be "carbon capture ready" 
or have the potential to capture CO2 and then potentially sequester it underground. See "Integrated Coal Gasification Combined 
Cycle" discussed previously for more infor~nation. 

Gas Industry 



Sigrzifcaizt Rate Developinents 

ULH&P Gas Rate Case 

In 2002, the KPSC approved ULH&P's gas base rate case requesting, among other things, recovery of costs associated with an 
accelerated gas main replacement program of up to $1 12 million over ten years. The approval allowed the costs to be recovered 
through a tracking mechanism for an initial three year period expiring on September 30,2005, with the possibility of renewal up to ten 
years. Thc tracking mechanism allows ULH&P to recover depreciation costs and rate of return annually over the life of the deferred 
assets. As of September 30, 2005 we have capitalized $60 million in costs associated with the accelerated gas main replacement 
program through this tracking mechanism of' which ULH&P has rccovered $8.6 million. The Kentucky Attorney General has 
appealed to the Franklin Circuit Court the KPSC's approval of the tracking mechanism and the tracking mechanism rates. In 
October 2005, both the Company and the KPSC filed with the Franklin Circuit Court, requesting dismissal of the case for failure to 
prosecute by the Attorney General. At the present time, ULH&P cannot predict the timing or outcome of this litigation. 



In February 2005, IJL,H&P filed a gas base rate case with the KPSC requesting approval to continue the tracking mechanism in 
addition to its request for a $14 million increase in  base rates. The KPSC did not rule on this request by October 1 ,  2005 causing the 
initial t~acking mechanism to expire. In accordancc with Kentucky law, UL,H&P implemented the full amount of thc requested rate 
increase on October 1, 2005. Any I-evcnue collected pursuant to the rate increase will be subject to refund i f  the KPSC does not 
approve the full requested amount. IJLH&P expects that the KPSC will issue its decision during the fourth quarter of 2005. 

Gas Prices and Supply 

Natural gas prices remained in the $8 - $9 per thousand cubic feet (Mcf) range through most of the summer due primarily to 
the warmer than normal summer and the increased use of gas to Iire electric generation peaking units. Extensive damage to the 
natural gas inf~astructurc along the Gulf Coast caused by Hurricanes Katrina and Rita pushed the price of natural gas into the $12 - 
$14 per Mcl range by late September. Winter delivery prices for 2005 and early 2006 assuming normal winter weather, arc expected 
to range from $1 I to $1 7 per Mcl in  the Midwest or about 50 percent greater than last winter. Price movement is usually driven by the 
effects of weather conditions, availability of supply, and changes in demand and storage inventories. Currently, neither CG&E's nor 
IJLH&P's gas delivery operations profit from changes in the cost of natural gas since natural gas purchase costs are passed directly to 
the customer dollar-for-dollar under the gas cost recovery mechanism that is mandated under state law. 

IJZ,H&P utilizes a price mitigation program designed to mitigate the effects of gas price volatility on customers, which the KPSC has 
approved through April 2008. The program allows the pre-arranging of between 20-75 percent of winter heating season base load 
gas requircnients and up to 50 percent of summer season base load gas requirements. CG&E similarly mitigatcs its gas procurement 
costs; however, CG&E's gas price mitigation program has not been pre-approved by the PUCO but rather it is subject to PUCO 
~eview as part of the normal gas cost recovery process. 

CG&E and ULH&P use primarily long-term fixed price contracts and contracts with a ceiling and floor on the price. These 
contracts employ the normal purchases and sales scope exception, and do not involve hcdge accounting under Statement of Financial 
Accounting Standards No. 133, Accounting for Derivative I~zstruumerzts aiid Hedging Activities (Statement 133). 

Other Matters 

Syrztlzetic Fuel Prodrtctiorz 

Cinergy produces from two facilities synthetic fuel that qualifies for tax credits (through 2007) in accordance with Section 29 of the 
IRC if certain requirements are satisfied. 

Cinergy's sale of synthetic fuel has generated $306 million in tax credits through Scptember 30, 2005 of which $27 million related to 
the new facility purchased in the second quarter of 2005. The IRS is currently auditing Cinergy for the 2002 and 2003 tax ycars and 
has recently challenged certain other taxpayers' Section 29 tax credits. We expect the IRS will evaluate the various key requirements 
for claiming our Section 29 credits related to synthetic fi~el. If the IRS challenges our Section 29 tax credits related to synthetic fuel, 
and such challenges were successful. this could result in the disallowance of up to all $306 million in previously claimed Section 29 
tax credits for synthetic fuel produced by the applicable Cinergy facilities and a loss of our ability to claim future Section 29 tax 
credits for synthetic fuel produced by such facilities. We believe that we operate in conformity with all the necessary requirements to 
be allowed such tax credits under Section 29. Upon consummation of the pending merger of Duke and Cinergy, the synthetic fucl 
produced by Cinergy's new facility pursuant to the existing commercial arrangement would cease to qualify for the Section 29 credit. 
Cinergy is evaluating transactions for the disposition of a portion of the affected facility that Cinergy believes would enable the fuel 
produced by the facility to continue to qualify for credit under IRC Section 29. In the event a suitable transaction is not achieved, 
Cinergy anticipates that its production of synthetic fuel at the affected facility would be suspended upon consummation of the 
pending merger with Duke. 



Section 29 also provides for a phase-out of the credit based on the average price of crude oil during a calendar year. The phase-out is 
based on a prescribed calculation and definition of crude oil prices. Based on current crude oil 



prices and the recent volatility of such prices, we believe it is possible that for 2006 and 2007, the amount of the tax credits could be 
reduced. If oil prices are high enough, we may idle the plants, as the value of the credits would not exceed the net costs to produce the 
synthetic fuel. Net income related to these facilities for the nine ~nonths ended September 30, 2005 was approxilnately $30 million. 
The net book value of our plants at September 30, 2005 was approximately $50 million. 

Olzio Taxes 

The Ohio legislature has approved sweeping changes to Ohio's tax law which will phase out the Ohio corporate franchise tax over five 
years. The franchise tax will be replaced by a "Commercial Activity Tax", a tax iinposed on gross receipts. We do not expect the tax 
law changes to have a material impact on our cash flows. The phase-out of the Ohio franchise tax resulted in the eli~nination of state 
income tax deferrals under GAAP thus reducing the effective income tax rate during the period. However, we do not expect these 
changes to have a material impact on our results of operations or financial position going forward over the remainder of the phase-out 
period. 



MD&A - MARKET RISK SENSITIVE INS'I'RUMENTS 

MARKET RISK SENSITIVE INSTRUMENTS 

Energy Commodities Sensitivity 

The transactions associated with Commercial's energy marketing and trading activities and substantial investment in generation assets 
give rise to various risks, including price risk. Price risk represents the potential risk of loss from adverse changes in the market price 
of electricity or other energy commodities. As Commercial continues to develop its energy marketing and trading business, its 
exposure to movements in the price of electricity and other energy commodities may become greater. As a result, we may be subject 
to increased future earnings volatility. 

As discussed in  the 2004 10-K, Commercial's energy marketing and trading activities principally consist of Marketing & Trading's 
natural gas marketing and trading operations and CG&E's power marketing and trading operations. 

Chaizges in Fair Vable 

The changes in fair value of the energy risk management assets and liabilities for Cinergy and CG&E for the nine months ended 
September 30,2005 and 2004 are presented in the table below. 

CG&E Cinergv(1) CG&E 
(in millions) 

Fair value of contracts outstanding at the 
beginning of the year $ 82 $ 36 $ 41 $ 20 

Changes in fair value attributable to changes 
in valuation techniques and assumptions(2) (3 (3) -- - 

Other changes in fair value(3) 

Option premiums paid/(received) 

Contracts settled (154 ) (91) (93) (32) 

Fair value or contracts outstanding at end of 
period $ ( 1 8 2 ) $  (SO) $ 78 $ 52 

(1) The results of Cinergy also include amounts related to non--re,' o~strants. 

(2) Represents changes in fair value recognized in income, caused by changes in assumptions used in calculating fair value n 
changes in modeling techniques. 

(3) Represents changes in f'air value recognized in income, primarily attributable to fluctuations in price. This amount 
includes both realized and unrealized gains on energy trading contracts. 



The following al-e the balances at September 30, 2005 and 2004 of our energy risk management assets and liabilities: 

September 30,2005 September 30,2004 
Cinerrrv( 1) CG&E Cinergv(1) CG&E 

(in millions) 

Energy risk management assets - current $ 1,260 $ 670 $ 470 $ 178 
Energy risk management assets - non-current 397 208 1.37 48 

Energy risk managcment liabilities - current 1,419 741 396 126 
Energy risk management liabilities - 

non-current 420 217 133 48 

( I )  The results of Cinergy also include amounts related to non-registrants. 



The following table presents the expected maturity of the energy ~ isk  management assets and liabilities as of September 30, 2005 for 
Cinergy and CG&E: 

i 

Fair Value of Contracts at September 30,1005 

Within 12 12-36 36-60 Total 
Source of Fair Value(1) months months months Thereafter Fair Value 

(in millions) 
Cinergy(2) 
Prices actively quoted $ (190) $ (23) $ - $ - $ (213) 

Prices based on models and 
other valuation 
methods(3) 3 1 (4 1 7 (3) 3 1 

Total 

CG&E 
Prices actively quoted $ (82) $ (8) $ $ - $ (90) 

Prices based on models and 
other valuation 
methods(3) 11 (2 ) 2 (1) 10 

Total 

(1) While liquidity varies by trading regions, active quotes are generally available for two years for standard electricity 
transactions and three years for standard gas transactions. Non-standard transactions are classified based on the extent, if 
any, of modeling uscd in determining fair value. Long-term transactions can have portions in both categories depending 
on the length. 

(2) The results of Cinergy also include amounts related to non-registrants. 

(3) A substantial portion of these amounts include option values. 

Generation Portfolio Risks 

Cinergy optimizes the value of its non-regulated portfblio. The portfolio includes generation assets (power and capacity), fuel, and 
emission allowances and we manage all of these components as a portfblio. We use models that forecast future generation output, fuel 
requirements, and emission allowance requirements based on forward power, fuel and emission allowance markets. The component 
pieces of'the portfblio are bought and sold based on this model in order to manage the economic value of the portfblio. With the 
issuance of Staternent of Financial Accounting Standards No. 149, Atnendn~ent of Statetnetlt 133 on Derivative Irzstrutnents atzd 
Hedging Activities (Statement 149), most forward power transactions from management of the portfolio are accounted for at fair 
value. The other component pieces of the portfolio are typically not subject to Statement 149 and are accounted for using the accrual 
method, where changes in fair value are not recognized. As a result, we are subject to earnings volatility via MTM gains or losses 
from changes in the value of the contracts accounted for using fair value. A hypothetical $1.00 per MWh increase or decrease 
consistently applied to all forward power prices would have resulted in an increase or decrease in fair value of these contracts of 
approximately $6.7 million as of September 30,2005. See "2005 Quarterly Results of Operations" and "2005 Year to Date Results of 
Operations" for further discussion of the impact on current quarter and year to date results. 

Energy Trading Credit Risk 



Cinergy's extension of credit for energy marketing and trading is governed by a Corporate Credit Policy. Written guidelines 
approved by Cinergy's Risk Policy Committee document the management approval levels for credit limits, evaluation of 
creditworthiness, and credit risk mitigation procedures. Cinergy analyzes net credit exposure and establishes credit reserves based on 
the counterparties' credit rating, payment history, and length of the outstanding obligation. Exposures to credit risks are monitored 
daily by the Corporate Credit Risk function, which is independent of all trading operations. Energy commodity plices can be 
extremely volatile and the market can, at times, lack liquidity. Because of these issues, credit risk for energy commodities is generally 
grcatcr than with other commodity trading. 



The following tables p~ovide information regarding Cinergy's and CG&E7s exposure on energy trading contracts as of September 30, 
2005. The tables include accounts receivable and energy risk management assets, which are net of accounts payable and cnergy risk 
management liabilities with the same counterparties when we have the right of offset The credit collateral shown in the following 
tables includes cash and letters of credit. 

Number of 
Counterparties Net Exposure of 

Percentage Greater than Counterparties 
Total Exposure of 10% of Greater than 
Before Credit Credit Total Total Net 10% of Total Net 

Rating Collateral Collateral Net Exposure Net Exposure Exposure Exnosure(4) 
(in millions) 

Investment Grade(2) $ 1,360 $ 358 $ 1,002 81 % - $ - 
Internally 

Rated-Investrnent 
Gsade(3) 326 194 132 11 - - 

Non-Investment Grade 134 95 39 3 - - 
Internally 

Rated-Non-Investment 
Grade 170 110 60 5 - - 

Total $ 1.990 $ 75'7 $ 1.233 100% - - 

(1) Includes amounts related to non-registrants. 

(2) Includes counterparties rated Investment Grade or the counterparties' obligations are guaranteed or secured by an Investment 
Grade entity. 

(3) Counterparties include a variety of entities, including investor-owned utilities, privately held companies, cities and 
municipalities. Cinergy assigns internal credit ratings to all counterparties within our credit risk portfolio, applying fundamental 
analytical tools. Included in this analysis is a review of (but not limited to) counterparty financial statements with consideration 
given to off-balance sheet obligations and assets, specific business environment, access to capital, and indicators from debt and 
equity capital markets. 

(4) Exposures, positive or negative, with counterparties that are related to one another are not aggregated when no right of offset 
exists and as a result, credit is extended and evaluated on a separate basis. 

Number of 
Counterparties Net Exposure of 
Greater than Counterparties 

Total Exposure Percentage of 10% of Greater than 
Before Credit Credit Total Total Net 10% of Total Net 

Ratins Collateral Collateral Net Exposure Net Exaosure Exposure Exposure(3) 
(in millions) 

Investment Grade(1) $' 384 $ 160 $ 224 8 1 5f 
Internally 

Rated-Investment 
Grade(2) 151 138 13 - 

Non-Investment Grad 47 37 10 - 
Internally 30 14 16 6 - - 

Rated-Non-Investment 



Grade 

Total $ 612 9; 349 $ 263 100% I $ 54 

(1) Includes countcrparties rated Investment Grade cil- the countcrparties' obligations arc guaranteed or secu~ed by an Investment 
Grade entity. 

(2) Counterparties include various cities and municipalities. 

(7) Exposures, positive or negative, with counterparties that arc ]elated to one another are not aggregated when no right of offset 
exists and as a result, credit is extendcd and evaluated on a separate basis. 



MD&A - ACCOUNTING MATTERS 

ACCOUNTING MATTERS 

Critical Accounting Estimates 

Preparation of financial statements and related disclosurcs in compliance with GAAP requires the use of assumptions and estimates 
regarding future events, including thc likelihood of' success of' particular investments or initiatives, estimates of future prices or rates, 
legal and regulatory challenges, and anticipated recovery of costs. Therefore, the possibility exists for materially different reported 
amounts under different conditions or assumptions. We consider an accounting estimate to be critical if: 1 )  the accounting estimate 
requires us to make assumptions about matters that were reasonably uncertain at the time the accounting estimate was made, and 2) 
changes in the estimate are reasonably likely to occur from period to period. 

Cinergy's 2004 10-K includes a discussion of accounting policies that are critical to the presentation of Cinergy's financial position 
and results of operations. These include: 

Fair Value Accounting for Energy Marketing and Trading; 

Rcgulatory Accounting; 

* Income Taxes; 

* Contingencies; 

Impairment of Long-Lived Assets; and 

* Impairment ot Unconsolidated Investments. 

Accounting Changes 

Asset Retireinerlt Obligations 

In March 2005, the FASB issued Interpretation No. 47, Accounting for Conditional Asset Retirement Obligatiorzs (Interpretation 47), 
an interpretation of Statement of Financial Accounting Standards No. 143, Accourzring.for Asset Retirement Obligations (Statement 
143). Statement 143 requires recognition of legal obligations associated with the retirement or removal of long-lived assets at the 
time the obligations are incurred. Interpretation 47 clarifies that a conditional asset retirement obligation (which occurs when the 
timing and/or method of settlement are conditional on a future event that may or may not be within the control of the entity) is a legal 
obligation within the scope of Statement 143. As such, the fair value of a conditional asset retirement obligation must be recognized 
as a liability when incurred if the liability's fair value can be reasonably estimated. Interpretation 47 also clarifies when sufficient 
information exists to reasonably estimate the fair value of an asset retirement obligation. 

Cinergy will adopt Interpretation 47 on December 31,2005. Upon adoption of Interpretation 47 Cinergy will recognize the impact, if 
any, of additional liabilities for conditional asset retirement obligations as a cumulative effect of a change in accounting principle. We 
continue to evaluate the impact of adopting this new interpretation and are currently unable to predict whether the implementation of 
this accounting standard will be material to our financial position or results of operations. 



Slzare-Based Pay~ttenl 

In December 2004, the FASB issued a replacement of Statement of Financial Accounting Standards No. 127, Accourlti11g for 
Stock-Based Co171l~er~satio11 (Statement 123), Stntemenr of Finmlcial Accountblg Stanclnrds No. 123 (revised 2004), Sl~nre-Based 
Papner~t (Statement 123R). This standard will require, among other things, accounting for all stock-based compensation 
arrangements under the fair value method. 

In 2003, we prospectively adopted accounting for our stock-based compensation plans using the fair value recognition plovisions of 
Statement 123, as amended by Statement of Financial Accounting Standa~ds No. 148, Acco~rrltir1g fir- Stock-Based 
Cor~i/~er~sation-Ti-ansition ancl Di.sclosur-e. for all employee awards glanted or with terms lnod~fied on or after January 1, 2003. 
Therefore, the impact of implementation of Statement 123R on stock options within our stock-based compensation plans is not 
expected to be material. Slale~nent 123R contains certain 



provisions that will modify the accounting for various types of stock-based compensation other than stock options. We are in the 
process of evaluating the impact 01  this new standard on our plans. Cinergy will adopt Statement 123R on January 1,2006. 

Irzco~lze Taxes 

In Octobel 2004, the American Jobs Creation Act (AJCA) was signed into law. Thc AJCA includes a one-time deduction of 85 
pelcent of certain foreign eatnings that are repatriated, as derined in the AJCA. Based on 01.11 analysis, repatriation pulsuant to this 
provision will not have a material impact on our financial position or results 01 operations. 



QUANTITATIVE AND QUALITATIVE DISCLOSIJRES ABOUT MARKET RISK 

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCL,OSIJRES ABOUT MARKET RISK 

This information is provided in, and incorporated by relerence from, the "Market Risk Sensitive Instruments" section in "Item 2. 
Management's Discussion and Analysis of Financial Condition and Results ol' Operations". 



CONTROLS AND PROCEDURES 

ITEM 4. CONTROLS AND PROCEDURES 

Evaluation of Disclosure Controls and Procedures 

Disclosure controls and procedures are our controls and other procedures that are designed to provide reasonable assurance that 
information required to be disclosed by us in the reports that we file or submit under the Securities Exchange Act of 1934 (Exchange 
Act) is recorded, processed, summarized, and reported, within the time periods specified by the Securities and Exchange 
Commission's (SEC) rules and forms. Disclosure controls and procedures include, without limitation, controls and procedures 
designed to provide reasonable assurance that information required to be disclosed by us in  the reports that we file under the Exchange 
Act is accumulated and communicated to our management, including our chief executive officer and chief financial officer, as 
appropriate to allow timely decisions regarding required disclosure. 

Under the supervision and with the participation of our management, including our chief executive officer and chief financial officer, 
we have evaluated the effectiveness of our disclosure controls and procedures as of September 30, 2005, and, based upon this 
evaluation, our chief executive officer and chief financial officer have concluded that these controls and procedures are effective in 
providing reasonable assurance that information requiring disclosure is ~ecorded, processed, summarized, and reported within the 
timeframe specified by the SEC's iules and forms. 

Under the supervision and with the participation of our management, including our chief executive officer and chief financial officer, 
we have evaluated changes in our internal control over financial reporting (as such term is defined in Rules 1%-15(f) and 
15d-15(f) under the Exchange Act) during the fiscal quarter ended September 30,2005 and found no change that has materially 
affected, or is reasonably likely to materially affect, our internal control over financial reporting. 



PART 11. OTHER INFORMATION 

PART 11. OTHER INFORMATION 

ITEM 1. LEGAL, PROCEEDINGS 

CLEAN AIR ACT (CAA) LAWSIJIT 

In November 1999, and through subsequent amendments, the IJnited States brought a lawsuit in the United States Federal District 
Court for the Southern District of Indiana against Cinergy, The Cincinnati Gas & Electric Company (CG&E), and PSI Energy, Inc. 
(PSI) alleging various violations of the CAA. Specifically, the lawsuit alleges that we violated the CAA by not obtaining Prevention 
of Significant Deterioration (PSD), Non-Attainment New Source Review (NSR), and Ohio and Indiana State Implementation Plan 
(SIP) permits for various projects at our owned and co-owned generating stations. Additionally, the suit claims that we violated an 
Administrative Consent Order entered into in 1998 between the Environmental Protection Agency (EPA) and Cinergy relating to 
alleged violations of Ohio's SIP provisions governing particulate matter at Unit 1 at CG&E's W.C. Beckjord Station. The suit seeks 
(1) injunctive relief to require installation of pollution control technology on various generating units at CG&E's W.C. Beckjord and 
Miami Fort Stations, and PSI'S Cayuga, Gallagher, Wabash River, and Gibson Stations, and (2) civil penalties in amounts of up to 
$27,500 per day for each violation. In addition. three northeast states and two environmental groups have intervened in the case. In 
August 2005, the district court issued a ruling regarding the emissions test that it will apply to Cinergy at the trial of the case. 
Contrary to Cinergy's argument, the district court ruled that in determining whether a project was projected to increase annual 
emissions, it would not hold hours of operation constant. However, the district court subsequently certified the matter for 
interlocutory appeal to the Seventh Circuit Court of Appeals, which has the discretion to accept the appeal at this time. There are a 
number of other legal issues currently betore the district court judge, and the case is currently set for trial by jury commencing in 
February 2006. 

In March 2000, the United States also filed in the United States District Court for the Southern District ot Ohio an amended complaint 
in a separate lawsuit alleging violations of the CAA relating to PSD, NSR, and Ohio SIP requirements regarding various generating 
stations, including a generating station operated by Columbus Southern Power Company (CSP) and jointly-owned by CSP, The 
Dayton Power and L,ight Company (DP&L,), and CG&E. The EPA is seeking injunctive reliel and civil penalties of up to $27,500 pcr 
day for each violation. This suit is being defended by CSP. In April 2001, the United States District Court for the Southern District of 
Ohio in that case ruled that thc Government and the intervening plaintiff environmental groups cannot seek monetary damages for 
alleged violations that occurred prior to November 3, 1994; however, they are entitled to seek injunctive relief for such alleged 
violations. Neither party appealed that decision. This matter was heald in  trial in  July 2005. A decision is expected by the end of 
2005. 

In addition, Cinergy and CG&E have been informed by DP&L that in June 2000, the EPA issued a Notice of Violation (NOV) to 
DP&L, for alleged violations of PSD, NSR, and Ohio SIP requirements at a station operated by DP&L, and jointly-owned by DP&L, 
CSP, and CG&E. The NOV indicated the EPA may (1) issue an order requiring compliance with the requirements of the Ohio SIP, or 
(2) bring a civil action seeking injunctive relief and civil penalties of up to $27,500 per day for each violation. In September 2004, 
Marilyn Wall and the Sierra Club brought a lawsuit against CG&E, DP&L and CSP for alleged violations of the CAA at this same 
generating station. This case is currently in  discovery. 

We are unable to predict whether resolution of these matters would have a material effect on our financial position or results of 
operations. We intend to \'I-orously defend against these allegations. 

CARBON DIOXIDE (CO2) LAWSUIT 



In July 2004, the states of Connecticut, New York, Califbmia, Iowa, New Jersey, Rhode Island, Vermont, Wisconsin, and the City of 
New York brought a lawsuit in the United States District Court for the Southern District of New York against Cinergy, American 
Electric Power Company, Inc., American Electric Power Service Corporation, The Southern Company, Tennessee Valley Authority, 
and Xcel Energy Inc. That same day, a similar lawsuit was filed in the United States District Court for the Southern District of' New 
York against the same companies by Open Space Institute, Inc., Open Space Conservancy, Inc., and The Audubon Society of New 
Hampshire. 'These lawsuits allege that the defendants' e~nissions o f ' C 0 ~  from the combustion of fossil fuels at 



electric generating facilities contribute to global warming and amount to a public nuisance. The complaints also allege that the 
delendants could genelate the same amount 01 electricity while emitting significantly less CO,. The plaintiffs are seeking an 
injunction requiring each delendant to cap its CO2 emissions and then reduce them by a specified percentage each year f o ~  at least a 
decade. In September 2005, the dist~ict court giantcd the defendants' motion to dismiss the lawsuit. The plaintiffs have appealed this 
ruling to the Second Circuit Court of Appeals. We are not able to predict whether resolution of these matters would have a ~nate~ial  
cllect on our financial position or results of operations. 

SEL,ECTIVE CATALYTIC REDUCTION UNITS (SCR) AT GIBSON STATION 

In May 2004. SCRs and other pollution control equipment became operational at Units 4 and 5 of PSI'S Gibson Station in accordance 
with co~npliance deadlines under the nitrogen oxide SIP Call. In June arid July 2004, Gibson Station temporarily shut down the 
ecluipmcnt on these units due to a concern that portions of the plume from those units' stacks appeared to break apart and descend to 
ground level. at certain times, under ceitain weather conditions. As a result, and, working with the City of Mt. Cannel, Illinois, 
Illinois EPA, Indiana Department of Environmental Management (IDEM), EPA, and the State of Illinois, we developed a protocol 
regarding the use of the SCRs while we explored alternatives to address this issue. After the protocol was finalized, the Illinois 
Attorney General brought an action in Wabash County Circuit Court against PSI seeking a preliminary injunction to enforce the 
protocol. In August 2004, the court granted that preliminary injunction. PSI is appealing that decision to the Fifth District Appellate 
Court, but we cannot predict the ultimate outcome of that appeal or of the underlying action by the Illinois Attorney General. 

In April 2005, we completed the installation of a permanent control system to address this issue. The new control system will support 
all five Gibson generating units. We will seek recovery of any related capital as well as increased emission allowance expenditures 
through the regulatory process. We do not believe costs related to resolving this matter will have a material impact on our financial 
position or results of operations. 

ZIMMER GENERATING STATION (ZIMMER STATION) L,AWSUIT 

In November 2004. a citizen of the Village of Moscow, Ohio. the town adjacent to CG&E's Zimmer Station, brought a purported 
class action in the United States District Court for the Southern District of Ohio seeking monetary damages and injunctive relief 
against CG&E for alleged violations of the CAA, the Ohio SIP, and Ohio laws against nuisance and common law nuisance. The 
plaintiffs have filed a number of additional notices of intent to sue and two lawsuits raising claims similar to those in the original 
claim. One lawsuit was dismissed on procedural grounds and the remaining two have been consolidated. At this time. we cannot 
predict whether the outcome of this matter will have a material impact on our financial position or results ol operations. We intend to 
delend this lawsuit vigorously in court. 

MANIJFACTURED GAS PLANT (MGP) SITES 

Coal tar residues, related hydrocarbons, and various metals have been found in at least 22 sites that PSI or its predecessors previously 
owned and sold in a series of transactions with Northern Indiana Public Service Company (NIPSCO) and Indiana Gas Company, Inc. 
(IGC). The 22 sites are in the process of being studied and will be remcdiated, if necessary. In 1998 NIPSCO, IGC, and PSI entered 
into Site Participation and Cost Sharing Agreements to allocate liability and responsibilities between them. The IDEM oversees 
investigation and cleanup of all of these sites. Thus far, PSI has primary responsibility for investigating, monitoring and, if necessary, 
remediating nine of these sites. In December 2003, PSI entered into a voluntary remediation plan with the state of Indiana, providing 
a formal framework for the investigation and cleanup of the sites. 

In April 1998, PSI filed suit in Hendricks County in the state of Indiana against its general liability insurance carriers. PSI sought a 
declaratory judgment to obligate its insurance carriers to (1) defend MGP claims against PSI and compensate PSI for its costs of 
investigating, preventing, mitigating, and remediating damage to property and paying claims related to MGP sites; or (2) pay PSI'S 
cost of defense. PSI settled, in principle, its claims with all but one of the insurance carriers in January 2005 prior to commencement 
of the trial. With respect to the lone insurance 





carrier, a jury returned a verdict against PSI in  February 2005. PSI has appealed this decision. At the present time, PSI cannot 
predict the outcome ot this litigation, including the outcome of the appeal. 

PSI has accrued costs related to investigation, lemediation, and groundwater monitoring for those sites where such costs are probable 
and can be reasonably estimated. We will continue to investigate and remediate the sites as outlined in the voluntary remediation 
plan. As additional facts become known anti investigation is completed, we will assess whether the likelihood ot incurring additional 
costs becomes probable. Until all investigation and remediation is complete, we arc unable to determine the overall impact on our 
financial position or results of operations. 

CG&E and UL,H&P have performed site assesslncnts on certain of their sites where we believe MGP activities have occurred at some 
point in the past and have found no imminent risk to the environment. At the present time, CG&E and ULH&P cannot predict 
whether investigation and/or remediation will be required in the future at any of these sites. 

ASBESTOS CLAIMS LITIGATION 

CG&E and PSI have been named as defcndants or co-defendants in  lawsuits related to asbestos at theil electric generating stations. 
Currently, there are approximately 130 pending lawsuits. In these lawsuits, plaintiffs claim to have been exposed to 
asbestos-containing products in the course of thcir work at the CG&E and PSI generating stations. The plaintiffs further claim that 
as the property owner of the generating stations, CG&E and PSI should be held liable for their injuries and illnesses based on an 
alleged duty to warn and protect them from any asbestos exposure. A majority of the lawsuits to date have been brought against PSI. 
The impact on CG&E's and PSI's financial position or results of operations of these cases to date has not been material. 

Of these lawsuits, one case filed against PSI has been tried to verdict. The jury returned a veldict against PSI in  the amount of 
approximately $500.000 on a negligence claim and a verdict for PSI on punitive damages. PSI appealed this decision up to the 
Indiana Supreme Court. In July 2005, the Indiana Supreme Court upheld the jury's verdict. In addition, PSI has settled a number of 
other lawsuits for amounts, which neither individually nor in the aggregate, are material to PSI's financial position or results of 
operations. We are currently evaluating the effect of the Indiana Supreme Court's ruling on our existing docket of cases. 

At this time, CG&E and PSI are not able to predict the ultimate outcome of these lawsuits or the impact on CG&E's and PSI's 
financial position or results of operations. 

MERGER LAWSUIT 

In May. a purported shareholder class action was filed in the Court of Common Pleas in Hamilton County, Ohio against Cinergy and 
each of the members of the Board of Directors. The lawsuit alleges that the defendants breached their duties of due care and loyalty to 
shareholders by agreeing to the mcrger agreement between Duke and Cinergy and is seeking to either enjoin or amend the terms ot 
the merger. Cinergy and the individual defendants filed a motion to dismiss this lawsuit in July. We believe this lawsuit is without 
merit and Cinergy intends to defend this lawsuit vigorously in  court. We are unable to predict the outcome of this matter, including 
whether resolution of this matter will impact our pending merger. 

DTJNAVAN WASTE SUPERFUND SITE 

In July and October 2005, PSI received notices from the EPA that it has been identified as a de minimus potentially responsible party 
under the Comprehensive Environmental Response, Compensation. and Liability Act at the Dunavan Waste Oil Site in Oakwood, 
Vermilion County, Illinois. At this time, PSI does not have any further information regarding the scope of potential liability 



associated with this matter 



OHIO EPA PENALTY ON CINERGY POWER GENERATION SERVICES 

In October 2005, the Ohio EPA proposed a civil penalty of $102,000 on Cinergy Power Generation Services to settle ~nultiple, 
unrelated alleged violations occurring at lnultiplc CG&E generating stations over the past several years. CG&E is currently 
reviewing the settle~nent proposal. 

1 04 



I'TEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS 

Thc number of shares (or units) provided in the table below rcprcsent sharcs exchanged in connection with employee option exercises 
and shares purchased by the plan trustee on behalf of the 401(k) Excess Plan. 

(c) Total Number of 
Shares (or Units) 

(a) Total Number of (b) Average Price Purchased as Part of 
Shares (or Units) Paid per Share (or Publicly Announced 

Period Purchased Unit) Plans o r  Programs 

July 1 - July 3 1 
August I -August 31 
Septembel 1 - September 30 

(d) Maximum Number 
(or Approximate 
Dollar Value) of 

Shares (or Units) that 
May Yet Be 

Purchased Under the 
Plans o r  Programs 



ITEM 6. EXHIBITS 

The documents listed below are being furnished or filed on behalf of Cinergy Corp., The Cincinnati Gas & Electric Company 
(CG&E), PSI Energy, Inc. (PSI), and The Union Light, Hcat and Power Company (UL,H&P). Exhibits not identified as previously 
Surnished or filed ale furnished or filed herewith: 

Exhibit Previously Filed 
Ilesignation Registrant Nature of Exhibit as Exhibit to: 

Additional 
Exhibits 

2-a Cinergy Corp. Amendment No. 2 Agreement and Plan of Merger, dated Cinergy Corp. 
October 3,2005, by and among Duke Energy Corporation, Form 8-K, filed 
Cinergy Corp., Deer Holding Corp., Deer Acquisition Corp. October 7,2005 
and Cougar Acquisition Corp. 

10-a Cinergy Corp. Separation Agreement and Waiver and Release Agreement, Cinergy Corp. 
dated July 8,2005, between Cinergy Services, Inc. and R. Form 8-IS. filed 
Foster Duncan July 8, 2005 

10-b Cinergy Corp. Amendment to Employment Agreement, effective May 24, Cinergy Corp. 
2005, between Cinergy Services, Inc. and Michael J. Cyrus Form 8-K, filed 

July 8,2005 

10-c Cinergy Corp. Form of incentive stock option grant agreement. 

10-d Cinergy Corp. Form of non-qualified stock option grant agreement. 

10-e Cinergy Corp. Form of restricted stock grant agreement. 

10-f Cinergy Corp. Form of performance share grant agreement. 

10-g Cinergy Corp. Form of phantom stock grant agreement. 

Certificates 

3 1-a Cinergy Corp. Certification by James E. Rogers pursuant to 
CG&E Rule 13a-14(a)/15d-I4(a) of the Securities Exchange Act or 
PSI 1934, as adopted pursuant to Section 302 of the 
lJL,H&P Sarbanes-Oxley Act of 2002. 

31-b Cinergy Corp. Certification by L.ynn J. Good pursuant to 
CG&E Rule 13a-14(a)/15d-I4(a) of the Securities Exchange Act of 
PSI 1934, as adopted pursuant to Section 302 of the 
UL,H&P Sarbancs-Oxley Act of 2002. 

32-a Cinergy Corp. Certification by James E. Rogers pursuant to 18 U.S.C. 
CG&E Section 1350, as adopted pursuant to Section 906 of the 
PSI Sarbanes-Oxley Act of 2002. 
ULH&P 

32-b Cinergy Corp. Certification by L.ynn J. Good pursuant to 18 U.S.C. 
CG&E Section 1350, as adopted pursuant to Section 906 of the 
PSI Sarbanes-Oxley Act of 2002. 
ULH&P 



SIGNATURES 

Pursuant to the requirements of the Securities Exchange Act of 1934, each of the Registrants has duly caused this Ieport to be signed 
on its behalf by the undersigned thereunto duly authorized. 

CINERGY CORP 

THE CINCINNATI GAS & ELECTRIC COMPANY 

PSI ENERGY, INC. 

THE UNION LIGHT. HEAT AND POWER COMPANY 

Registrants 

Date: November 4, 2005 Is1 David L. Woznv 
David L. Wozny 

(duly authorized officer 
and 

principal accounting officer) 



Exhibit 10-c 

TEMPLATE 

INCENTIVE STOCK OPTION AGREEMENT FOR 

EMP1,OYEES UNDER THE CINERGY CORP. 

1996 LONG-TERM INCENTIVE COMPENSATION PLAN 

THIS INCENTIVE STOCK OPTION AGREEMENT (the "Agrcement"), effective as of (the "Date of 
Grant"), is made by and between Cinergy Corp., a Delaware corporation, and (the "Optionee"), an employee of 
Cinergy Corp. or one of its directly 01 indirectly held majority or greater-owned subsidiaries (collectively referred to in this 
Agreement as the "Company"). 

WHEREAS, Cinergy Corp. has adopted the Cinergy Corp. 1996 Long-Tcrm Incentive Compensation Plan, as amended from 
time to time (the "Plan"), pursuant to which the Optionee has been granted an incentive stock option (thc "Option") to purchase shares 
of Cinergy Corp. common stock, with par value of $0.01 per share ("Common Stock"), pursuant to the Plan, on the terms set forth in 
this Agreement; and 

WHEREAS, the parties desire to enter into this Agreement to set forth their understandings with respect to the grant of the 
Option described in this Agreement. 

NOW, THEREFORE, in consideration of the recitals and the mutual agreements contained in this Agreement, the parties 
agree as follows: 

1. O~t ion  Grant. 

Cinergy Corp. hereby grants to the Optionee effective on the Date 01 Grant an Option to purchase shares of 
Common Stock, pursuant to thc Plan, on the terms and conditions set forth in this Agreement. The number of shares of 
Common Stock subject to this Option, and the Option Price described below in Section 2. are subject to adjustmcnt as 
provided in the Plan. 

2. Purchase Price. 

The purchase price of each share of Common Stock subject to this Option is $ (the "Option Price"). At the time 
this Option is exercised, the Optionee must pay the aggregate Option Price of the shares with respect to which the Optionee 
exercises the Option pursuant to one of the following methods: (a) in cash, (b) by tendering to the Company whole shares of 
Common Stock owned by the Optionee, or owned jointly by the Optionee and his or her spouse (with the spouse's written 
consent), for at least six (6) months (a "Stock Swap"), which tendered shares must have a Fair Market Value (as defined in 
the Plan) equal to the aggregate Option Price of the shares with respect to which the Optionee exercises the Option, (c) any 
combination of the methods described in (a) and (b) of this sentence, or (d) any other method approved by the Committee (as 
defined in the Plan). To exercise this Option, the Optionee must send written notice to the Cinergy Corp. Managcr, 
Compensation, at the address noted in Section 20 or follow such other procedures as are specified by the Company. The 
notice shall state the number of shares of Common Stock in respect of which the Option is being exercised, shall identify the 
Option as an incentive stock option, and shall be signed by the person or persons exercising the Option. The notice shall be 
accompanied by payment of the full cash Option Price for such shares of Common Stock. or followed as soon as practicable 
by the delivery of shares used in a Stock Swap and related cash (if applicable), or any other consideration approved by the 



Committee. Certifica(es evidencing shares of Common Stock purchased putsuant to this Option will not be delivered to the 
Optionee until payment has been made. 



3. Term of. and Right to Exercise. Ontion. 

The term of this Option (the "Option Term") shall be for a period of ten years liom the Date of Grant, subject to earlier 
termination as otherwise provided in  this Agreement. Except as otherwise provided below, the Option shall become 
exercisable with respect to ( 9 6 )  of the total number of shares 01 Common Stock covered by this 
Option on , but only i T  the Optionee remains continuously c~nployed with the Company from the Date of 
Grant until . ( I )  From and after the date the Option becomes exercisable, the shares of Corninon Stock 
subject to this Option may be purchased at any time, or from time to time, in whole or in  part, until the Option Term expi~cs, 
but in  no case may fewer than 100 such shares be purchased at any one time, except to purchase all remaining shales subject 
to the Option. 

4. Effect of Termination of Emnlovment due to Reasons other than Retirement. Death or Disabilitv. 

If the Optionee ceases to be an employee of the Company for any reason other than as a result ol his or her termination of 
employment on or after attaining age lifty (50) with five years of "Service" under the Cinergy Corp. Non-Union Employees' 
Pension Plan ("Retirement"), death 01 disability (as defined in Section 7), this Option, to the extent exercisable on the date 01 
termination, will remain exercisable until the earlier of (a) the date three months following the effective date of the 
Optionee's termination of employment or (b) thc expiration of the Option Term. 

5. Effect of Termination of Emnlovment Due to Retirement. 

If the Optionee ceases to be an employee of the Company as a result of his or her Retirement, the Option shall become 
immediately exercisable in its entirety and the Optionee may exercise this Option i n  whole or in part, subject to Section 6, at 
any time prior to the expiration of the Option Term. 

6. Effect of Death. 

Notwithstanding Section 5, if the Optionee dies either while employed by the Company or after his or her termination of 
employment because of Retirement, the Option shall become immediately exercisable in  its entirety and may be exercised in 
whole or in part by the Optionee's executor, administrator, legatees or estate beneficiaries at any time during the period 
commencing upon the Optionee's death and ending on the earlier of (a) the date twelve (12) months after the date of the 
Optionee's death or (b) the expiration of the Option Term. 

7. Effect of Disabilitv. 

In the event that the Optionee while employed by the Company becomes "disabled," as that term is defined under the then 
existing long-term disability plan of the Company in which the Optionee participates (or if no such plan exists, as determined 
by the Committee), the Optionee will be deemed to be employed by the Company during his or her period ofdisability. 

8. Effect of C h a n ~ e  in Control. 

The occurrence of a "Change in Control" (as defined in the Plan) of Cinergy Corp. shall have no affect upon the vesting and 
exercisability of the Option. Notwithstanding the foregoing, in the event that the Optionee's employment is terminated by 



the Company without Cause or by the Optionee fol Good Reason during the two-year period beginning on the "Cinergy 
Effective Time", as such tcrm is used in the Agreement and Plan of Mcrger by and among Duke Energy 

(1 )  The vesting events for stock option grants vary fol each participant (e.g., cliff or graded vesting schedule). 



Corporation, Cinergy Corp., Deer Holding Corp., Deer Acquisition Corp. and Cougar Acquisition Corp., dated May 8, 2005, 
the Option to the extent i t  has not previously terminated shall immediately become vested and exercisable in full. For 
purposes of this Agreement, the terms "Cause" and "Good Reason" shall have the meaning given to such terms in the most 
recent employment agreement, as amended, in effect lor the Optionee. 

9. Transferabilitv. 

This Option is not transferable or assignable otherwisc than by will or the laws of descent and distribution. The Option may 
be exercised only by the Optionee, or, il the Optionee dies, by his or her executor, administrator, legatees, or beneficiaries of 
his or her estate who are entitled to this Option, or i n  the event of his or her legal incapacity, by his or hcr guardian or legal 
replesentativc acting on bchalf of the Optionee in a fiduciary capacity undel state law and coult supervision. 

10. Effect of Assignment or Pled~e.  

If the Optionee attempts to assign or pledge shares of Common Stock covered by this Option, or if there is a levy, attachment, 
execution or other legal or equitable process upon this Option, the Company has the right to terminate this Option. 

11. Incorvoration of the Plan's Terms. 

This Option is subject to all the terms, provisions and conditions of the Plan, which is incorporated into this Agreement by 
reference, and to such regulations, procedures and administrativc guidelines as may from time to time bc adopted by the 
Committee. A copy of the Plan and a set of administrative guidelines have been furnished to the Optionee and an additional 
copy may be obtained from the Company. In the event of any conflict between the provisions of the Plan or administrative 
guidelines (as the case may be) and the provisions of this Agreement, the terms, conditions and provisions of the Plan and/or 
administrative guidelines shall control, and this Agreement shall be deemed to be modified accordingly. The Committee 
shall have final authority to interpret and construe the Plan and this Agreement and to make any and all determinations 
thereunder, and its decision shall be binding and conclusive upon the Optionee and his or her legal representative in respect 
of any questions arising under the Plan, or this Agreement. 

12. Incentive Stock Ovtions. 

This Option is intended to be an "incentive stock option" within the meaning of that term undcr Section 422 of the Internal 
Revenue Code of 1986, as amended. Subject to and upon the terms, conditions and provisions of the Plan. each and every 
provision of this Agreement shall be administered, construed and interpreted so that this Option shall so qualify as an 
incentive stock option. 

13. Disaualifvin~ Disvositions. 

The Optionee agrees to notify the Company, in writing pursuant to Section 20 of the Plan or pursuant to such other 
procedures as are specified by the Company, immediately upon any sale or transfer of any shares of Common Stock received 
upon exercise of this Option to the extcnt such sale or transfer takes place prior to the later of (a) two years from the Date of 
Grant. or (b) one year from the date of exercise of this Option. 



14. Expiration of Ri~hts .  

Unless earlier terminated in accordance with the terms of this Agreement, all rights to exercise this Option will expire, in any 
event, ten years from the Date of Grant. 
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15. Certificate. 

Certificates evidencing shares transferred upon exercise of this Option may bear a legend setting forth. among other things. 
such restrictions on the disposition or transfer of the shares as the Company may deem consistent with applicable federal and 
state laws. 

16. No Rieht to Continued Ern~lovment. 

Nothing in  this Option shall restrict the sight ofthe Company to terminate the Optionee's employment at any time with or 
without cause. 

17. Successors. 

The tei-ms of this Agreemcnt shall be binding upon and inure to the benefit of the Company, its successors and assigns, and 
the Optionee and the Optionee's beneficiaries, executors, administrators, heirs and successors. 

18. Invalid Provision. 

The invalidity or unenforceability of any particular provision of this Agreement shall not affect the other provisions of this 
Agreement, and this Agreement shall be construed in all respects as if  such invalid or unenforceable provision has been 
omitted. 

19. Modifications. 

No change, modification or waiver of any provision of this Agreement shall be valid unless the same bc in writing and signed 
by the parties. 

20. Notices and Electronic Deliverv and Signature. 

All notices to the Company and the exercise of the Option herein granted, shall be addressed to Cinergy Corp., 139 East 
Fourth Street, Cincinnati, Ohio 45202, Attention: Manager, Compensation, or such other address or in accordance with such 
other procedure as the Company may, from time to time, specify. Notwithstanding the foregoing, the Employee hereby 
consents and agrees to electronic delivery of any Plan documents, proxy materials, annual reports and other related 
documents, including all materials required to be distributed pursuant to applicable securities laws. If the Company 
establishes procedures for an electronic signature system for delivery and acceptance of Plan documents (including 
documents relating to any programs adopted under the Plan), the Employce hereby consents to such procedures and agrees 
that his or her electronic signature is the same as, and shall have the same force and effect as, his or her manual signature. 
The Employee consents and agrees that any such procedures and delivery may be effected by a third party engaged by the 
Company to provide administrative services related to the Plan, including any program adopted under the Plan. The 
Employee understands that, unless earlier revoked by the Employee, this consent shall be effective for the duration of the 
Agreement and that he or she shall have the right at any time to request written copies of any and all materials referred to 
above. 



21. Headings. 

The headings of the Sections of this Agrceinent are provided f o ~  convenience only and are not to serve as a basis for 
interpretation 01 const~uction, and shall not constitute a part of this Agreement. 

22. Governing Law. 

This Agreement and the Optionee's rights under it shall be construed and determined in accordance with the laws of the stale 
of Delaware. 



23. Entire A~reement. 

This Agreement and the Plan contain the entire agreement and understanding of the parties with respect to the sub.ject matter 
contained in this Agreement, and supersede all prior communications. representations and negotiations in respect thereto 

This Agreement may be executed in counterparts, each of which shall be deemed an original, but all of which together shall 
coristitutc onc and the same instrument. 

25. Satisfaction of Leeal Reauirements. 

This Option may not be exercised until the Company has been advised by counsel that all applicable legal requirements have 
been met. 

IN WITNESS WHEREOF, this Agreement has been executed by the parties effective as of the day of 

OPTIONEE 

Signature: 

CINERGY CORP. 

By: 



Exhibit 10-d 

TEMPLATE 

NON-QUALIFIED STOCK OPTION AGREEMENT FOR 

EMPLOYEES UNDER THE CINERGY CORP. 

1996 LONG-TERM INCENTIVE COMPENSATION PLAN 

THIS NON-QUALIFIED STOCK OPTION AGREEMENT (the "Agreement"), effective as of (the 
"Date of Grant"), 1s made by and between Cine~gy Corp., a Delaware corporation, and (the "Optionec"). an 
employee of Clnergy Corp. 01 one of 11s dilectly or indirectly held majority or gleater-owned subsidiaries (collectively refelred to in 
this Agrecment as the "Company"). 

WHEREAS, Cinergy Corp. has adopted the Cinergy Corp 1996 Long-Term Incentive Compensation Plan, as amended from 
time to time (the "Plan"), pursuant to which the Optionec has been granted a non-qualified stock option (the "Option") to purchase 
shales of Cinergy Corp. common stock, with par value of $0.01 per share ("Cornmon Stock"), pursuant to the Plan, on the terms set 
fbrth in this Agreement; and 

WHEREAS, the parties desire to enter into this Agreernent to set forth their understandings with respect to the grant of the 
Option described in this Agreement. 

NOW, THEREFORE, in consideration of the recitals arid the mutual agreements contained in this Agreement, the parties 
agree as follows: 

1. Option Grant. 

Cinergy Corp. hereby grants to the Optionee effective on the Date of Grant an Option to purchase shares of 
Common Stock, pursuant to the Plan, on the terms and conditions set forth in this Agreement. The number of shares of 
Common Stock subject to this Option, and the Option Price described below in Section 2, are subject to adjustment as 
provided in the Plan. The Option is intended to be a non-qualified stock option and shall not be treated as an "incentive 
stock option" within the meaning of that term under Section 422 of the Internal Revenue Code of 1986, as amended. 

2. Purchase Price. 

The purchase p~ice of each shale of Common Stock subject to this Option is $ (the "Option Price"). At the time 
this Option is exercised, the Optionee must pay the aggregate Option Price of the shares with respect to which the Optionee 
exercises the Option pulsuarit to one of the following methods: (a) in cash, (b) by tendering to the Company whole shares of 
Common Stock owned by the Optionee, or owned jointly by the Optionee and his or her spouse (with the spouse's written 
consent), fbr at least six (6) months (a "Stock Swap"), which tendcred shares must have a Fair Market Value (as defined in 
the Plan) equal to the aggregate Option Price of the shares with respect to which the Optionee exercises the Option, (c) any 
combination of the methods described in (a) and (b) of this sentence, or (d) any other method approved by the Committee (as 
defined in the Plan). To exercise this Option, the Optionee must send written notice to the Cinergy Corp. Manager, 
Compensation, at the address noted in Section 19 or follow such other procedure as specified by the Company. The notice 
shall state the number of shares of Common Stock in respect of which the Option is being exercised, shall identify the Option 
as a non-qualified stock option, and shall be signed by the person or persons exercising the Option. The notice shall be 
accompanied by payment of the full cash Option Price for such shares of Common Stock, or followed as soon as practicable 



by the delivery of shares used in a Stock Swap and related cash (ifapplicable), or any other consideration approved by the 
Committee. Certificates evidencing shares or Common Stock purchased pursuant to this Option will not be delivered to the 
Optionec until 



payment has been made. 

3. Term of. and Rieht to Exercise. Option. 

The term of'this Option (the "Option Term") shall be for a period of'ten years from the Date 01. Grant, subject to earlier 
termination as otherwise provided i n  this Agreement. Except as otherwise provided below, the Option shall become 
exercisable with respect to ( %) of' the total number ol' shares of Common Stock covered by this 
Option on , but only if the Optionee remains continuously employed with the Company from the Date of 
Grant until .(I) From and after the date the Option becomes exercisable, the shares of" Common Stock 
subject to this option may be purchased at any time, 0s-from time to time, in whole or in part, until the Option Term expires, 
but in no case may fewer than 100 such shares be purchased at any one time, except to purchase all remaining shares subject 
to the Option. 

4. Effect of Termination of Emnlovment due to Reasons other than Retirement. Death or Disabilitv. 

If the Optiot~ee ceases to be an employee of the Company for any reason other than as a result of his or her termination of 
employment on or after attaining age fifty (50) with five years of "Service" under the Cine~gy Corp. Non-Union Employees' 
Pension Plan ("Retirement"), death or disability (as defined in Section 7), this Option, to the extent exercisable on the date of 
termination, will remain exercisable until the easlier of (a) the date three months following the effective date of the 
~ ~ t i o n k e ' s  termination of employment or (b) the expiration of the Option Term. 

5. Effect of Termination of Emnlovment Due to Retirement. 

If the Optionee ceases to be an employee of the Company as a result of his or her Retirement, the Option shall become 
immediately exercisable in its entirety and the Optionee may exercise this Option in whole or in part, subject to Section 6, at 
any time prior to the expiration of the Option Term. 

Effect of Death. 

Notwithstanding Section 5, if the Optionee dies either while employed by the Company or after his or her termination of 
employment because of Retirement, the Option shall become immediately exercisable in its entirety and may be exercised in  
whole or in part by the Optionee's executor, administrator, legatees or estate at any time during the period commencing upon 
the Optionee's death and ending on the earlier of (a) the date twelve (12) months after the date of the Optionee's death or 
(b) the expiration of the Option Tenn. 

Effect of Disability. 

In the event that the Optionee while employed by the Company becomes "disabled," as that term is defined under the then 
existing long--term disability plan of the Company in which the Optionee participates (or if no such plan exists, as determinec 
by the Committee), the Optionee will be deemed to be employed by the Company during his or her period of disability. 

8. Effect of Change in Control. 



The occurrence of a "Change in Control" (as defined in the Plan) of Cinergy Corp. shall have no affect upon the vesting and 
exercisability of the Option. Notwithstanding the foregoing, in  the event that the Optionee's employment is terminated by 
the Company without Cause or by the Optionee for Good Reason during the two-year period beginning on the "Cinergy 
Effective Time", 

(1 )  The vesting events for stock option grants vary lor each participant (c.g., cliff or graded vesting schedule). 



as such term is used in the Agreement and Plan of Merger by and among Duke Energy Corporation, Cinergy Corp., Deer 
Holding Corp., Deer Acquisition Coip. and Cougar Acquisition Corp., dated May 8. 2005, the Option to the extent i t  has not 
previously terminated shall immediately become vested and cxercisablc in full. For purposes of this Ag~eement, the terms 
"Cause" and "Good Reason" shall have the meaning given to such terms in  the most recent employment agreement, as 
amended, in effect f o ~  the Optionec. 

9. Transferabilitv. 

Except as otherwise provided by the Committee, this Option is not transferable or assignable otherwise than by will or the 
laws of descent and distribution. The Option may be exercised only by the Optionee, or, if the Optionee dies, by his or her 
executor, administrator, legatees, or beneficiaries of his or her estate who are entitled to this Option, or in  the event of his or 
her legal incapacity, by his or tier guardian or legal representative acting on behalf of the Optionee in a fiduciary capacity 
under state law and court supervision. 

10. Effect of Assignment or Pledge. 

If the Optionee attempts to assign or pledge shcves of Common Stock covered by this Option, or if there is a levy. attachment, 
execution or other legal or equitable process upon this Option, the Company has the sight to terminate this Option. 

11. Incorworation of the Plan's 'Terms. 

This Option is subject to all the terms, provisions and conditions of the Plan, which is incorporated into this Agreement by 
reference, and to such regulations, psocedures and administrative guidelines as may f~om time to time be adopted by the 
Committee. A copy of the Plan and a set of administrative guidelines have been furnished to the Optionee and an additional 
copy may be obtained from the Company. In the event of any conflict between the provisions of the Plan or administrative 
guidelines (as the case may be) and the provisions of this Agreement, the terms, conditions and provisions of the Plan andlor 
administrative guidelines shall control, and this Agreement shall be deemed to be modified accordingly. The Committee 
shall have final authority to interpret and construe the Plan and this Agreement and to make any and all determinations 
thereunder, and its decision shall be binding and conclusive upon the Optionee and his 01 her legal representative in respect 
of any questions arising under the Plan, or this Agreement. 

12. Tax withhold in^. 

A certificate evidencing the shares of Common Stock purchased as a result of the exercise of this Option will not be issued 
until the Optionee has satisfied his or her obligations with respect to withholding tax. 

13. Exwiration of Riehts. 

Unless earlier terminated in accordance with the terms of this Agreement, all rights to exercise this Option will expire, in an] 
event, ten years from the Date of Grant. 

14. Certificate. 



Certificates evidencing shares transferred upon exercise of this Option may bear a legend sctting forth, among other things, 
such restrictions on the disposition or transfer of the shares as the Company lnay deem consistent with applicable federal and 
state laws. 



No R i ~ h t  to Continued Emplovment. 

Nothing in this Option shall restrict the light of thc Company to terminate the Optionee's employment at any time with or 
without cause. 

Successors. 

The terms of this Agreement shall be binding upon and inure to the benefit of the Company. its successors and assigns, and 
the Optionee and the Optionee's beneficiaries, executors. administrators, heirs and successors. 

Invalid I'rovision. 

The invalidity or unenforceability 01 any particula~ provision ot this Agreement shall not affect the other provisions of this 
Agreement, and this Agreement shall be construed in all respects as if such invalid or unenforceable provision has been 
omitted. 

Modifications. 

No change, modification or waiver of any provision of this Agreement shall be valid unless the same be in writing and signed 
by the parties. 

Notices and Electronic Deliverv and Sipnature. 

All notices to the Company and the exercise of the Option herein granted, shall be addressed to Cinergy Cory., 139 East 
Fourth Street, Cincinnati, Ohio 45202, Attention: Manager, Compensation, or such other address or in accordar~ce with such 
other procedure as the Company may, from time to time, spccify. Notwithstanding the foregoing, tl.ie Employee hereby 
consents and agrees to electronic delivery of any Plan documents. proxy materials, annual reports and other related 
documents, including all materials required to be distributed pursuant to applicable securities laws. If the Company 
establishes procedures for an electronic signature system for delivery and acceptance of Plan documents (including 
documents relating to any programs adopted under the Plan), the Employee hereby consents to such procedures and agrees 
that his or her electronic signature is the same as, and shall have the same force and effect as, his or her manual signature. 
The Employee consents and agrees that any such procedures and delivery may be effected by a third party engaged by the 
Company to provide administrative services related to the Plan, including any program adopted under the Plan. The 
Employee understands that, unless earlier revoked by the Employee, this consent shall be effective for the duration of the 
Agreement and that he or she shall have thc right at any time to request written copies of any and all materials referred to 
above. 

The headings of the Sections of this Agreement are provided for convenience only and are not to serve as a basis for 
interpretation or construction, ar~d shall not constitute a part of this Agreement. 



21. govern in^ Law. 

This Agreement and the Optionee's rights under it shall be construed and determined in acco~dance with the laws of thc state 
of Delaware. 

22. Entire A~reement. 

This Agreement and the Plan contain thc entire agreement and understanding ol the parties with respect to the subjcct Inauer 
contained in this Agreement, and supersede all prior communications, representations and ncgoliations in respect Lhcreto. 



This Agreement may he executed in counterparts, each of which shall be deemed an original, but all of which together shall 
constitute one and the same instrument. 

24. Satisfaction of L e ~ a l  Reauirements. 

This Option may not bc exercised until the Company has been advised by counsel that all applicable legal requirements have 
been met. 

IN WITNESS WHEREOF, this Agreement has been executed by the parties effective as of the day of 
> -. 

OPTIONEE CINERGY CORP. 

Signature: By: 



Exhibit 10-e 

TEMPLATE 

RESTRICTED STOCK AGREEMENT FOR 

EMPLOYEES UNDER THE CINERGY CORP. 

1996 LONG-TERM INCENTIVE COMPENSATION PLAN 

THIS RESTRICTED STOCK AGREEMENT (the "Agreement"), dated effective as of (the "Date of 
Grant"), is made by and between Cinergy Corp., a Delaware corporation, and (the "Employee"), an employee of 
Cinergy Corp. or one of its directly or indirectly held majority or gleatel-owned subsidiaries (collectivcly referred to herein as the 
"Company"). 

WHEREAS, Cinergy Corp. has adopted the Cinergy Corp. 1996 Long-Term Incentive Compensation Plan, as amended from 
time to time (the "Plan"), pursuant to which the Employee has been granted the right, contingent upon the Employee satisfying certain 
vesting requirements, to receive shares of Cinergy Corp. common stock, with par value of $0.01 per share ("Common Stock"), on the 
terms set forth in this Agreement; and 

WHEREAS, the partics desire to enter into this Agreement to set forth their undastandings with respect to the Common 
Stock described in this Agreement, such Common Stock sometimes referred to herein as "Restricted Stock." 

NOW, THEREFORE. in consideration of the recitals and the mutual agreements contained in this Agreement, the parties 
agree as follows: 

1. Grant of Restricted Stock. Cinergy Corp. hereby grants to the Employee as of the Date of Grant shares of 
Restricted Stock (the "Restricted Stock") subject to and upon the terms, conditions and restrictions set forth in this 
Agreement and the Plan. The Restricted Stock shall be fully paid and nonasscssable. 

2. Restrictions on Restricted Stock. The Restricted Stock shall be sub.ject to the following telms, conditions and restrictions: 

(a) Subject to the restrictions set forth in the Plan and this Agreement, the Employee shall possess all incidents of 
ownership of the Restricted Stock. 

(b) The Restricted Stock, and the Employee's interest therein, may not be sold. exchanged, assigned, transferred, 
pledged, hypothecated, encumbered or otherwise disposed of by the Employee, except to the Company, until the 
Restricted Stock has become vested as provided in Section 2(c) hereof; provided. however, that the Employee's 
rights with respect to the Restricted Stock may be transferred by will or pursuant to the laws of descent and 
distribution. Any purported transfer or encumbrance in violation of this Agreement shall be void, and the other pasty 
to any such purported transaction shall not obtain any right or interest in the Common Stock. 

(c) Subject to earlier forfeiture as described in Section 2(d) hereof, the Restricted Stock shall vest on 
, provided that the Employee has been continuously employed with the Company as of such date 

[and the Committee (as defined in the Plan) determines as of such date that all of the performance measmes set forth 
in Section 2(e) (the "Perfoimance Measures") have been satisfied in full.] Notwithstanding the preceding sentence, 



the Restricted Stock shall immediately vest in full [(without regard to whether the Performance Measures have been 
satisfied)] if Employee has been continuously employed with the Company until the first to occur or  thc following 
events (provided that such events occur on or prior to ): (i) the Employee's dcath, (ii) the 



Employee's disability (as that term is defined in  the Cincrgy Corp. L.ong-Term Disability Plan) or, (iii) during the 
two-ycar period beginning on the "Cinergy Effective Time," as such term is used in  the Agreement and Plan of 
Melger by and among Duke Energy Corporation, Cinergy Corp.. Deer Holding Corp., Deer Acquisition Corp. and 
Cougar Acquisition Corp., dated May 8, 2005, either the Company terminates the Employee's employment for 
reasons other than Cause or the Employee terminates his or her employment with the Company for Good Reason.(l) 

(4 The Employec shall forfeit his or her Restricted Stock in its entirety i f  he or shc ceases to remain continuously 
employcd by the Company unti l  the date on which the Restricted Stock vests in  accordance with Section 2(c) he]-eof. 
In the event of forfeiture, the certificatc(s) representing the Restricted Stock covercd by this Agrecmcnt shall be 
transferred to and reacquired by the Company at no cost to the Company. 

(e) For purposes of this Agreement. the lollowing terms shall have the following meanings: 

( i )  For purposes of this Agreement, the terms "Cause" and "Good Reason" shall have the meaning given to 
such terms in  the most recent employment agreement, as amended, in effect for the Employee. 

(ii) "Performance Period" shall mean the period beginning on and ending on 

(iii) "Performance Measures" shall be as follows: [Insert Performance Measures] 

3. Certificate: Restrictive Legend. The Employee agrees that the Restricted Stock shall be represented by a certificate or 
certificates registered in the Employee's name and endorsed with an appropriate legend referring to the restrictions set forth 
in this Agreement. 

Retention of Stoclc Certificate: Dividends. 

(4 The certificate(s) representing the Restricted Stock shall be held in custody by the Company or its agent until those 
shares have become vested in accordance with Section 2(c) of this Agreement. The Employee hereby appoints the 
Company, with full power of substitution, as the Employee's true and lawful attorney-in-fact with irrevocable 
power and authority in  the name and on behalf of the Employee to take any action and execute all documents and 
instruments, including, without limitation, stock powers which may be necessary to transfer the certificate or 
certilicates evidencing such forfeited shares to the Company upon such forfeiture. 

(b) Except as otherwise provided herein, from and after the Date of Grant, the Employee shall have all rights of a 
shareholder with respect to the Restricted Stock, including the right to vote the Restricted Stock [and receive any 
dividends;] [, but during the pcriod commencing on and ending on the date the Restricted Stock 
becomes fully vested, any dividends that would have been paid to the Employee if he or she had held the Restricted 
Stock during such period and such stock had not been subject to forfeiture provisions will be retained by the 
Company and will be subject to the provisions set lorth in Section 2; if the Restricted Stock becomes vested as 
provided herein, the Company shall transfer to the Employee within thirty days after such vesting date additional 
Common Stock having a fair market value on the date of transfer equal to the dividends retained with respect to the 
Restricted Stock;] provided, however, that any additional Common Stock or other securities that the Employee may 
become entitled to 



( 1 )  The vesting events for restricted stock vary for each participant. Some restricted stock grants incorporate a cliff vesting schedule 
whilc others use a graded vesting schedule. 'The restricted stock grants incorporate some or all of thc items set forth in 
Section 2(c). 



receivc pursuant to a stock dividend, stock split, combination of shares, recapitalization, merger, consolidation, 
separation or reorganization or any other change in the capital structure of the Cornpany shall be subject to the same 
restrictions as the Restricted Stock covered by this Agreement. 

5. Income Taxes. The E~nployee shall pay to the Company pro~nplly upon rcqucst. and in any event at the time the E~nployce 
recognizes taxable income in respect of the Restricted Stock, an amount equal to the taxes the Company deter~nines it is 
required to withhold under applicable tax laws with respect to the Restricted Stock. Such payment shall bc made in the form 
of cash, shares of Corn~non Stock already owned 01 withholding from shares otherwise transferable upon thc lapse of 
restrictions. or in a combination of such methods, as determined by the Employee. The E~nployee shall pro~nptly notify the 
Co~npany of any election made by the E~nployee pursuant to Section 8.3(b) ol the Code. 

6. Incor~oration bv Reference. The provisions of the Plan are incorporated into this Agrcement by reference. This Agreement 
shall be construed in accordance with the provisions of the Plan and such regulations as may froin time to time be adopted by 
the Committee. Any capitalized terms not otherwise defined in this Agreement shall have the definitions set forth in the Plan. 
The Committee shall havc final authority to interpret and construe the Plan and this Agreement and to make any and all 
deter~ninations thereunder, and its decision shall be binding and conclusive upon the E~nployee and his or her legal 
representative in respect of any questions asising under the Plan, or this Agrecment. In the event of any conflict between the 
provisions of the Plan and the provisions of this Agreement, the terms, conditions and provisions ofthc Plan shall control, 
and this Agreement shall be deemed to be modified accordingly. By signing this Agreement, the E~nployee acknowledges 
that he or she has received a copy of the Plan and this Agreement and has had an opportunity to review the Plan and this 
Agreement and agrees to be bound by all the terms and provisions of the Plan and this Agrecment. 

7. Notices and Electronic Deliverv and Sipnature. Except as otherwise provided by the Company from time to time, any and 
all notices, designations, consents, offe~s,  acceptances and any other com~nunications provided for in this Agrecment shall be 
given in writing and shall be delivered either personally or by registered or certified mail, postage prepaid, which shall be 
addressed, in the case of Cinergy Corp., to Cinergy Corp., 1.39 East Fourth Street, Cincinnati, Ohio 45202, Attention: 
Manager, Compensation, or such other address or in accordance with such other procedure as the Co~npany [nay, from time 
to time, specify, and in the case of the Employee, to the Employee's address appearing on the books of the Company, or to 
the Employee's residence or to such other address as may be designated in writing by the Employee. Notwithstanding the 
foregoing, the Employee hereby consents and agrees to electronic delivery of any Plan documents, proxy materials, annual 
reports and other related documents. including all materials requircd to be distributed pursuant to applicable securities laws. 
If the Company establishes procedures for an electronic signature system for delivery and acceptance of Plan documents 
(including documents relating to any programs adopted under the Plan), the Employee hereby consents to such procedures 
and agrees that his or her electronic signature is the same as, and shall have the same force and effect as, his or her manual 
signature. The Employee consents and agrees that any such procedures and delivery may be effected by a third party 
engaged by the Company to provide administrative services related to the Plan, including any program adopted under the 
Plan. The Employee understands that, unless earlier revoked by the Employee, this consent shall be effective for the duration 
of the Agree~ncnt and that he or she shall have the right at any time to request written copies of any and all materials rcferred 
to above. 

8. No R i ~ h t  to Contin~~ed Em~lovment. Nothing in the Plan or in this Agreement shall confer upon the Employee any right to 
continue in the employ of the Company or shall interfere with or restrict in any way the right of the Company, which is 
hereby expressly reserved, to remove, terminate or discharge the Employee at any time for any reason whatsoever, with or 
without Cause. 

9. Successors. The terms of this Agreement shall be binding upon and inure to the benefit of Cinergy 



Co~p. ,  its successors and assigns. and on the Employee and the beneficiaries, executors, administrators, heirs, and successors 
of the Employee. 

10. Invalid Provision. The ~nvalidity or unenfolceability of any particular provision of this Ag~ecment shall not alfect the other 
provisions of this Agleemcnt. and this Agreement st~all be construed in all respects as if such invalid or unenfo~ceable 
provision has been omitted. 

11. Modifications. No change, amendment, modification or waiver of any provision of this Agrecment shall be valid unless the 
same is in writing and signed by the parties. 

12. Entire Agreement. This Agreement and the Plan contain the enti~e agreement and understanding of the parties with respect 
to the subject matter contained in this Ag~eement, and supersede all prior communications, representations and negotiations 
in respect thereto. 

13. Governing Law. This Agreement and the Employee's rights under it shall be construed and determined in accordance with 
the laws of the statc of Delaware. 

14. Headings. The headings of the Sections of this Agreement are provided for convenience only and are not to serve as a basis 
for interpretation or construction, and shall not constitute a part of this Agreement. 

15. Counter~arts. This Agreement may be executed in counterparts, each of which shall be deemed an original, but all of which 
together shall constitute one and the same instrument. 

16. Com~liance with Law. The Company shall make reasonable efforts to comply with all applicable federal and state 
securities laws; provided, however, notwithstanding any other provision of this Agreement, the Company shall not be 
obligated to deliver any Common Stock pursuant to this Agreement if the delivery thereof would result in a violation of any 
such law. 

IN WITNESS WHEREOF, this Agreement has been executed and delivered by the parties as of the day of 
1 

EMPLOYEE CINERGY CORP 

Signature: By: 



Exhibit 10-f 

TEMPLATE; 

PERFORMANCE SHARES AGREEMENT FOR 

EMPLOYEES UNDER THE CINERGY CORP. 

1996 LONG-TERM INCENTIVE COMPENSATION PLAN 

THIS PERFORMANCE SHARES AGREEMENT (the "Agreement"), effective as of (the "Date OF 
Grant"), is made by and between Cinergy Corp., a Delaware corporation, and (the "Employee"), an employee of 
Cinergy Corp. or one of its directly or indirectly held n~ajority or greater-owned subsidiaries (collectively referred to herein as the 
"Company "). 

WHEREAS, Cinergy Corp. has adopted the Cinergy Corp. 1996 Long-Term Incentive Compensation Plan, as amended from 
time to time (the "Plan"), pursuant to which the Employee has been granted the right, contingent upon the attainment of certain 
corporate performance measures within an established time period, to receive shares of Cinergy Corp. common stock, with par value 
of $0.01 per share ("Common Stock"), on the terms set forth in this Agreement; and 

WHEREAS, the parties desire to enter into this Agreement to set forth their understandings with respect to the contingent 
right to receive a certain number of shares or Common Stock as described in  this Agreement, such contingent right sometimes referred 
to herein as "performance shares." 

NOW, THEREFORE, in consideration of the recitals and the mutual agreements contained in this Agreement, the parties 
agree as follows: 

1. Contingent Award. 

Cinergy Corp. hereby grants to the En~ployee effective as of the Date of Grant, the right, contingent upon the attainment of 
certain corporate performance measures during performance cycle c o m m e n c i n g  on January 1, and ending on 
December 31, (the "Performance Cycle"), to receive shares of Common Stock on the terms and conditions set forth in 
this Agreement. For the Performance Cycle, the Employee's contingent target awa~d is shares of Common 
Stock (the "Target Award"). The number of shares of Common Stock covered by the Target Award is subject to adjustment, 
including reductions in the event of a demotion or change to a lower level position. as provided in the Plan and in such 
procedures or guidelines that may from time to time be adopted by the Committee (as defined in  the Plan), including the 
Administrative Guidelines adopted on (the "Administrative Guidelines"). 

2. Coroorate Performance Measure. 

The corporate performance measure is based on a comparison of the total shareholder return ("TSR") of a share of Common 
Stock to the TSR of the companies listed in the S&P Supercomposite Electric Index as of the beginning of the Performance 
Cycle (the "Comparator Group"); for purposes of this Agreement, TSRs shall be as calculated by reference to Bloomberg 
Financial L,.P. (including the reinvestment of dividends or other distributions); nrovided, however, that the TSR of the 
Comparator Group shall be calculated without taking into account any company that, during the Performance Cycle, either 
(i) becomes the subject of a voluntary or involuntary petition in bankruptcy pursuant to Title 11 of the United States Code, 
(ii) undergoes a "change in control," or (iii) becomes the subject of any public announcement of a proposal for such company 
to undergo a "change in control." For this purpose, a "change in control" means (i) the sale of all or substantially all of the 



assets of the company on a corisolidated basis to a person or entity other than to a subsidiary or affiliate of the company, (ii) a 
merger, reorganization or consolidation after which the holders of the company's outstanding voting power immediately 

1 



prior to such transaction, in the aggregate, do not own a ~najo~ity of the outstanding voting power of the surviving or resulting 
entity immediately upon completion of such transaction, (ii i)  the sale of all or substantially all of the outstanding common 
shares ofthc company to an unrelated person or entity or (iv) any other transaction where the owners of the company's 
outstanding voting power prior to such transaction, in  the aggregate, do not own at least a majority of the outstanding voting 
power of the relevant entity after the t~ansaction. 

3. Pavout Calculation and Form of Pavment. 

The number of shares of Com~non Stock earned for thc Pe~formance Cyclc will be determined by comparing the TSR of a 
share 01 Common Stock during the Performance Cycle to the TSR of the Comparator Group during the Performance Cycle, 
as described in  Subsection 3(a)'and Subsection 3(b) below. 

(a) The percentage ofthe Target Awa~d earned by the Employee, if any, will be determined in accordance with'the 
following chart and the guidelines contained in Subsection 3(b). 

Percentage of Individual Target Payment 

Relative TSR 
Performance Percentile 

8sth or above 
soth 
701h 
601h 
5sth 
401h 

301h or below 

Percentage of 
Target Award Earned 

200% 
185% 
150% 
115% 
100% 
40% 
0% 

(b) The chart contained in Subsection 3(a) shall be applied in accordance with the following guidelincs. 

(i) If the relative TSR of a share of Common Stock compared to the TSR of the Comparator Group is between 
any two levels listed above, the Committee will calculate, by interpolation, the percentage of the Target 
Award that is earned by the Employee. 

(ii) If the relative TSR of a share of Common Stock is equal to or less tlzatz rl7e 3oth percentile of the TSR of the 
Comparator Group, the Employee will not earn any performance shares under this Agreement. 

(iii) The maximum number of shares of Common Stock that can be earned under this Agreement is 200% of the 
number of shares of Common Stock covered by the Target Award. 

(c) Except as otherwise provided herein, the number of shares of Common Stock earned by the Employee shall be paid 
to or for the benefit of the Employee no later than March 15 of the calendar year following the calendar year in 
which occurs the last day of the Performance Cycle. Notwithstanding the preceding sentence, in the event of the 
Employee's death during the Performance Cycle, the number of shares of Comrnon Stock earned by the Employee 
shall be paid on behalf of the Employee as soon as administratively practicable following his or her death but no 
later than 



(d) Except as otherwise provided herein, the Employee shall be entitled to receive, no later than March 15 of the 
calendar year following the calendar year in whic1.1 occurs the last 



day of the Pe~formance Cycle. the number of shares of Common Stock (if any) equal to (i) the cumulative amount of 
cash dividends that would have been paid to the Executive if he or she had owned, during the entire Performance 
Cycle. the number of shares of Common Stock specified in Section 3(c) above, divided by ( i i )  the "Fair Market 
Value" (as that term is defined in  the Plan) of a share of Colnlnon Stock on the last day of the Perf01 mancc Cycle. 

(e) Notwithstanding any other provision of this Agreement, the Committee in  its sole discretion may determine whether 
to pay all or any portion of any award earned pursuant to this Agreement in shares of Colnlnon Stock or in  an 
amount of cash equal to the Fair Market Value of such shares of Cornmon Stock. 

4. Effect of Termination of Emnlovment due to Reasons other than Retirement. Death or Disabiiitv. 

If, prior to the last day of the Performance Cycle, the Employee ceases to be an employee of the Company for any reason 
other than as a result of his or her termination of employment on or after attaining age fifty (50) with five years of "Service" 
under the Cinergy Corp. Non-Union Employees' Pension Plan ("Retirement"), death or disability (as defined in  Section 7), 
all contingent rights set forth in this Agreement will be immediately forfeited on the effective date of the Employee's 
termination. 

5. Effect of Termination of Emnlovment Due to Retirement. 

If, prior to the last day of the Performance Cycle, the Employee's employment with the Company is terminated as a result of 
his or her Retirement, the Employee will continue to participate in the Performance Cycle and will earn a pro rata award of 
performance shares, the amount of which shall be calculated by the Committee based on (a) the number of full and partial 
months (out of the total months in the Performance Cycle) that the Employee was an active employee during the Performance 
Cycle and (b) the relative TSR of a share of Common Stock during the entire Performance Cycle compared to the TSR of the 
Comparator Group during the entire Performance Cycle. 

6. Effect of Termination of Emnlovment Due to Death. 

If, prior to the last day of the Performance Cycle, the Employee dies while employed by the Company, the Employee's 
executor. administrator, legatees or estate beneficiaries will receive a pro rata award of performance shares, the amount of 
which shall be calculated by the Committee based on (a) the number of full and partial months (out of the total months in the 
Performance Cycle) that the Employee was an active employee during the Performance Cycle and (b) the relative TSR of a 
share of Common Stock compared to the TSR ot the Comparator Group during the period of time commencing on the Date 
of Grant and ending on the December 31 nearest the date of the Employee's death, but cnding no earlier than 

Effect of Disabilitv. 

If, prior to the last day of the Performance Cycle, the Employee becomes "disabled" as that term is defined under the then 
existing long-term disability plan of the Company in which the Employee participates (or if no such plan exists, as 
determined by the Committee), the Employee will continue to participate in the Performance Cycle and will earn a pro rata 
award of performance shares, the amount of which shall be calculated by the Committee based on (a) the number of full 
months (out of the total months in  the Performance Cycle) that the Employee was an active employee during the Performance 
Cycle and (b) the relative TSR of a share of Common Stock during the entire Perforrnance Cycle compared to the TSR of the 
Comparator Group during the entire Performance Cycle. 





8. Effect of Change in Control. 

(a) Change in  Control While Emnloved. Notwithstanding thc above, i f  a "Change i n  Control" (as defined in the Plan) 01 
Cinergy Corp. occurs while the Employee is employed by the Conipany and prior to the last day of the Perlormancc 
Cycle. the following provisions shall apply and benefits shall not be paid to or on behalf of the Employee under any 
other provision of this A, ureement. 

(i) The Target Award shall be deemed earned at a lcvel equal to the greater of (I) the actual performance level 
during the period (the "Pro Rata Period") commencing on January 1, 2006 and ending on the date that is 
two business days immediately preceding the date on which the "Effective Time" occurs. as such term is 
defined in  the Agreement and Plan of Merger by and among Duke Energy Corporation, Cinergy Corp., 
Deer Holding Corp., Deer Acquisition Corp, and Cougar Acquisition Corp., dated as of May 8, 2005 or 
(ii)  the target perfor~nance level (i.e., the 55th performance percentile). and the Employee shall earn a pro 
rata award 01 performance shares, the amount of which shall be calculated by the Committee based on the 
number 01 days in the Pro Rata Period out of the total number of days in the Perfor~nance Cycle. The 
number of performance shares described above shall be payable, subject to Section 3(e), in  shares of 
Coinmon Stock within thirty (30) days after the occurrence of such Change in Control. 

(ii) The Employee shall also be entitled to receive, subject to Section 3(e), within thirty (30) days after the 
occurrence ot such Change in  Control, the number of shares of Common Stock equal to (I) the cumulative 
amount of cash dividends that would have been paid to the Executive it he or she had owned, during the 
period commencing on the Date of Grant and ending on the date of the Change in Control, the number of 
shares of Common Stock specified in Section 8(a)(i) above, divided by (11) the Fair Market Value of a . 
share of Common Stock immediately prior to the Change in Control. 

(iii) Oualifving Termination of Emnlovment follow in^! Change i n  Control. In addition to any other payments 
made under Sections 8(a)(i) and 8(a)(ii) of this Agreement, in the event that, during the two-year period 
beginning on the Cinergy Effective Time, the Employee has an involuntary "separation from service" 
(within the meaning of Code Section 409A) other than for Cause or a voluntary "separation from service" 
(within the meaning of Code Section 409A) for Good Reason, the Employee shall bc entitled to receive, 
subject to Section 3(e), within thirty (30) days after the occurrence of such separation from service, the 
number of shares of Common Stock equal to (I) the Target Award reduced by the number of shares of 
Common Stock specified in  Section 8(a)(i) above, plus (11) the cumulative amount 01 cash dividends that 
would have been paid to the Employee if he or she had owned, during the period commencing on the Date 
of Grant and ending on the date of the separation from service. the number of shares of Common Stock 
specified in Section 8(a)(iii)(I) above, divided by the Fair Market Value of a share of Common Stock 
immediately prior to the separation from service. Notwithstanding the above, if required to comply with 
Code Section 409A, such payment shall not be made until five (5) days following the 61h month 
anniversary of such separation from service if the Employee is a "specified employee" within the meaning 
of Code Section 409A. 

(iv) For purposes of this Agreement, "Cinergy Effective Time" has the meaning given to such term in the 
Agreement and Plan of Merger by and among Duke Energy Corporation, Cinergy Corp., Deer Holding 
Corp., Deer Acquisition Corp. and Cougar Acquisition Corp., dated May 8, 2005, and the terms "Cause" 



and "Good Reason" shall have the meaning given to such terms in the most recent employment agreement, 
as amended, in cfiect for the Employee. 

(b) Chanzc in Control Followino Rctilement. Notwithstanding the foregoing, if a Change in  Control of Cinergy Corp. 
occurs after the Employee's Retirement but prior to the last day of the Perlo~mance Cycle, the following provisions 
shall apply and benefits shall not be paid to 01 on bchall of the Err~ployee under any other provision of this 
Agreement. 

(i) The El~lpioyee shall be entitled to receive, subject to Section 3(e), within thirty (30) days after the 
occurrence of such Change in Control, a p ~ o  rata award of performance shares, the amount of which shall 
bc calculated by the Committee based on (I) the number of full and partial months (out of a total of 36 
months) that he or she was an active employee during the Performance Cycle and (11) the fact that the 
Target Award shall be deemed earned at the greater of the actual performance level during the Pro Rata 
Period or the target performance level (i.e.. the 551h performance percentile). 

(ii) The Employee shall also be entitled to receive. subject to Section 3(e), within thirty (30) days after the 
occurrence of such Change in  Control, the numbel of shares of Common Stock equal to (I) the cumulative 
amount of cash dividends that would have been paid to the Executive if he or she had owned, during the 
period commencing on the Date of G~ant and ending on the date of the Change in Control, the number of 
shares of Common Stock specified in Section 8(b)(i) above, divided by (11) the Fair Market Value of a 
share of Common Stock immediately prior to the Change in Control. 

(c) Changc in Control Following Death. Notwithstanding the foregoing, it a Change in Control of Cinergy Corp. occur 
after the Employee's death while employed by the Company, but prior to the later of (I) the December 31 nearest 
the date of the Employee's death or (11) , the following provisions shall apply and benefits shall 
not be paid to or on behalf of the Employee under any other provision of this Agreement. 

(i) The Employee's executor, administrator, legatees or estate beneficiaries shall be entitled to receive, sub-ject 
to Section 3(e), within thirty (30) days after the occurrence of such Change in Control, a pro rata award of 
performance shares, the amount of which shall be calculated by the Cornrnittee based on (I) the number of 
full and partial months (out of a total of 36 months) that he or she was an active employee during the 
Performance Cycle and (11) the fact that the Target Award shall be deemed earned at the greater of the 
actual performance level during the Pro Rata Period or the target performance level (i.e., the 5 S h  
performance percentile). 

(ii) The Employee's executor, administrator, legatees or estate beneficiaries shall also be entitled to receive, 
subject to Section 3(e), within thirty (30) days after the occurrence of such Change in Control, the number 
of shares of Common Stock equal to (I) the cumulative amount of cash dividends that would have been 
paid to the Executive if he or she had owned, during the period commencing on the Date of Grant and 
ending on the date of the Change in  Control, the number of shares of Common Stock specified in 
Section 8(c)(i) above, divided by (11) the Fair Market Value of a share of Common Stock immediately prior 
to the Change in Control. 

(d) Change in  Control Following Disabilitv. Notwithstanding the foregoing, if a Change in Control of Cinergy Corp. 
occurs after the Employee becomes disabled while eniployed by the Company but prior to the last day of the 
Performance Cycle, the following 



provisions shall apply and benefits shall not be paid to or on behalf of the Employec under any other provision of 
this Agreement. 

(i) The Employee shall be entitled to receive, subject to Section .)(e), within thirty (30) days after the 
occurrence of such Change in Control. a pro rata awald of perlormance shares, the amount of which shall 
be calculated by the Committee based on (I) the number of full months (out of a total of 36 months) that he 
01 she was an active employee during the Performance Cycle and (11) the fact that the Ta~gct Award shall 
be deemed earned at the greater ol the actual performance level dul ing the Pro Rata Period 01 the target 
performance level ( is . ,  the 551h performance percentile). 

(ii) The Employee shall also be entitled to receive, subject to Section 3(e), within thirty (30) days after the 
occurrence of such Change in Control, the number of shales of Common Stock equal to (I) the cumulative 
amount of cash dividends that would have been paid to the Executive i l  he or she had owned, during the 
period commencing on the Date of Grant and ending on the date of the Change in Control, the number of 
shares of Common Stock specified in Section X(d)(i) above, divided by (11) the Fair Market Value of a 
share of Common Stoclc immediately prior to the Change in Control. 

(e) Notwithstanding any other provision of this Agreement. an event shall not result in the occurrence of a Change in 
Control unless, within the meaning of Code Section 409A, such event results in a change in the ownership or 
effective control of the Company or in the ownership of a substantial portion of the assets of the Company. 

9. Transferability. 

The contingent rights set forth in this Agreement are not transferable otherwise than by will or the laws of descent and 
distribution. 

10. Effect of Assignment or Pled~e. 

If the Employee assigns or pledges contingent shares of Common Stock covered by this Agreement or attempts to do so, or if 
there is a levy, attachment. execution or other legal or equitable process upon the contingent shares, the Company has the 
right to terminate this Agreement. 

11. Incor~oration of the Plan's Terms. 

This Agreement is subject to all the terms, provisions and conditions of the Plan, which is incorporated into this Agreement 
by reference, and to such regulations as may from time to time be adopted by the Committee, including the Administrative 
Guidelines. A copy of the Plan and a set of Administrative Guidelines have been furnished to the Employee and an 
additional copy of each may be obtained from the Company. In the event of any conflict between the provisions of the Plan 
or the Administrative Guidelines (as the case may be) and the provisions of this Agreement, the terms, conditions and 
provisions of the Plan and/or Administrative Guidelines shall control, and this Agreement shall be deemed to be modified 
accordingly. The Committee shall have final authority LO interpret and construe the Plan and this Agreement and to make any 
and all determinations thereunder, and its decision shall be binding and conclusive upon the Employee and his or her legal 
representative in respect of any questions arising under the Plan, or this Agreement. 

12. No Right to Continued Em~lovment. 



Nothing in this Ag~eelnent shall restrict the right of the Company to terminate the Employee's 



employment at any time with or without cause. 

13. Successors. 

The terms of this Agreement shall be binding upon and inure to the bencfit ol the Company, its successors and assigns, and 
the Employee and the Employee's beneliciaries, executors. administrators. heirs and successors. 

14. Invalid Provision. 

The invalidity of unenforceability of any particular provision of this Agreement shall not aflect the other provisions of this 
Agreement, and this Agreement shall be construed in all respects as if such invalid or unenforceable provision has been 
omitted. 

15. Modifications and Section 409A of the Code. 

No change, modification or waiver of any provision of this Agreement shall be valid unless the same be in writing and signed 
by the palties. T o  the extent applicable, it is intended that this Agreement and the Plan comply with the provisions of 
Section 409A of the Code, including the provisions requiring a delay in payment. This Agreement and the Plan shall be 
administered in a manner consistent with this intent, and any provision that would causc the Agreement or the Plan to fail to 
satisfy Section 409A of the Code shall havc no force and effect until amended to comply with Section 409A of the Code 
(which amendment may be retroactive to thc extent permitted by Section 409A 01 the Code and may be made by 
the Company without the consent of the Employee). 

The headings of the Sections of this Agreement are provided for convenience only and are not to serve as a basis for 
interpretation or construction, and shall not constitute a part of this Agreement. 

17. govern in^ Law. 

Except to the extent pre-empted by federal law, this Agreement and the Employee's rights under it shall be construed and 
determined in accordance with the laws of the state of Delaware. 

18. Entire Agreement. 

This Agreement, the Plan and the Administrative Guidelines contain the entire agreement and understanding of the parties 
with respect to the subject matter contained in this Agreement, and supersede all prior communications, representations and 
negotiations in respect thereto. 



19. Counteroarts. 

This Agreement may he executed in counterparts, each of which shall be deemed an original, but all of which together shall 
constitute one and the same instrument. 

20. Satisfaction of Lepal Reauirements. 

No payment will be made under this Agreement until the Company has been advised by counsel that all applicable legal 
requirements have been met. 

21. Notices and Electronic Deliverv and Siznature. 

All notices to the Company shall be addressed to Cinergy Corp., 139 East Fourth Street, Cincinnati, Ohio 45202, Attention: 
Manager. Compensation, or such other address or in 



accordance with such othe~ procedure as the Company may, from time to time, specify. Notwithstanding the foregoing, the 
E~nployce hereby consents and agrees to electronic delivery of any Plan documents. proxy matcrials, annual reports and other 
related documents, including all materials required to be distributed pursuant to applicable securities laws. If the Company 
establishes procedures for an electronic signature system for delivery and acccplance of Plan documents (including 
docu~nents relating to any plogralns adopted under the Plan), the Employee hereby consents to such procedures and agrees 
that his or her electronic signature is the same as, and shall have the same force and efSect as, his or he1 manual signature. 
The Employee consents and agrees that any such procedures and delivery may be effected by a third party engaged by the 
Company to provide administrative services related to the Plan, including any program adopted under the Plan. The 
Employee understands that, unless earlier rcvokcd by the Employee, this consent shall be effective for the duration of the 
Agreement and that he or she shall have the right at any time to request written copies of any and all materials  ele en-ed to 
above. 

IN WITNESS WHEREOF, this'Agreernent has been executed by the parties effective as of the day of 
> -. 

EMPLDYEE CINERGY CORP. 

Signature: By: 



Exhibit 10-g 

TEMPLATE 

PHANTOM STOCK AGREEMENT FOR 

EMPLOYEES UNDER THE CINERGY CORP. 

1996 LONG-TERM INCENTIVE COMPENSATION PLAN 

THIS PHANTOM STOCK AGREEMENT (the "Agreement"). effective as of (the "Date of G~ant"), is 
made by and between Cinelgy Corp., a Delaware corporation, and (the "Employee"), an employee of Cinergy 
Corp. or one of its directly or indirectly held majority or greatel-owncd subsidiaries (collectively referred to he~ein as the 
"Company"). 

WHEREAS, Cinergy Corp. has adopted the Cinergy Corp. 1996 Long-Term Incentive Compensation Plan, as amended from 
time to time (the "Plan"), pursuant to which the Employee has been granted the right, contingent upon the Employee satisfying certain 
vesting requirements, to receive a lump sum cash payment, the amount of which shall be based on the value of a certain, 
predetermined number of shares of Cinergy Corp. Common Stock, with par value of $0.01 per share ("Common Stock"), on the terms 
set forth in this Agreement; and 

WHEREAS, the parties desire to enter into this Agreement to set forth their understandings with respect to the contingent 
right described in this Agreement, such contingent right sometimes referred to herein as "Phantom Stock Right." 

NOW, THEREFORE, in consideration of the recitals and the mutual agreements contained in this Agreement, the parties 
agree as follows: 

1. Continpent Award. 

(a) Award of Phantom Stock Ripht. In consideration of Employee's service for the Company, Cinergy Corp. hereby 
grants a Phantom Stock Right to Employee and shall establish an account (the "Account") in the name of Employee 
on the books and records of Cinergy Corp. and credit the Account with Phantom Stock Right units. Each 
Phantom Stock Right unit shall correspond to one share of Common Stock. 

(b) Vestinp of Phantom Stock Right. Subject to carlier forfeiture as described below, the Phantom Stock Right shall 
become fully vested in its entirety if the Employee is continuously employed by the Company from the Date of 
Grant until the earliest to occur of the following dates (i) , (ii) the date of the Employee's death, 
(iii) the date of the Employee's involuntary "separation from service" (within the meaning of Code Section 409A) 
other than for Cause during the two-year period beginning on the Cinergy Effective Time or (iv) the date of the 
Employee's voluntary "separation from service" (within the meaning of Code Section 409A) for Good Reason 
during the two-year period beginning on the Cinergy Effective Time. For purposes of this Agreement, "Cinergy 
Effective Time" has the meaning given to such term in the Agreement and Plan of Merger by and among Duke 
Energy Corporation, Cinergy Corp., Deer Holding Corp., Deer Acquisition Corp. and Cougar Acquisition Corp., 
dated May 8, 2005.(1) 



(1) The vesting events for phantom stock grants vary for each participant. Some phantom stock grants incorporate cliff vesting 
schedules while others use a graded vesting schedule. The phantom stock grants may incorporate some or all of the items set 
forth in  Section I (b). 



(c) Forfeiture of Phantom Stock Ri~ht.  The Employee shall forfeit his or her Phantom Stock Right in its eritirety if 
he or she ceases to remain continuously employed by the Company until the date on which the Phantom Stock Right 
vests in accordance with Section l(b) hereof. 

(dl Definitions. Where used helein. thc terms "Cause" and "Good Reason" shall have the meaning given to such terms 
in the most recent employment agreement. as amended, in effect for the Employee. 

2. Pavout Calculation and Form of Pavment. 

Except as othe~wise provldcd herein, in the event that Phantom Stock Right units become fully vested in accordance with 
Section I (b), the Employee shall be entitled to leccive a lump sum cash payment equal to the sum of (a) the ploduct of (i) the 
number of Phantom Stock Right units vesting, adjusted as p~ovided in this Agreement, and (ii) the Fail Market Value (as that 
term is defined in the Plan) of a share of Common Stock as of the date the Phantom Stock Right units vest, plus (b) the 
product of (i) the number of Phantom Stock Right units vesting and (ii) the aggregate amount of cash dividends paid on a 
share of Common Stock from the Date of Grant through the date of payment. Such payment shall be made within thrty (30) 
days following the date on which the Phantorn Stock Right units become vested. The Company shall have the right to deduct 
from all payments made to the Employee pursuant to this Agreement such federal, state or local taxes as are, in the 
reasonable opinion of the Company, required to be withheld by the Company with respect to such payment. Notwithstanding 
the above, if requiicd to comply with Code Section 409A, such payment shall not be made until five (5) days following the 
61h month anniversary of the Employee's separation from service if the Employee is a "specified employee" within the 
meaning of Code Section 409A. 

3. Adiustments. 

'The Committee (as defined in the Plan) may make or provide for such adjustments in the number of Phantom Stock Right 
units covered by this Agreement as the Committee, in its sole discretion exe~cised in good faith, may determine is equitably 
required in order to prevent dilution or enlargement of Employee's rights that otherwise would result from (i) any stock 
dividend, stock split, combination of shares, recapitalization, or other change in the capital structure of Cinergy Corp., 
(ii) any merger, consolidation, spin-off, split-off, spin-out, split-up, reorganization, partial or complete liquidation, or other 
distribution of assets or issuance of rights or warrants to purchase securities, or (iii) any o t h e ~  corporate transaction or event 
having an effect similar to any of the foregoing. In the event of any such transaction or event, the Committee, in its sole 
discretion exercised in good faith, may provide, in substitution for the Phantorn Stock Right, such alternative considelation as 
it may determine to be equitable in the circumstances and may require in connection therewith the surrender of the Phantom 
Stock Right. 

4. Transferabilitv. 

The contingent rights set forth in this Agreement are not transferable otherwise than by will or the laws of descent and 
distribution. 

5. Effect of Assi~nment or Pledge. 

If the Employee assigns or pledges contingent rights covered by this Agreement or attempts to do  so, or if there is a levy, 
attachment, execution or other legal or equitable process upon the contingent rights, Cinergy Corp. shall have the right to 
terminate this Agreement. 



6. Incor~oration of the Plan's Terms. 

This Agreement is subject to all of the terms, provisions and conditions of the Plan, which is 



incorporated into this Agreement by reference, and to such regulations as rnay from time to time be adopted by the 
Committee. A copy ofthe Plan has been furnished to the Employee and an additional copy may be obtained from Cinergy 
Corp. In the event of any conflict between the provisions of the Plan and the provisions of this Agreement, the terms, I 

conditioris and provisions of the Plan shall control, and this Agreement shall be deemed to be modified accordingly. The 
Committee shall havc final authority to inte~pret and construe the Plan and this Agreement and to make any and all 
determinations thereunder, and its decision shall be binding and conclusive upor1 the Employee and his or her legal 
representative in respect of any questions arising under the Plan, or this Agreement. 

7. No Ripht to Continued Em~lovment. 

Solcly for purposes of this Ag~eement, Employce shall be deemed to be employed by the Company during all periods in 
which he or she is receiving benefits under any Cinergy-sponsored short-term or long-term disability plan or program; 
provided, however. that nothing in this Agreement shall restrict the right of the Company to terminate the Employee's 
employment at any time with or without Cause. 

8. Successors. 

'The terms of this Agreement shall be binding upon and inure to the benefit of Cinergy Corp., its successors and assigns, and 
the Employee and the Employee's beneficiaries, executors, administrators, heirs and successors. 

9. Invalid Provision. 

'The invalidity or unenfo~ceability of any particular provision of this Agreement shall not affect the o t h e ~  provisions of this 
Agreement, and this Agreement shall be construed in all respects as if such invalid or unenforceable provision has been 
omitted. 

10. Modifications and Section 409A of the Code. 

No change, modification or waiver of any provision of this Agreement shall be valid unless the same be in writing and signed 
by the parties. To the extent applicable, it is intended that this Agreement and the Plan comply with the provisions of 
Section 409A of the Code, including the provisions requiring a delay in payment. This Agreerncnt and the Plan shall be 
administered in a manner consistent with this intent, and any provision that would cause the Agreement or the Plan to fail to 
satisfy Section 409A of the Code shall have no force and effect until amended to comply with Section 409A of the Code 
(which amendment may be retroactive to the extent permitted by Section 409A of the Code and may be made by 
the Company without the consent of the Employee). 

11. Headings. 

The headings of the Sections of this Agreement are provided for convenience only and are not to serve as a basis for I 
I 

interpretation or construction, and shall not constitute a part of this Agreement. 

12. Governing Law. 



Except to the extent pre-empted by federal law, this Agreement and the Employee's rights under it shall be construed and 
determined in accordance with the laws ofthe state of Delaware. 

13. Entire A~reement. 

This Agreement and the Plan contain the entire agreement and understanding of the parties with respect to the subject matter 
contained in this Agreement, and supersede all prior communications. 



representations and negotiations in ~espcct thereto. 

This Agreement may be executed in counterparts, each of which shall be deemed an original, but all of which together shall 
constitute one and the same instrument. 

Satisfaction of Legal Reauirements. 

No payment will bc made under this Agrcement until the Company has been advised by counsel that all applicable legal 
requirements have been met. 

Source of Pavment. 

Any payments to Employee under this Agreement shall be paid from the Company's general assets, and Employee shall have 
the status of a general unsecured creditor with respect to the Company's obligations to make payments under this 
Agreement. Employee acknowledges that the Company shall have no obligation to set aside any assets to fund its obligations 
under this Agreement. 

Notices and Electronic Deliverv and Sipnature. 

All notices to the Company shall be addressed to Cinergy Corp., 139 East Fourth Street, Cincinnati, Ohio 45202, Attention: 
Manager, Compensation, or such other address or in accordance with such other procedure as the Company may, from time 
to time, specify. Notwithstanding the foregoing, the Employee hereby consents and agrees to electronic delivery of any Plan 
documents, proxy materials, annual reports and other related documents, including all materials required to be distributed 
pursuant to applicable securities laws. If the Company establishes procedures for an electronic signature system for delivery 
and acceptance of Plan documents (including documents relating to any programs adopted under the Plan), the Employee 
hereby consents to such procedures and agrees that his or her electronic signature is the same as, and shall have the same 
force and effect as, his or her manual signature. The Employee consents and agrees that any such procedures and delivery 
may be effected by a third party engaged by the Company to provide administrative services related to the Plan, including 
any program adopted under the Plan. The Employee understands that, unless earlier revoked by the Employee, this consent 
shall be effective for the duration of the Agreement and that he or she shall have the right at any time to request written 
copies of any and all materials referred to above. 

IN WITNESS WHEREOF, this Agreement has been executed by the parties effective as of the date set forth herein. 

EMPLOYEE CINERGY CORP. 

Signature: By: 





Exhibit 31-a 

CERTIFICATION OF THE CHIEF EXECUTIVE OFFICER 

PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002 

I, James E. Rogers, certify that: 

1. I have ~eviewed this quarterly report on Fosm 10-Q of Cinergy Corp.. The Cincinnati Gas & Electric Company, PSI Energy, Inc., 
and The Union Light, Heat and Power Company; 

2. Based on my knowledge, this report does not contain any untrue statement of a material fact 01 omit to state a material fact 
necessary to make the statements made, in light of the circumstances undei which such statements were made, not misleading with 
respect to the period covered by this report; 

3. Based on my knowledge, the financial statements, and other financial information included in  this report, fairly present in all 
material respects the financial condition, results of operations and cash flows of the registrants as of, and for, the periods presented in 
this report; 

4. The registrants' other certifying officers and I are responsible for establishing and maintaining disclosure controls and procedures 
(as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrants and internal control over financial reporting (as 
defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for Cinergy Corp. and have: 

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under 
our supervision, to ensure that material information relating to the registrants, including their consolidated subsidiaries, is 
made known to us by others within those entities, particularly during the period in which this report is being prepared; 

b) Designed such internal control ova  financial reporting, or caused such internal control over financial reporting to be 
designed under our supervision, to p~ovide reasonable assurance regarding the reliability of financial ~eporting and the 
preparation of financial statements for external purposes in accordance with generally accepted accounting principles; 

C) Evaluated the effectiveness of the registrants' disclosure controls and procedures and presented in this report our conclusions 
about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on 
such evaluation; and 

d) Disclosed in this report any change in the registrants' internal control over financial reporting that occurred during the 
registrants' most recent fiscal quarter (the registrants' fourth fiscal quarter in the case of an annual report) that has materially 
affected, or is reasonably likely to materially affect, the registrants' internal control over financial reporting; and 

5. 'I'he registrants' other certifying officers and I have disclosed, based on our most recent evaluation of internal control over financia' 
reporting, to the registrants' auditors and the audit committee of the registrants' board of directors (or persons performing the 
equivalent functions): 

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting 



which are reasonably likely to adversely affect the registrants' ability to record, process, summarize and report financial 
information; and 

b) Any fraud, whether 01. not material, that involves management or other employccs who have a significant role in the 
rcgistrants' internal control ovcr financial reporting. 

Date: November 4, 2005 

IS/ James E. Roccrs 
James E. Rogcrs 
Chief Executive Officer 



Exhibit 31-b 

CERTIFICATION OF THE CHIEF FINANCIAL OFFICER 

PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002 

I, Lynn J .  Good, certify that: 

1. I have reviewed this quarterly report on Form 10-Q of Cinergy Corp.. The Cincinnati Gas & Electric Company, PSI Energy, Inc., 
and The Union Light, Heat and Power Company; 

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a matcrial fact 
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with 
respect to the period covered by this report; 

3. Based on my knowledge, the financial statements, and other financial iriformation included in this report, fairly present in all 
material respects the financial condition, results ol'operations and cash flows of the registrants as of, and for, the periods presented in 
this report; 

4. 'The registrants' other certifying officers and I are responsible for establishing and maintaining disclosure controls and procedures 
(as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrants and internal control over financial reporting (as 
defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for Cinergy Corp. and have: 

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under 
our supervision, to ensure that material information relating to the registrants, including their consolidated subsidiaries, is 
made known to us by others within those entities, particularly during the period in which this report is being prepared; 

b)  Designed such internal control over financial reporting, or caused such internal control over financial reporting to be 
designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the 
preparation of financial statenlents for external purposes in accordance with generally accepted accounting principles; 

c) Evaluated the effectiveness of the registrants' disclosure controls and procedures and presented in this report our conclusions 
about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on 
such evaluation: and 

d) Disclosed in this report any change in the registrants' internal control over financial reporting that occurred during the 
registrants' most recent fiscal quarter (the registrants' fourth fiscal quarter in the case of an annual report) that has materially 
affected, or is reasonably likely to materially affect, the registrants' internal control over financial reporting; and 

5. The registrants' other certifying officers and I have disclosed, based on our most recent evaluation of internal control over financi, 
reporting, to the registrants' auditors and the audit committee of the registrants' board of directors (or persons performing the 
equivalent functions): 



a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting 
which are reasonably likely to adversely affect the registrants' ability to record, process, summarize and report financial 
information; and 

b) Any fraud, whether 01 not material. that involves management or othcr employccs who have a significant rolc in the 
registrants' internal control over financial reporting. 

Dater November 4, 2005 

IS/ Lvnn J. Good 
Lynn J. Good 
Chief Financial Officer 



Exhibit 32-a 

CERTIFICATION PURSUANT TO 
18 U.S.C. SECTION 1350, 

AS ADOPTED PURSUANT TO 
SECTION 906 OF THE SARBANES-OXLEV ACT OF 2002 

In connection with the Quarterly Report of Cinergy Corp., The Cincinnati Gas & Electric Company, PSI Energy, Inc. and The Union 
Light, Heat and Powel Company (the "Companies") on Form 10-Q fol the period ending September 30, 2005 as filed with the 
Securities and Exchange Commission on the date hereof (the "Report"), I, James E. Rogers, Chief Executive Officer of the 
Companies, certify, pursuant to 18 U.S.C. 5 1350, as adopted pursuant to 5 906 of the Sarbanes-Oxley Act of 2002. to the best of my 
knowledge and belief, that: 

(1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and 

(2) The information contained in the Report fairly presents, in  all material respects, the financial condition and result of 
operations of the Companies. 

Dater November 4, 2005 

1st James E. Rogers 
James E. Rogers 
Chief Executive Officer 



Exhibit 32-b 

CERTIFICATION PURSUANT TO 
18 1J.S.C. SECTION 1350, 

AS ADOPTED PURSUANT TO 
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

In connection with thc Quarterly Report of Cinergy Corp., The Cincinnati Gas & Elcctric Company, PSI Energy, Inc. and The Union 
Light, Heat and Power Company (the "Companies") on Form I 0-Q for the period cnding September 30,2005 as filcd with the 
Securities and Exchange Commission on the date hereof (the "Report"). I, Lynn J. Good, Chicf Financial Olficer of the Companies, 
certify, pursuant to I8 1J.S.C. $ 13.50, as adopted pursuant to 3 906 of the Sarbanes-Oxley Act of 2002, to the best of my knowledge 
and belief. that: 

(1) The Report fully complies with the requirements of section 1 ?(a) or 15(d) of thc Securities Exchange Act of 1934; and 

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and result of 
operations of the Companies. 

Date: November 4, 2005 

/s/ Lynn J. Good 

Lynn J. Good 
Chief Financial Officer 

Crcatcd by 10KWizard www. 1 OKWizard.com 
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CINERGY COR?. 

AND SUBSIDIARY COMPANIES 



CINERGY CORP. 

CONDENSED CONSOL,IDATED STATEMENTS OF INCOME 

Operating Revenues 
Electric 
Gas 
Other 

Total Operating Revenues 

Operating Expenses 
Fuel, emission allowances, and purchased power 
Gas purchased 
Costs of fuel resold 
Operation and maintenance 
Depreciation 
Taxes other than income taxes 

Total Operating Expenses 

Operating Income 

Equity in Earnings of Unconsolidated Subsidiaries 
Miscellaneous Income (Expense) - Net 
Interest Expense 
Preferred Dividend Requirements of Subsidiaries 

Income Before Taxes 

Income Taxes 

Net Income 

Average Common Shares Outstanding - Basic 

Earnings Per Common Share - Basic (Note 1 1) 

Average Common Shares Outstanding - Diluted 

Earnings Per Common Share - Diluted (Note 1 1) 

Cash Dividends Declared Per Common Share 

Quarter Ended Year to Date 

2005 2004 2005 2004 
(in thousands, except per share amounts) 

(unaudited) 

The accompanying notes as they relate to Cinergy Corp. are an integral part of these condensed consolidated financial 
statements. 



ASSETS 

CINERGY CORP. 

CONDENSED CONSOLIDATED BALANCE SHEETS 

June 30 '1)ecember 31 
2005 2004 

(dollars in thousands) 
(unaudited) 

Current Assets 
Cash and cash equivalents !$ 148,178 $ 164,541 
Notes receivable, current 122,976 214,5 13 
Accounts receivablc less accumulated provision for doubtful accounts 01 $5,455 at June 30, 

2005, and $53  14 at December 31, 2004 939,715 1,061,140 
Fuel, emission allowances, and supplies 502,482 444,750 
Energy risk management cunent assets 352,397 381,146 
Prepayments and other 279,138 174.624 

Total Current Assets 2,344,886 2,440,7 14 

Property, Plant, and Equipment - at Cost 
Utility plant in service 10,386,087 10,076,468 
Construction work in progress 377,517 333.687 

Total Utility Plant 10,763,604 10,410,155 
Non-regulated property, plant, and equipment 4,798,284 4,700,009 
Accumulated depseciation 5,355,813 5,180.699 

Net Property, Plant, and Equipment 10,206,075 9,929,465 

Other Assets 
Rcgulatory assets 988,308 1,030,333 
Investments in unconsolidated subsidiaries 488,411 513,675 
Energy risk management non-current assets 306,495 138,787 
Notes receivable, non-current 182,815 193,857 
Other investments 125,192 125,367 
Restricted funds held in trust 313,692 358,006 
Goodwill and other intangible assets 154,047 132,752 
Other 147,685 119.361 

Total Other Assets 2,706,645 2,612,138 

Total Assets 

The accompanying notes as they relate to Cinergy Corp. are an integral part of these condensed consolidated financial 
statements. 



CINERGY CORP. 

CONDENSED CONSOLIDATED BALANCE SHEETS 

.Iune 30 December 31 
2005 2004 

(dollars in thousands) 
(unaudited) 

LIABILITIES AND SHAREHOLDERS' EQUITY 

Current Liabilities 
Accounts payable 
Accrued taxes 
Accrued interest 
Notes payable and other short-term obligations (Note 5) 
L.ong-term debt due within one year 
Energy risk management current liabilities 
Other 

Total Current Liabilities 

Non-Current Liabilities 
Long-term debt 
Deferred income taxes 
{Jnamortized investment tax credits 
Accrued pension and other postretirement benefit costs 
Regulatory liabilities 
Energy risk management non-current liabilities 
Other 

Total Non-Current Liabilities 

Commitments and Contingencies 

Total Liabilities 

Cumulative Preferred Stock of Subsidiaries 
Not subject to mandatory redemption 

Common Stock Equity 
Common stock - $.01 par value; authorized shares - 600,000,000; issued shares - 

198,668,812 at June 30,2005, and 187,653.506 at December 31, 2004: outstanding 
shares - 198,528,683 at June 30, 2005, and 187,524,229 at December 31, 2004 

Paid-in capital 
Retained earnings 
Treasury shares at cost - 140,129 shares at June 30,2005, and 129,277 shares at December 

3 1,2004 
Accumulated other comprehensive loss 

Total Common Stock Equity 

Total Liabilities and Shareholders' Equity 

The accompanying notes as they relate to Cinergy Corp. are an integral part of these condensed consolidated financial 
statements. 



CINERGY CORP. 

CONDENSED CONSOLIDATED STATEMENTS OF CHANGES IN COMMON STOCK EQUI'I'Y 

Accumulated Total 
Other Common 

Common Paid-in Retained Treasury Comprehensive Stoclc 
Stoclc Capital Earnings Stock Income (Loss) Eauitv 

(dollars in thousands, except per share amounts) 
(unaudited) 

Quarter Ended June 30,2005 

Balance at  April 1,2005 (197,989,654 
shares) $ 1,981 $2,919,758 $ 1,638,704 $ (4,635) $ (59,831) $ 4,495,977 

Comprehensive income: 
Net income 50,708 50,708 
Other comprehensive income (loss), net 

of tax effect of $4,204 
Foreign currency translation 

adjustment (7,269) (7,269) 
Unrealized gain on investment trusts 221 221 
Cash flow hedges (755) (755) 

Total comprehensive income 42,905 

Issuance of common stock - net (540,296 
shares) 6 23,760 23,766 

Treasury shares purchased (1,267 shares) 
Dividends on common stock ($0.48 per 

(131) (131) 

share) (95,197) (95,197) 
Other (1,771 ) (162) (1.933) 

Ending balance a t  June 30,2005 
(198,528,683 shares) $ 1,987 $2,941,747 $ 1,594,053 $ (4,766) $ (67,634) $ 4,465,387 

Quarter Ended June 30,2004 

Balance at April 1, 2004 (1 79,5449 17 
shares) $ 1,797 $2,220,748 $ 1,569,995 $ (3,862) $ (43,369) $ 3,745,309 

Comprehensive income: 
Net income 58,504 58,504 
Other comprehensive income (loss), net of 

tax effect of $(2,176) 
Foreign currency translation adjustment 446 446 
Un~ealized gain (loss) on investment 

trusts 
Cash flow hedges 

(259) (259) 
3,378 3,378 

Total comprehensive income 62,069 

Issuance of common stock - net (781,507 
shares) 7 25,129 25,136 

Treasury shares purchased (3,178 shares) 
Dividends on common stock ($0.47 per 

(104) (104) 

share) (84,558) (84,558) 
Other 2.207 (58) 2,149 

Ending balance at June 30,2004 
(180,323,246 shares) $ 1,804 9; 2,248,084 $ 1.543.883 $ (3.966) $ (39.804) $ 3,750,001 

The accompanying notes as they relate to Cinergy Corp. are an integral part of these condensed consolidated financial 
statements. 





Accumulated Total 
Other Common 

Common Paid-in Retained Treasury Comprehensive Stock 
Stock Capital Earninas Stock Income (Loss) Ecluitv 

(dollars in thousands, except per share amounts) 
(unaudited) 

Year to Date June 30,2005 

Balance at January 1,2005 
(187,524,229 shares) $ 1,877 $ 2,559,715 $ 1,613,340 $ (4,336) $ (54,674) $ 4,115,922 

Comprehensive income: 
Net income 168,064 168,064 
Other comprehensive income 

(loss), net of tax effect of $6,635 
Foreign currency translation 

adjustment (13,107) (13,107) 
Unrealized loss on investment 

trusts (954) (954) 
Cash flow hedges 1,101 1,101 

Total comprehensive income 155;104 

Issuance of common stock - net 
(1 1,015,306 shares) 110 377,513 377,623 

Treasury shares purchased (10,852 
shares) (430) (430) 

Dividends on common stock ($0.96 
per share) (187,076) (187,076) 

Other 4,519 (275) 4,244 

Ending balance at June 30,2005 
(198,528,683 shares) $ 1.987 93 2,941,747 $ 1,594,053 $ (4,766) $ (67,634) $ 4,465,387 

Year to Date June 30.2004 

Balance at January 1,2004 
(178.336,854 shares) $ 1,784 $ 2,195,985 $ 1.551,003 $ (3,255) $ (44,835) $ 3,700,682 

Comprehensive income: 
Net income 161,519 161,519 
Other comprehensive income, net of 

tax effect of $(3,090) 
Foreign cur 1 ency translation 

adjustment 1,432 1,432 
Unrealized gain on investment 

trusts 496 496 
Cash flow hedges 3,103 3.103 

Total comprehensive income 166,550 

Issuance of common stock - net 
(2,008,423 shares) 20 46,21 I 46,23 1 

Treasury shares purchased (22,03 1 
shares) (71 1) (711) 

Dividends on common stock ($0.94 per 
share) (168,545) (1 68,545) 

Other 5,888 (94) 5.794 

Ending balance at June 30,2004 
(1 80,323,246 shares) $ 1.804 $2.248,084 $ 1,543.883 $ (3.966) $ (39.804) $ 3,750.001 

The accompanying notes as they relate to Cinergy Corp. are an integral part of these condensed consolidated financial 
statements. 





CINERGY CORP. 

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS 

Year to Date 

2005 2004 
(dollars in thousands) 

(unaudited) 
Cash Flows from Operations 

Operating Activities 
Net income 
Adjustments to reconcile net inco~r~e to net cash provided by operating activities: 

Depreciation 
Loss on impairment or disposal of subsidiaries and investments, net 
Change in net position of energy risk management activities 
Deferred income taxes and investment tax credits - net 
Equity in earnings of unconsolidated subsidiaries 
Allowance for equity funds used during construction 
Regulatory assetlliability deferrals 
Regulatory assets amortization 
Accrued pension and other postretirement benefit costs 
Cost of removal 
Changes in current assets and current liabilities: 

Accounts and notes receivable 
Fuel, emission allowances, and supplies 
Prepayments 
Accounts payable 
Accrued taxes and interest 

Other assets 
Other liabilities 

Net cash provided by operating activities 

Financing Activities 
change in short-term debt 
Issuance of long-term debt 
Redemption of long-term debt 
Issuance of common stock 
Dividends on common stock 

Net cash provided by (used in) financing activities 92,019 (303,997) 

Investing Activities 
Construction expenditures (less allowance for equity funds used during construction) (523,979 ) (309,699) 
Proceeds from notes receivable 9,800 8,559 
Withdrawal of restricted cash held in trust 65,380 10,411 
Acquisitions and other investments (6,415) (1 1,350 ) 
Proceeds from distributions by investments and sale of investments and subsidiaries 47.979 14.405 

Net cash used in investing activities (407,235 ) (287,672) 

Net increase (decrease) in cash and cash equivalents (16,363) 4,698 
Cash and cash equivalents at beginning of period 164,541 1 69.120 
Cash and cash equivalents at end of period $ 148,178 $ 173.818 

Supplemental Disclosure of Cash Flow Information 
Cash paid during the period for: 

Interest (net of amount capitalized) $ 134,900 $ 139,868 
Income taxes $ 66,089 $ 32,123 



The accompanying notes as they relate to Cinergy Corp. are an integral part of these condensed consolidated financial 
statements. 



THE CINCINNATI GAS & ELECTRIC COMPANY 

AND SUBSIDIARY COMPANIES 



THE CINCINNATI GAS & ELECTRIC COMPANY 

CONDENSED CONSOL,IDATED STATEMENTS OF INCOME AND COMPREHENSIVE INCOME 

Operating Revenues 
Electric 
Gas 
Other 

Total Operating Revenues 

Operating Expenses 
Fuel, emission allowances. and purchased power 
Gas purchased 
Costs of fuel resold 
Operation and maintenance 
Depreciation 
Taxes other than income taxes 

Total Operating Expenses 

Operating Income 

Miscellaneous Income - Net 
Interest Expense 

Income Before Taxes 

Income Taxes 

Net Income 

Preferred Dividend Requirement 

Net Income Applicable to Common Stock 

Net Income 

Other Comprehensive Income, Net of Tax 

Comprehensive Inco 

Ouarter Ended Year to Date 
,Tune 30 

2005 2004 2005 2004 
(dollars in thousands) 

(unaudited) 

The accompanying notes as they relate to The Cincinnati Gas & Electric Company are an integral part of these condensed 
consolidated financial statements. 



'THE CINCINNATI GAS & ELECTRIC COMPANY 

CONDENSED CONSOLIDATED BALANCE SHEETS 

June 30 'December 31 
2005 2004 

(dollars in thousands) 
(unaudited) 

ASSETS 

Current Assets 
Cash and cash equivalents 
Notes receivable from affiliated companies 
Accounts receivablc less accumulated provision for doubtful accounts 
Accounts receivable from affiliated companies 
Fuel, emission allowances, and supplies 
Energy risk management current assets 
Prepayments and other 

Total Current Assets 

Property, Plant, and Equipment - at Cost 
Utility plant in service 

Electric 
Gas 
Common 

Total Utility Plant In Service 
Construction work in progress 

Total Utility Plant 
Non-regulated property, plant, and equipment 
Accumulated depreciation 

Net Property, Plant, and Equipment 

Other Assets 
Regulatory assets 
Energy risk management non-current assets 
Restricted funds held in trust 
Other 

Total Other Assets 

Total Assets 

The accompanying notes as they relate to The Cincinnati Gas & Electric Company are an integral part of these condensed 
consolidated financial statements. 



THE CINCINNATI GAS & ELECTRIC COMPANY 

CONDENSED CONSOLIDATED BALANCE SHEETS 

.June 30 December 31 
2005 2004 

(dollars in thousands) 
(unaudited) 

LIABILITIES AND SHAREHOL,DERS' EQIJITY 

Current Liabilities 
Accounts payable 
Accounts payable to affiliated companies 
Accrued taxes 
Accrued interest 
Notes payable and other short-term obligations (Note 5) 
Notes payable to alTilialed companies (Note 5) 
Long-term debt due within one year 
Energy risk management current liabilities 
Other 

Total Current Liabilities 

Non-Current Liabilities 
L.ong-term debt 
Deferred income taxes 
Unamortized investment tax credits 
Accrued pension and other postretirement benefit costs 
Regulatory liabilities 
Energy risk management non-current liabilities 
Other 

Total Non-Current Liabilities 

Commitments and Contingencies 

Total Liabilities 4,574,528 4,293,161 

Cumulative Preferred Stock 
Not subject to mandatory redemption 

Common Stock Equity 
Common stock - $8.50 par value: authorized shares - 120,000,000; outstanding shares - 

89,663,086 at June 30.2005. and December 31,2004 
Paid-in capital 
Retained earnings 
Accumulated other comprehensive loss 

Total Common Stock Equity 

Total Liabilities and Shareholders' Equity 

The accompanying notes as they relate to The Cincinnati Gas & Electric Company are an integral part of these condensed 
consolidated financial statements. 



THE CINCINNATI GAS & ELECTRIC COMPANY 

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS 

Year to Date 

2005 2003 
(dollars in thousands) 

(unaudited) 

Operating Activities 
Net income 
Ad.justments to reconcile net income to net cash provided by operating activities: 

Depreciation 
Deferred income taxes and investment tax credits - net 
Change in net position of energy risk management activities 
Allowance for equity funds used during construction 
Rcgulatory assetlliability deferrals 
Regulatory assets amortization 
Accrued pension and other postretirement benefit costs 
Cost of removal 
Changes in current assets and current liabilities: 

Accounts and notes receivable 
Fuel, emission allowances, and supplies 
Prepayments 
Accounts payable 
Accrued taxes and interest 

Other assets 
Other liabilities 

Net cash provided by operating activities 

Financing Activities 
Change in short-term debt, including net affiliate notes 
Redemption of long-term debt 
Dividends on prefened stock 
Dividends on common stock 

Net cash used in financing activities 

Investing Activities 
Construction expenditures (less allowance for equity funds used during const~uction) 
Withdrawal of restricted funds held in trust 
Other investments 

Net cash used in investing activities 

Net increase (decrease) in cash and cash equivalents 

Cash and cash equivalents at beginning of period 

Cash and cash equivalents at end of period 

Supplemental Disclosure of Cash Flow Information 
Cash paid during the period for: 

Interest (net of amount capitalized) 
Income taxes 

The accompanying notes as they relate to The Cincinnati Gas & Electric Company are an integral part of these condensed 
consolidated financial statements. 





PSI ENERGY, INC. 

AND SUBSIDIARY COMPANY 



PSI ENERGY, INC. 

CONDENSED CONSOLIDATED STATEMENTS OF INCOME AND COMPREHENSIVE INCOME 

Operating Revenues 
Electric 

Operating Expenses 
Fuel, emission allowances, and purchased power 
Operation and maintenance 
Depreciation 
Taxes other than income taxes 

Total Operating Expenses 

Operating Income 

Miscellaneous Income - Net 
Interest Expense 

Income Before Taxes 

Income Taxes 

Net Income 

Preferred Dividend Requirement 

Net Income Applicable to Common Stock 

Quarter Ended Year to Date 
.lunc 30 

2005 2004 2005 2004 
(dollars in thousands) 

(unaudited) 

Net Income $ 42,730 $ 25.446 $ 85,074 $ 66.252 

Other Comprehensive Income (Loss), Net of Tax (535 ) (118) (1,730) 366 

Comprehensive Income $ 42.195 $ 25.328 $ 83,344 $ 66.618 

The accompanying notes as they relate to PSI Energy, Inc. are an integral part of these condensed consolidated financial 
statements. 



ASSETS 

PSI ENERGY, INC. 

CONDENSED CONSOLIDA'TED BALANCE SHEETS 

Current Assets 
Cash and cash equivalents 
Restricted deposits 
Notes receivable from affiliated companies 
Accounts receivable less accumulated provision for doubtful accounts 
Accounts receivable from affiliated companies 
Fuel, emission allowances. and supplies 
Prepayments and other 

Total Current Assets 

Property, Plant, and Equipment - at Cost 
Utility plant in service 
Construction work in progress 

Total Utility Plant 
Accumulated depreciation 

Net Property, Plant, and Equipment 

Other Assets 
Regulatory assets 
Other investments 
Restricted funds held in trust 
Other 

Total Other Assets 

Total Assets 

June 30 December 31 
2005 2004 

(dollars in thousands) 
(unaudited) 

The accompanying notes as they relate to PSI Energy, Inc. are an integral part of these condensed consolidated financial 
statements. 



PSI ENERGY, INC. 

CONDENSED CONSOLIDATED BALANCE SHEETS 

.rune 30 December 31 
2005 2004 

(dollars in thousands) 
(unaudited) 

LIABILITIES AND SHAREHOLDERS' EQUITY 

Current Liabilities 
Accounts payable 
Accounts payable to affiliated companies 
Accrued taxes 
Accrued interest 
Notes payable and oilier short-term obligations (Note 5 )  
Notes payable to affiliated companies (Notc 5) 
Long-term debt due within one year 
Othcr 

Total Current Liabilities 

Non-Current Liabilities 
Long-term debt 
Deferred income taxes 
Unamortized investment tax credits 
Accrued pension and other postretirement benelit costs 
Regulatory liabilities 
Other 

Total Non-Current Liabilities 

Commitments and Contingencies 

Total Liabilities 

Cumulative Preferred Stock 
Not subject to mandatory redemption 

Common Stock Equity 
Common stock - without par value; $.01 stated value; authorized shares -- 60,000,000; 

outstanding shares - 53,917,701 at June 30, 2005, and December 31,2004 
Paid-in capital 
Retained earnings 
Accumulated other comprehensive loss 

Total Common Stock Equity 

Total Liabilities and Shareholders' Equity 

The accompanying notes as they relate to PSI Energy, Inc. are an integral part of these condensed consolidated financial 
statements. 



PSI ENERGY, INC. 

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS 

Year to Date 

(dollars in thousands) 
(unaudited) 

Operating Activities 
Net i n c o ~ ~ ~ e  
Adjustments to reconcile net income to net cash provided by operating activities: 

Depreciation 
Deferred income taxes and investment tax credits - net 
Allowance for equity funds used during construction 
Regulatory assetfiiability deferrals 
Regulatory assets amortization 
Accrued pension and other postretirement benefit costs 
Cost of removal 
Changes in current assets and current liabilities: 

Accounts and notes receivable 
Fuel, emission allowances, and supplies 
Prepayments 
Accounts payable 
Accrued taxes and interest 

Other assets 
Other liabilities 

Net cash provided by operating activities 

Financing Activities 
Change in short-term debt. including net affiliate notes 
Contribution from parent 
Dividends on stock (1,293) (1,293) 
Dividends on common stock (81,268) (57.870) 

Net cash provided by (used in) financing activities 

Investing Activities 
Construction expenditures (less allowance for equity funds used during construction) 
Withdrawal of restricted funds held in  trust 45,227 10,413 
Other investments (699 ) ( 1.346) 

Net cash used in investing activities (224,813) (131,539) 

Net increase in cash and cash equivalents 4,921 18,130 

Cash and cash equivalents at beginning of period 10.794 6,565 

Cash and cash equivalents at end of period 

Supplemental Disclosure of Cash Flow Information 
Cash paid during the period for: 

Interest (net of amount capitalized) $ 53,100 $ 43,894 
Income taxes $ 34,650 $ 19,502 

The accompanying notes as they relate to PSI Energy, Inc. are an integral part of these condensed consolidated financial 
statements. 





THE UNION LIGHT, NEAT AND POWER COMPANY 



Operating Revenues 
Electric 
Gas 

Total Operating Revenues 

THE IJNION LIGHT, HEAT AND POWER COMPANY 

CONDENSED STATEMENTS O F  INCOME 

Quarter Ended Year to Date 

(dollars in thousands) 
(unaudited) 

Operating Expenses 
Electricity purchased from pareni company for 

resale 
Gas purchased 
Operation and maintenance 
Depreciation 
Taxes other than income taxes 

Total Operating Expenses 

Operating Income 

Miscellaneous Income - Net 
Interest Expense 

Income (Loss) Before Taxes 

Income Taxes 

Net Income (Loss) 

The accompanying notes as they relate to The Union Light, Heat and Power Company are an integral part of these condensed 
financial statements. 



THE UNION LIGHT, HEAT AND POWER COMPANY 

CONDENSED BALANCE SHEETS 

June 30 December 31 
2005 2004 

(dollars in thousands) 
(unaudited) 

ASSETS 

Current Assets 
Cash and cash equivalents 
Notes receivable from affiliated companies 
Accounts receivable less accurnulaled provision for doubtful accounts 
Accounts receivable from affiliated companies 
Inventory and supplies 
Prepayments and other 

Total Current Assets 

Property, Plant, and Equipment - at Cost 
Utility plant in service 

Electric 
Gas 
Common 

Total Utility Plant In Service 
Construction work in progress 

Total Utility Plant 
Accumulated depreciation 

Net Property, Plant, and Equipment 

Other Assets 
Regulatory assets 7,111 10,070 
Other 2,492 2,801 

Total Other Assets 9,603 12,871 

Total Assets 

The accompanying notes as they relate to The Union Light, Heat and Power Company are an integral part of these condensed 
financial statements. 



THE UNION LIGHT, HEAT AND POWER COMPANY 

CONDENSED BALANCE SHEETS 

.rune 30 December 31 
2005 2004 

(dollars in thousands) 
(unaudited) 

LIABILITIES AND SHAREHOLDER'S EQUITY 

Current Liabilities 
Accounts payable 
Accounts payable to affiliated companies 
Accrued interest 
Notes payable to affiliated companies (Note 5) 
Other 

Total Current Liabilities 

Non-Current Liabilities 
L.ong-term debt 
Deferred income taxes 
Unamortized investment tax credits 
Accrued pension and other postretirement benefit costs 
Regulatory liabilities 
Other 

Total Non-Current Liabilities 

Commitments and Contingencies 

Total Liabilities 263,268 275,154 

Common Stock Equity 
Common stock - $15.00 par value; authorized shares - 1,000,000; outstanding shares - 

585,333 at June 30,2005, and December 31,2004 8,780 8,780 
Paid-in capital 23,455 23,455 
Retained earnings 167,270 161,562 
Accumulated other comprehensive loss (1,286) (I .286) 

. Total Common Stock Equity 198,219 192,511 

Total Liabilities and Shareholder's Equity $ 461,487 $ 467,665 

The accompanying notes as they relate to The Union Light, Heat and Power Company are an integral part of these condensed 
financial statements. 



THE UNION LIGHT, HEAT AND POWER COMPANY 

CONDENSED STATEMENTS OF CASH FLOWS 

Year to Date 

Operating Activities 
Net income 
Ad-justmcnts to reconcile net income to net cash provided by operating activities: 

Ueprcciation 
Deferred incoi~~e  taxes and investment tax credits - net 
Allowance for equity funds used during construction 
Regulatory assetfliability deferrals 
Regulatory assets amortization 
Accrued pension and other postretirement benefit costs 
Cost of removal 
Changes in current assets and current liabilities: 

Accounts and notes leccivable 
Inventory and supplics 
Prepayments 
Accounts payable 
Accrued taxes and interest 

Other assets 
Other liabilities 

Net cash provided by operating activities 

2005 2004 
(dollars in thousands) 

(unaudited) 

Financing Activities 
Change in short-term debt, including net affiliate notes 7,621 (16.135) 

Net cash provided by (used in) financing activities 7,621 (16,135) 

Investing Activities 
Construction expenditures (less allowance for equity funds used during construction) (20,876) (16.147) 

Net cash used in investing activities - 

Net increase in cash and cash equivalents 

Cash and cash equivalents at beginning of period 4,197 1.899 

Cash and cash equivalents at end of period 

Supplemental Disclosure of Cash Flow Information 
Cash paid during the period for: 

Interest (net of amount capitalized) 9; 3,198 $ 2,295 
Income taxes $ - $ 4 

The accompanying notes as they relate to The Union Light, Heat and Power Company are an integral part of these condensed 
financial statements. 
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NOTES TO CONDENSED FINANCIAL STATEMENTS 

In this report Cinergy (which includes Cinergy Corp. and all of our regulated and non-legulated subsidiaries) is, at times, referred to 
in  the first person as "we," "our," or "us " In addition, when discussing Cinergy's financial information, i t  necessalily includes the 
results ol The Cincinnati Gas & Electric Company (CG&E), PSI Energy, Inc, (PSI), The Union Light, Heat and Power Company 
(ULH&P) and all of Cinergy's other consolidated subsidiaries When discussing CG&E's financial information, it necessarily 
includes the results of ULH&P and all of CG&E's other consolidated subsidia~ies. 

1. Organization and Summary of Significant Accounting Policies 

On May 8, 2005, Cinergy Corp. entered into an agreement and plan of merger with Duke Energy Corporation (Duke), a North 
Carolina corporation, whereby Cinergy Corp. will be merged with Duke. Under the merger agreement, each share of Cinergy Corp. 
Common Stock will be converted into 1.56 shares of the newly formed company, Duke Energy Holding Corp. 

The merger agreement has bcen approved by both companies' Boards of Directo~s. Consummation of the merger is subject to 
customary conditions, including, among others, the approval of the shareholders of both companies and the approvals of various 
regulatory authorities. See Note 13 for further information regarding the merger. 

(b) Presentation 

Our Condensed Financial Statements reflect all adjustments (which include normal, recurring adjustments) necessary in the opinion of 
the registrants fbr a fair presentation of the interim results. These results are not necessarily indicative of results for a full year. These 
statcmcnts should be read in conjunction with the Financial Statements and the notes thereto included in the registrants' combined 
Form 10-K for the year ended December 31, 2004 (2004 10-K). Certain amounts in the 2004 Condensed Financial Statements have 
been reclassified to conform to the 2005 presentation. 

Management makes estimates and assumptions when preparing financial statements under generally accepted accounting principles. 
Key estimates and judgments include: 

Valuing derivative contracts used in our energy marketing and trading activities; 

Q Evaluating the ~egulatory recoverability of various costs; 

Q Providing reserves for contingencies, including legal, environmental, and income taxes; and 

Q Evaluating various' non-regulated fixed assets and investments for impairment. 

These estimates and judgments are discussed more fully in "Critical Accounting Estimates" in our 2004 10-K. Actual results could 
differ, as these estimates and assumptions involve judgment about future events or performance. 



( i )  Utility Reveizues 

CG&E, PSI, and UI,H&P (collectively, our utility operating companies) record Operating Reveilues for electric and gas service 
when delivered to customers. Custo~ners ale billed throughout the month as both gas and electric meters are read. We recognize 
revenues for retail energy sales that have not yet been billed, but where gas or electricity has been consumed. This is termed "unbilled 
revenues" and is a widely ~ecognized and accepted practice tor utilities. In making our estimates of unbilled revenues, we use systems 
that consider various factors, including weather, in our calculation ol retail customer consumption at the end of each month. Given the 
use ol these systems and the fact that customers are billed monthly, we believe it is unlikely that materially different results will occur 
in future periods when these amounts are subsequently billed. 



Unbilled revenues for Cinergy, CC;&E, PSI, and ULN&P as of June 30,2005 and 2004, were as follows: 

2005 2004 
(in millions) 

Cinergy $ 148 $ 135 
CG&E and 

subsidiaries 77 70 
PSI 71 65 
ULH&P 12 12 

(i i)  Energ)) Marketing and Trading Revenues 

We market and trade electricity, natural gas, and other energy- elated products. Many of the contracts associated with these products 
qualify as derivatives in accordance with Statement ofFinancia1 Accounting Standards No. 133, Accountingfor Derivative 
lrlstr unlents arlcl Hedging Acti~~ities. We designate derivative transactions as either trading or non-trading at the time they are 
originated in accordance with Emerging Issues 'Task Force Issue 02-3, Issues Irzvolved in Accountingfir Derivative Corrtracts Held 
for Tracling Purposes and Contracts lnvolved in Energy Trading and Risk Managenzent Activities. Trading contracts are reported on a 
net basis and non-trading contracts are reported on a gross basis. Net reporting requires presentation of realized and unrealized gains 
and losses on trading derivatives or1 a net basis in Operating Revenues. Gross reporting requires presentation of sales contracts in 
Operating Revenues and purchase contracts in Fuel, emission allowances, and yztrclzclsed power expense or Gas purclzased expense. 

(iii) Other Operating Revenues 

Cinergy and CG&E recognize revenue from coal origination, which represents contract structuring and marketing of physical coal 
These revenues are included in Other Operating Reveiz~~es on the Condensed Consolidated Statements of Income. Other Operatirzg 
Revenues for Cinergy also includes sales of synthetic fuel. 

(d) Accour~ting Changes 

(i) Asset Retirenzeizt Obligations 

111 March 2005, the Financial Accounting Standards Board (FASB) issued Interpretation No. 47, Accounting for Conditional Asset 
Retirement Obligations (Interpretation 47), an interpretation of Statement of Financial Accounting Standards No. 143, Accountingfor 
Asset Retirement Obligations (Statement 143). Statement 143 requires recognition of legal obligations associated with the retirement 
or removal of long-lived assets at the time the obligatior~s are incurred. Interpretation 47 clarifies that a conditional asset retirement 
obligation (which occurs when the timing and/or method of settlement are conditional on a future event that may or may not be within 
the control of the entity) is a legal obligation within the scope of Statement 143. As such, the fair value of a conditional asset 
retirement obligation must be recognized as a liability when incurred if the liability's fair value can be reasonably estimated. 
Interpretation 47 also clarifies when sufficient information exists to reasonably estimate the fair value of an asset retirement 
obligation. 

Cinergy will adopt Interpretation 47 on December 31,2005. Upon adoption of Interpretation 47 Cinergy will recognize the impact, if 
any, of additional liabilities for conditional asset retirement obligations as a cumulative effect of a change in accounting principle. We 
have begun evaluating the impact of adopting this new interpretation and are currently unable to predict whether the implementation 
of this accounting standard will be rnaterial to our financial position or results of operations. 





(i i)  Share-Based Payrnerzt 

In Dece~nbe~ 2004, the FASB issued a replacement of Statement 01 Financ~al Account~ng Standa~ds No. 123. Accountingfor- 
Stock-Based Cbrllperlsariot1 (Statement 123), Stutenient of Firzatlcilrl Accounritzg Stc~nciarcls No. 123 (r-evi~ed 2004), Shar e-Basecl 
Payn7ent (Statement 123R) This standard will require, among other things, accounting 101 all stock-based corripensation 
arrangements under the fair value method. 

I n  2003. we prospectively adopted accounting lor our stock-based compensation plans using the fail value recognition provisions of 
Statement 123, as amended by Statement of Financial Accounting Standards No. 148, Accouritirlg for Stock-Based 
Conzpo~sation-Tratzsitiotz arlci Disclosure, f o ~  all employee awards granted 01 with terms modified on or after January 1, 2003. 
Therefole, the impact of implementation of Statement 123R on stock options within our stock-based co~npensation plans is not 
expected to be mate~ial. Statement 123R contains certain provisions that will modify the accounting for various stock-based 
compensation plans other than stock options. We are in the process of evaluating the impact of this new standard on these plans. 
Cinergy will adopt Statement 123R on Janua~ y I ,  2006. 

(iii) blcotne Taxes 

In October 2004, the American Jobs Creation Act (AJCA) was signed into law. The AJCA includes a one-time deduction of 85 
percent of certain foreign earnings that are repatriated. as defined in the AJCA. Based on our analysis, we do not believe that 
repatriation pursuant to this provision will have a material impact on our financial position or results of operations. 

2. Common Stock 

As discussed in the 2004 10-K, in January and February 2005, Cinergy Corp. issued a total of 9.2 rnillion shares of common stock 
pursuant to certain stock purchase contracts that were issued as a component of combined securities in December 2001. Net proceeds 
from the transaction of $316 million were used to reduce short-term debt. 

Cinergy issues new Cinergy Corp. comnlon stock shares to satisfy obligations under certain of its employee stock plans and the 
Cinergy Corp. Direct Stock Purchase and Dividend Reinvestment Plan. During the six months ended June 30,2005, Cinergy issued 
1.9 million shares under these plans. 

In June 2005, Cinergy Corp. contributed $200 million in capital to PSI. The capital contribution was used to repay short-term 
indebtedness and is consistent with supporting PSI'S current credit ratings. 

3. Cumulative Preferred Stock 

In July 2005, PSI notified holders of its $31.075 million notional amount 6.875% Cumulative Preferred Stock that it intends to redeem 
all outstanding shares on August 17, 2005 at a price of $103.09 per share plus accrued and unpaid dividends. 

4. Long-Term Debt 



In July 2005, PSI notified holders of its $50 million principal amount Series ZZ First Mortgage secured 5 %% Series 1993B 
Environmental Revenue Refunding Bonds, due February 15, 2028, of its intention to redeem all outstanding bonds in August 2005. 
PSI will redeem these bonds with the proceeds from the issuance by the Indiana Finance Authority of $50 million principal amount of 
its Environmental Revenue Refunding Bonds, Series 2005A, due July 1, 2035. The bonds bear a fixed rate of interest through 2035 of 
4.50 percent. 

In August 2005. PSI notified holders of its $30 million principal amount 7.125% Series AAA First Mortgage Bonds. due 2024, of its 
intention to redeem all outstanding bonds on September 2, 2005. In anticipation of these bonds being redeemed, they have been 
classified as L , O I I ~ - T ~ I - I I I  debt due vvitl~iil nile yen1 on the Condensed Consolidated Balance Sheets. 



Also in August 2005, PSI redeemed the $50 million 6.50% Synthetic Putable Yield Securities due August 1, 2026 through the 
exercise of call provisions of the securities. Because these securities would have been subject to mandatory redemption if the call 
p~ovision had not been exe~cised, they have been classiried as Long-terrn debt clue witliirl one year on the Condensed Consolidated 
Balance Sheets. 

5. Notes Payable and Other Short-term Obligations 

Cinergy Corp.'s short-term borrowings consist primarily of unseculed revolving lines of credit and the sale of commercial paper. 
Cinergy Corp.'s $2 billion revolving credit facilities and $1.5 billion commercial paper program also suppol t the short-tcrm 
borrowing needs of CG&E, PSI, and ULH&P. In addition, Cinergy Corp., CG&E, and PSI maintain uncommitted lines of c~edit.  
These facilities are not firm sources of capital but rather informal agreements to lend money, subject to availability, with pricing 
determined at the time of" advance, The following table summarizes our Notes payable attd otl~er short-tern1 obligatiorls and Notes 
payable to ~zffiliatecl conipanies: 

June 30,2005 December 31,2004 
Weighted Weighted 

Established Average Established Average 
Lines Outstanding Rate Lines Outstanding Rate 

(dollars in millions) 

Cinergy 
Cinergy Corp. 

Revolving lines(1) $ 2,000 $ - - %  $ 2,000 $ - - %  
Uncommitted lines 40 - -- 40 - - 

Commercial paper(2) 547 3.35 676 2.45 

Utility operating companies 
Uncommitted lines 75 -- - 
Pollution control notes 248 2.81 

Non-regulated subsidiaries 
Revolving lines(3) 162 40 3.85 158 8 5.67 
Short-term debt 5 8.61 2 4.50 
Pollution control notes 25 2.62 25 2.30 

Cinergy 'I'otal 

CG&E and subsidiaries 
Uncommitted lines $ 15 $ - %  $ 15 - - %  
Pollution control notes 112 2.73 112 2.34 
Money pool 232 3.31 180 2.38 

CG&E Total $ 344 

PSI 
Uncommitted lines $ 60 $ - 
Pollution control notes 136 
Money pool 78 

PSI Total $ 214 

ULH&P 
Money pool $ 19 



ULH&P Total 

( I )  Consists of a three-year $1 billion facility and a five-year $1 billion facility. T11e three-year facility was entered into in 
April 2004 and matures in April 2007. The five-year facility was entered into in December 2004, matures in December 2009, 
and contains $500 million sublimits each for CG&E and PSI. 

(2) Cinergy Corp.'s cornlnercial paper program limit is $1.5 billion. The commercial paper program is supported by Cinergy 
Corp.'~ revolving lines of credit. 

(3) Of the $162  nill lion and $158 million, in 2005 and 2004, respectively, $150 million relates to a three-year senior revolving credit 
facility that Cincrgy Canada, Inc. entered into in December 2004 and matures in December 2007. 



At June 30, 2005, Cinergy Corp. had $1.4 billion remaining unused and available capacity relating to its $2 billion  evolving credit 
Sacilitics. 'These revolving cledit facilities include the following: 

Outstanding 
Established and Unused and 

Credit Facility Expiration Lines Committed Available 
(in millions) 

Five-year senior 
revolving December 2009 
Direct borrowing 
Commercial paper 

support 

Total five-year 
facility(]) 

Three-year senior 
revolving April 2007 
Direct borrowing 
Commercial paper 

support 
Letter of credit 

support 

Total three-year 
facility 

Total Credit Facilities 

( 1 )  CG&E and PSI each have $500 million borrowing sublimits on this facility. 

In our credit facilities, Cinergy Corp. has covenanted to maintain: 

a consolidated net worth of $2 billion; and 

a ratio of consolidated indebtedness to consolidated total capitalization not in excess of 65 percent. 

As part of CG&E9s $500 million sublirnit under the $1 billion five-year credit facility, CG&E has covenanted to maintain: 

a consolidated net worth of $1 billion; and 

0 a ratio of consolidated indebtedness to consolidated total capitalization not in excess of 65 percent. 

As part of PSI'S $500 million sublimit under the $1 billion five-year credit facility, PSI has covenanted to maintain: 



a consolidated net worth of $900 million; and 

a ratio of consolidated indebtedness to consolidated total capitalization not in excess of 65 percent. 

A breach of these covenants could result in the termination of the credit facilities and the acceleration of the related indebtedness. In 
addition to breaches of covenants, certain other events that could result in the termination ot available credit and acceleration of the 
related indebtedness include: 

* bankruptcy; 

* defaults in the payment of other indebtedness; and 

* judgments against the company that are not paid or insured. 

The latter two events, however, are subject to dollar-based materiality thresholds. As of June 30, 2005, Cinergy, CG&E, and PSI are 
in compliance with all of their debt covenants. 

6. Energy Trading Credit Risk 

Cinergy's extension of credit lor energy marketing and trading is governed by a Corporate Credit Policy. Written guidelines 
approved by Cinergy's Risk Policy Committee document the management approval levels for credit limits, evaluation of 
creditworthiness, and credit risk mitigation procedures. Exposures to credit risks are monitored daily by the Corporate Credit Risk 
function, which is independent of all trading operations. As of June 30, 2005,95 



percent of the credit exposure, net of credit collateral, related to energy trading and marketing activity was with counterparties rated 
investment grade or the counterparties' obligations were guaranteed or secured by an investment grade entity. The majority of these 
jnvestment grade counterparties are externally rated. If a counterparty has an external rating, the lower of Standald 8r Poor's Ratings! 
Services or Moody's Investors Service is used; otherwise, Cinergy's internal rating of the counterparty is used. The remaining five 
percent represents credit exposure of $33 million with counterparties rated non-investment grade. 

As of June 30,2005, CG&E had a concentration of trading credit exposure of $48 million with two counterparties accounting for 
greater than ten percent of CG&E's total trading credit exposure. These counterparties are rated investment grade. 

Energy co~nmodity prices can be extremely volatile and the market can, at times, lack liquidity. Because of these issues, credit risk f o ~  
energy commodities is generally greater than with other commodity trading. 

We continually review and monitor our credit exposure to all counterparties and secondary counterparties. If appropriate, we may 
adjust our credit reserves to atternpt to compensate for increased credit risk within the industry. Counterparty c~edit limits may be 
adjusted on a daily basis in response to changes in a counterparty's financial status or public debt ratings. 

7. Financial Instruments 

We enter into financial derivative contracts for the purpose of managing financial instrurnent risk. Forward starting swaps are a type 
of financial derivative that mitigates volatility associated .with fluctuations in interest rates between the time of execution of the swap 
and the date of an expected debt issuance. 

In June 2005, PSI executed two forward starting swaps with a combined notional amount of $325 million. The forward starting swaps 
effectively fix the benchmark interest rate of an anticipated issuance of fixed-rate debt from June 2005 through June 2006, the 
expected date of issuance of the debt securities. ~0th-forward starting swaps have been designated as cash flow tiedges under the 
provisions of Statement 133. As the terms of these swap agreements mirror the terms of the forecasted debt issuance, we anticipate 
they will be highly effective hedges. Changes in the fair value of these swaps are recorded in Accunzulated other conzprehensive 
itzcotne (loss). 

8. Pension and Other Postretirement Benefits 

As discussed in the 2004 10-K, Cinergy Corp. sponsors both pension and other postretirement benefits plans. Our qualified defined 
benefit pension plans cover substantially all United States employees meeting certain minimurn age and service requirements. 
Funding for the qualified defined benefit pension plans is based on actuarially determined contributions, the maximum of which is 
generally the amount deductible for income tax purposes and the minimum being that required by the En~ployee Retirement Income 
Security Act of 1974, as amended. The pension plans' assets consist of investments in equity and debt securities. In addition, we 
sponsor non-qualified pension plans that cover officers, certain other key employees, and non-employee directors. We provide 
certain health care and life insurance benefits to retired United States employees and their eligible dependents. These benefits are 
subject to minimum age and service requirements. The health care benefits include medical coverage, dental coverage, and 
prescription drug coverage and are subject to certain limitations, such as deductibles and co-payments. 

Based on preliminary estimates, we expect 2005 contributions of $102 million for qualified pension benefits, which is an increase 
from the $72 million disclosed in the 2004 10-K. This $30 million increase is primarily the result of a change in the retirement age 
assumption which increased the near-term funding estimates. Actual contributions for the first six months of 2005 were zero. 





Our benefit plans' costs for the quarter and year to date ended June 30, 2005 and 2004. included the following components: 

Qualified Non-Qualified Other Postretirement 
Pension Benefits Pension Benefits Benefits 

2005 2004 2005 2004 2005 2004 
(in millions) 

Quarter Ended June 30 

Service cost $ 9 .6$  8 . 8 s  1.4 $ 1.2 $ 1.6 $ 1.2 
Interest cost 24.0 22 1 1.8 1.7 5.7 5.4 
Expected return on plans' assets (22.1) (20.1 ) - - - - 
Amortization of transition (asset) 

obligation (0.1) (0.1 ) - - 0.1 0.1 
Amortization of prior service cost 1.2 1.1 0.5 0.5 (0.3) -- 
Recognized actuarial (gain) loss 2.0 0.5 0.6 0.7 2.8 1.9 
Net periodic benefit cost $ 14.6 $ 12.3 Qi 4.3 $ 4.1 $ 9.9 $ 8.6 

Year to Date June 30 

Service cost $ 19.2 $ 17.6 $ 2.8 $ 2.4 $ 3.2 $ 2.6 
Inte~est cost 48.1 44.2 3.6 3.4 11.4 11.4 
Expected return on plans' assets (44.1) (40.2) - - - - 
Amortization of transition (asset) 

obligation (0.1) (0.2) - - 0.2 0.9 
Amortization of prior service cost 2.3 2.2 1.0 1 .0 (0.4) - 
Recognized actuarial (gain) loss 3.9 1 .0 1.2 1.4 5.5 4.0 
Net periodic benefit cost $ 29.3 $ 24.6 $ 8.6 $ 8.2 $ 19.9 $ 18.9 

The net periodic benefit costs by registrant for the quarteI and year to date ended June 30, 2005 and 2004, were as follows: 

Qualified Non-Qualified Other Postretirement 
Pension Benefits Pension Benefits Benefits 

2005 2004 2005 2004 2005 2004 
(in millions) 

Quarter Ended June 30 

Cinergy(1) 
CG&E and subsidiaries 
PSI 
ULH&P 

Year to Date June 30 

Cinergy(1) $ 29.3 $ 24.6 $ 8.6 $ 8.2 $ 19.9 $ 18.9 
CG&E and subsidiaries 8.7 7.4 0.4 0.4 5.2 4.6 
PSI 7.5 6.4 0.3 0.4 9.9 10.0 
ULH 0.8 0.8 - - 0.5 0.4 

(1) The results of Cinergy also include amounts related to non-registrants. 
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9. Commitments and Contingencies 

In October 1998, the Environmental Protection Agency (EPA) finalized its ozone transport rule. also known as the nitrogen oxides 
(NOx) State Implementation Plan (SIP) Call, which addresses wind-blown ozone and ozone precursors that impact air quality in 
downwind states. The EPA's final rule, which applies to 22 states in the eastern United States including the three states in which our 
electric utilities operate, required states to develop rules to reduce NOx elnissions from utility and industrial sources. In a related 
matter, in response to petitions filed by several states alleging air quality impacts from upwind sources located in other states, the EPA 
issued a rule pursuant to Section 126 of the Clean Air Act (CAA) that required reductior~s similar to those required under the NOx SIP 
Call Various states and industry groups challenged the final rules in the Court of Appeals for the District of Columbia Circuit, but the 
court upheld the key provisions of the rules. 

The EPA has proposed withdrawal of the Section 126 rule in states with approved rules under the final NOx SIP Call. which includes 
Indiana. Kentucky, and Ohio. All three states have adopted a cap and trade program as the mechanism to achieve the required 
reductions. Cinergy, CG&E, and PSI have installed selective catalytic reduction units (SCR) and other pollution controls and 
implemented certain colnbustion turbine improvements at various generating stations to comply with the NOX SIP Call. Cinergy also 
utilizes the NOx emission allowance market to buy or scll NOx emission allowances as appropriate. We currently estimate that we 
will incur capital costs of approximately $8 million in addition to $816 rnillion already incurred to comply with this program. 

In March 2005. the EPA issued the Clean Air Interstate Rule (CAIR) which would require states to revise their SIP by 
September 2006 to address alleged contributions to downwind non-attainment with the revised National Ambient Air Quality 
Standards for ozone and fine particulate matter. The rule established a two-phase, regional cap and trade program for sulfur dioxide 
(SO,) and NOx, affecting 28 states, including Ohio. Indiana. and Kentucky, and requires S O z  and NOx emissions to bc cut 70 percent and 65 percent, 
respectively, by 2015. At the same time, the EPA issued the Clean Air Mercury Rule (CAMR) which requires reductions in mercury emissions froin coal-fired 
power plants. The final regulation also adopts a two-phase cap and trade approach that requires mercury emissions lo be cut by 70 percent by 2018. State SIPS 
must comply with the prescribed reduction levels under CAIR and CAMR; however, thc states have the ability to introduce inore stringent requirements if 
desired. Under both CAIR and CAMR. companies have flexible compliance options including installation of pollution controls on large plants where such 
controls are particularly efficient and utilization of emission allowances for smaller plants where controls are not cost effective. In August 2005, the EPA 
proposed a Federal Implementation Plan (FIP) to act as a backstop to ensure that states implement the CAIR in a timely manner. If a state fails to develop a 
CAIR SIP, the EPA intends to finalize the FIP in time to implement CAIR for the state by the CAIR deadline. Numerous states, environmental organizations. 
industry groups, including some of which Cinergy is a member, and individual companies have challenged various portions of both rules. Those challenges are 
currently pending in the Federal Circuit Court tor the District of Columbia. At this time we cannot predict the outcome of these matters. 

Over the 2005-2009 time period, we expect to spend approximately $1.8 billion to reduce mercury, SO2, and NOx emissions. These 
estimates include estimated costs to cornply at plants that we own but d o  not operate and could change when taking into consideration 
compliance plans of co-owners or operators involved. Moreover, as market conditions change, additional compliance options may 
become available and our plans will be adjusted accordingly. Approximately 60 percent of these estimated environmental costs would 
be incurred at PSI'S coal-fired plants, for which recovery would be pursued in accordance with regulatory statutes governing 
environmental cost recovery. See (b)(i) for more details. CG&E would receive partial recovery of depreciation and financing costs 
related to environmental compliance projects for 2005-2008 through its recently approved rate stabilization plan (RSP). See (b)(ii) for 
more details. 

The EPA made final state non-attainment area designations to implement the revised ozone standard and to implement the new fine 
particulate standard in June 2004 and April 2005, respectively. Several counties in which we operate have been designated as being in 
non-attainment with the new ozone standard and/or fine 



particulate standard. States with counties that are designated as being in non-attainment with the new ozone andlor fine particulate 
standards are required to develop a plan of compliance by June 2007 and April 2008, respectively. Industrial sources in or near those 
counties are potentially sub.ject to requirements for installation of additional pollution controls. In March 2005, various states, local I 
governments, environmental groups, and industry gro.ups, including some of which Cinergy is a member, filed petitions for review i; 
the United States Court of Appeals lor the D.C. Circuit to challenge the EPA's particulate matter non-attainment designations. 
Although the EPA has attempted to structure CAIR to resolve purported utility contributions to ozone and Sine particulate 
non-attainment? at this time, Cinergy cannot predict thc effect of current 01. future non-attainment designations on its financial 
position or results of operations. 

In July 2005: the EPA issued its final regional haze rules and implementing guidelines in response to a 2002 judicial ruling 
overturning key provisions of the original program. The regional haze program is aimed at reducing certain emissions impacting visibility in national 
par.ks and wilderness aleas. The EPA has announced that it can foresee no circumstances where the requirements of the regional haze rule would require utility 
controls beyond those required under CAIIZ. The EPA also found that states participating in the CAIR cap and trade program need not require electric generating 
units to adhere to best available retrofit requirements. The states have until December. 2007 to finalize their SIPS addressing colnpliance with EPA regulations. 
'The states may cl~oose to implement more stringent guidelines than proniulgated by the EPA, and therefore it is not possible to predict whether the regional haze 
rule will have a material effect on our linancial position or results of operations. 

( i i)  Sectiorl 126 Petitions 

In March 2004, the state of North Carolina filed a petition under Section 126 of the CAA in which it alleges that sources in 13 upwind 
states including Ohio, Indiana, and Kentucky, significantly contribute to North Carolina's non-attainment with certain ambient air 
quality standards. In August 2005, the EPA issued a proposed response to the petition. The EPA proposed to deny the ozone portion 
of the petition based upon a lack of contribution to air quality by the named states. The EPA also proposed to deny the particulate 
matter portion of the petition based upon the CAIR FIP. described earlier, that would address the air quality concerns from 
neighboring states. We expect a final FIP and ruling from the EPA on this matter by March 2006. It is unclear at this time whether 
any additional reductions would be necessary beyond those required under the CAIR. 

(iii) Clemz Air Act Lawsuit 

In November 1999, and th~ough subsequent amendments, the United States brought a lawsuit in the United States Federal District 
Court for the Southern District of Indiana against Cinergy, CG&E, and PSI alleging various violations of the CAA. Specifically, the 
lawsuit alleges that we violated the CAA by not obtaining Prevention of Significant Deterioration (PSD), Non-Attainment New 
Source Review (NSR), and Ohio and Indiana SIP permits for various projects at our owned and co-owned generating stations. 
Additionally, the suit claims that we violated an Administrative Consent Order entered into in 1998 between the EPA and Cinergy 
relating to alleged violations of Ohio's SIP provisions governing particulate matter at Unit 1 at CG&E's W.C. Beckjord Station. The 
suit seeks (1) injunctive relief to require ir~stallation of pollutiori control technology on various generating units at CG&E's W.C. 
Beckjord and Miami Fort Stations, and PSI'S Cayuga, Gallagher, Wabash River, and Gibson Stations, and (2) civil penalties in 
amounts of up to $27,500 per day for each violation. In addition, three northeast states and two environmental groups have intervened 
in the case. The case is currently in discovery and is set for trial by jury commencing in February 2006. 

In March 2000, the United States also filed in the United States District Court for the Southern District of Ohio an amended cornplaint 
in a separate lawsuit alleging violations of the CAA relating to PSD, NSR, and Ohio SIP requirements regarding various generating 
stations, including a generating station operated by Columbus Southern Power Compariy (CSP) and jointly-owned by CSP, The 
Dayton Power and Light Company (DP&L), and CG&E. The EPA is seeking injunctive relief and civil penalties of up to $27,500 per 
day for each violation. This suit is being defended by CSP. In April 2001, the United States District Court for the Southern District of 
Ohio in that case ruled that the Government and the intervening plaintiff environmental groups cannot seek monetary damages for 
alleged violations that occurred prior to November 3, 1994; however, they are entitled to seek injunctive relief for such alleged 
violations. Neither party appealed that decision. This matter was heard in trial in July 2005. A decision is expected by the end of 
2005. 



In addition, Cinergy and CG&E have been informed by DP&L. that in  June 2000, the EPA issued a Notice of Violation (NOV) to 
DP&L, tor alleged violations of PSD, NSR, and Ohio SIP requirements at a station operated by DP&L, and jointly-owned by DP&L, 
CSP, and CG&E. The NOV indicated the EPA may (1) issue an order requiring compliance with the ~equirements of the Ohio SIP, or 
(2) bring a civil action seeking injunctive relief and civil penalties of up to $27,500 per day for each violation. In September 2004, 
Marilyn Wall and the Sierra Club brought a lawsuit against CG&E, DP&L and CSP for alleged violations of the CAA at this same 
generating station. 

We are unable to predict whether resolution of these matters would have a material elli:ct on our financial position or I-esults of 
operations. We intend to vigorously delend against these allegations. 

(iv) Caldori Dioxicle (CO2) L,awsuir 

In July 2004, the states of Connecticut, New York, California, Iowa, New Jersey, Rhodc Island, Vermont, Wisconsin, and the City of 
New York brought a lawsuit in the United States District Court for the Southern District of New Yolk against Cinergy, American 
Electric Power Company, Inc., American Electric Power Service Corporation, The Southern Company, Tennessee Valley Authority, 
and Xcel Energy Inc. That same day, a similar lawsuit was filed in the United States District Court for the Southern District of New 
York against the same companies by Open Space Institute, Inc., Open Space Conservancy, Inc., and The Audubon Society of New 
Hampshire. These lawsuits allege that the defendants' emissions of C0z from the combustion of fossil fuels at electric generating 
facilities contribute to global warming and amount to a public nuisance. The complaints also allege that the defendants could generate 
the same amount of electricity while emitting significantly less COz. The plaintiffs are seeking an injunction requiring each defendant 
to cap its COz emissions and then reduce them by a specified percentage each year for at least a decade. Cinergy intends to defend 
these lawsuits vigorously in court and filed motions to dismiss with the other defendants in September 2004. We are not able to 
predict whether resolution of these matters would have a material effect on our financial position or results of operations. 

(1)) Selective Catalytic Red~rctiori Uiiits at Gibsori Statiorz 

In May 2004, SCRs and other pollution control equipment became operational at Units 4 and 5 of PSI'S Gibson Station in  accordance 
with compliance deadlines under the NOx SIP Call. In June and July 2004, Gibson Station temporarily shut down the equipment on 
these units due to a concern that portions of the plume from those units' stacks appearcd to break apart and descend to ground level, at 
certain times, under certain weather conditions. As a result, and. working with the City of Mi Carmcl, Illinois, Illinois EPA, Indiana 
Department of Environmental Management (IDEM), EPA, and the State of Illinois. we developed a protocol regarding the use of the 
SCRs while we explored alternatives to address this issue. After the protocol was finalized, the Illinois Attorney General brought an 
action in  Wabash County Circuit Court against PSI seeking a preliminary injunction to enforce the protocol. In August 2004, the 
court granted that preliminary injunction. PSI is appealing that decision to the Fifth District Appellate Court, but we cannot predict 
the ultimate outcome of that appeal or of the underlying action by the Illinois Attorney General. 

In April 2005, we completed the installation of a permanent control system to address this issue. The new control system will support 
all five Gibson generating units. We will seek recovery of any related capital as well as increased emission allowance expenditures 
through the regulatory process. We do not believe costs related to resolving this matter will have a material impact on our financial 
position or results of operations. 

(vi) Zirniner Station L,awsuit 

In November 2004, a citizen of the Village of Moscow, Ohio, the town adjacent to CG&E's Zilnmer Station, brought a purported 
class action in the United States District Court for the Southern District of Ohio seeking monetary damages and injunctive relief 
against CG&E for alleged violations of the CAA, the Ohio SIP, and Ohio laws against nuisance and common law nuisance. CG&E 
filed a motion to dismiss the lawsuit on primarily procedural grounds and we intend to defend against these claims vigorously. The 
plaintiffs have filed a number of additional notices of intent to sue and two lawsuits raising claims similar to those in the original 
claim. At this time, we cannot predict whether the outcome of this matter will have a material impact on our financial position or 



results of operations. 



(vii) Mailz{factul-ea' Gas Plar~r (MGP) Sites 

Coal tar residues, related hydrocarbons, and various ~netals have been found in at least 22 sites that PSI or its pledecessors previously 
owned and sold in a series of transactions with Northern Indiana Public Service Coinpany (NIPSCO) and Indiana Gas Company, Inc 
(IGC). The 22 sites are in the process of being studied and will be remediated. if necessary. In 1998 NIPSCO, IGC, and PSI entered 
into Site Participation and Cost Sharing Agreements to allocate liability and responsibilities between them The IDEM oversees 
investigation and cleanup of all ol thesc sites. Thus far, PSI has primary responsibility for investigating, monitoring and, if necessaly. 
remediating nine 0 1  thesc sites. In December 2003, PSI entered into a voluntary rcmcdiation plan with the state of Indiana, providing 
a formal fra~ncwork for the investigation and cleanup of the sites. 

In April 1998, PSI filed suit in Hendricks County in the state of Indiana against its general liability insurance carriers. PSI sought a 
declaratory judgment to obligate its insurance carriers to (1) defend MGP claims against PSI and compensate PSI for its costs of 
investigating, preventing, mitigating, and remediating damage to property and paying claims related to MGP sites; or (2) pay PSI's 
cost of defense. PSI settled, in principle, its claims with all but one of the insurance calriers in January 2005 prior to commencement 
of the trial. With respect to the lone insurance carrier, a jury returned a verdict against PSI in February 2005. PSI has appealed this 
decision. At the present time, PSI cannot predict the outcome of this litigation, including the outcome of the appeal. 

PSI has accrued costs related to investigation, remediation, and groundwater monitoring for those sites where such costs are probable 
and can be reasonably estimated. We will continue to investigate and remediate the sites as outlined in the voluntary remediation 
plan. As additional facts become known and investigation is completed, we will assess whether the likelihood ot incurring additional 
costs becomes probable. Until all investigation and remediation is complete, we are unable to determine the overall impact on our 
financial position or results of operations. 

CG&E and TJI,H&P have performed site assessments on certain of their sites where we believe MGP activities have occurred at some 
point in the past and have found no imminent risk to the environment. At the present time, CG&E and UL,H&P cannot predict 
whether investigation andlor remediation will be required in the future at any of these sites. 

(viii) Asbestos Clai~ns Litigation 

CG&E and PSI have been named as defendants or co-defendants in lawsuits related to asbestos at their electric generating stations. 
Currently, there are approximately 120 pending lawsuits. In these lawsuits, plaintiffs claim to have been exposed to 
asbestos-containing products in the course of their work at the CG&E and PSI generating stations. The plaintiffs further claim that 
as the property owner of the generating stations, CG&E and PSI should be held liable for their injuries and illnesses based on an 
alleged duty to warn and protect them from any asbestos exposure. A majority of the lawsuits to date have been brought against PSI. 
The impact on CG&E's and PSI's financial position or results of operations of these cases to date has not been material. 

Of these lawsuits, one case filed against PSI has been tried to verdict. The jury returned a verdict against PSI in the amount of 
approximately $500,000 on a negligence claim and a verdict for PSI on punitive damages. PSI appealed this decision up to the 
Indiana Supreme Court. In July 2005, the Indiana Supreme Court upheld the jury's verdict. In addition, PSI has settled a number of 
other lawsuits for amounts, which neither individually nor in the aggregate, are material to PSI's financial position or results of 
operations. We  are currently evaluating the effect of the Indiana Supreme Court's ruling on our existing docket of cases. 

At this time, CG&E and PSI are not able to predict the ultimate outcome of these lawsuits or the impact on CG&E's and PSI's 
financial position or results of operations. 

(ix) Dunavarz Waste Supe~fund Site 



In July 2005, PSI received notice from the EPA that it has been identified as a dc minimus potentially responsible pasty under the 
Compsehcnsive Environmental Response, Compensation, and Liability Act at the Dunavan Waste Oil 



Site in Oakwood, Vermilion County, Illinois. At this time, PSI does not have any further information regarding the scope of potential 
liability associated with this matter. 

f i) PSI E17vironn1er1tal Co~~~l>lirrr~ce Crrse 

In November 7004, PSI filed a compliance plan case with the Indiana Utility Regulatory Commission (IIJRC) seeking approval of 
PSI's plan for complying with SOz, NOx, and mercury emission reduction requirements discussed previously in (a)(i). including 
approval of cost recovery and an overall rate of return of eight percent related to certain projects. PSI requested approval to recover 
the financing, depreciation. and operation and maintenance costs, among others, related to $1.08 billion in capital projects designed to 
reduce emissions of SOz, NOx, and mercury at PSI's coal-burning generating stations. An evidentiary hearing was held in May 2005 
and a final ITJRC Order is expected in the third quarter of 2005. 

(ii) CC&E Electric Rate Filirlg~ 

In response to the Public TJtilities Commission of Ohio (PUCO's) request that CG&E propose a RSP to mitigate the potential for 
significant rate increases when the market develop~nent period comes to an end, CG&E filed a proposed RSP which was approved by 
the PUCO in November 2004. The major features of the RSP are as follows: 

Provider of Last Resort (POLR) Charge: CG&E began collecting a POL,R charge from non-residential customers 
effective January 1, 2005, and will begin to collect a P0L.R charge from residential customers effective January 1, 2006. The 
POLR charge includes several discrete charges, the most significant being an annually adjusted component (AAC) intended 
to provide cost recovery primarily for environmental compliance expenditures; an infrastructure maintenance fund charge 
(IMF) intended to provide compensation to CG&E for committing its physical capacity to meet its POL,R obligation: and a 
system reliability tracker (SRT) intended to provide cost recovery for capacity purchases, purchased power, reserve capacity, 
and related market costs for purchases to meet capacity needs. We anticipate the collection of the AAC and IMF will result 
in an approximate $36 million increase in revenues in 2005 and an additional $50 million in 2006. The SRT will be billed 
based on dollar-for-dollar costs incurred. A portion of these charges are avoidable by certain customers who switch to an 
alternative generation supplier. Therefore, these estimates are sub,ject to change, depending on the level of switching that 
occurs in future periods. In 2007 and 2008, CG&E could seek additional increases in the AAC component of the POL,R 
based on CG&E's actual net costs for the specified expenditures. 

Generation Rates and Fuel Recovery: A new rate has been established for generation service after the market 
development period ends. In addition, a fuel cost recovery mechanism that is adjusted quarterly has been established to 
recover costs for fuel, emission allowances, and certain purchased power costs, that exceed the amount originally included in 
the rates frozen in the CG&E transition plan. These new rates were applied to non-residential customers beginning 
January 1, 2005 and will be applied to residential customers beginning January 1, 2006. 

Generation Rate Reduction: The existing five percent generation rate reduction required by statute for residential 
customers implemented under CG&E's 2000 plan will end on December 31,2005. 

Transmission Cost Recovery: Transmission cost recovery mechanisms were established beginning January 1,2005 for 
non-residential customers and will be established beginning January 1, 2006 for residential customers. The transmission cost 
recovery mechanisms are designed to permit CG&E to recover Midwest Independent Transmission System Operator, Inc. 
charges, all Federal Energy Regulatory Commission (FERC) approved transmission costs, and all congestion costs allocable 



to retail ratepayers that are provided service by CG&E. 

Distribution Cost Recovery: CG&E will have the ability to defer certain capital-related distribution costs from July 1, 
2004 through Dcccmbe~ 31,2005 with recovery from non-residential customets to be p~ovided through a rider beginning 
January I ,  2006 through December 3 1,201 0. 

CG&E had also filed an electric distribution base late case for residential and non-residential customers to be efSective January 1. 
2005. Under the terms of the RSP described previously, CG&E withdrew this base rate case 



and, in February 2005, CG&E filed a new distribution base rate case with rates to become effective January 1,2006. The requested 
amount of the increase is $78 million. 

In March 2005, the Ohio Consumers' Counsel asked the Ohio Supreme Court to overturn the RSP. We expect the court to decide the 
case before January 1, 2006: however, at this time we cannot predict the outcolne of this matter. 

(iii) lJL,H&P Gas Rate Cuse 

In 2002, the Kentucky Public Service Commission (KPSC) approved UL,H&P7s gas base rate case requesting, among other things, 
recovery of costs associated with an accelerated gas main replacement program of up to $1 12 million over ten years. The costs would 
be recovered through a tracking mechanism for an initial three year period, with the possibility of renewal up to ten years. To date, we 
have capitalized $56 million in costs associated with the accelerated gas main replacement program through this tracking mechanism. 
The tracking mechanism allows IJL,H&P to recover depreciation costs and rate of return annually over the life of the deferred assets. 
Through June 30,2005, ULH&P has recovered $7.5 million under this tracking mechanism. The Kentucky Attorney General has 
appealed to the Franklin Circuit Court the KPSC's approval of the tracking mechanism and the new tracking mechanism rates. At the 
present time, UL,H&P cannot predict the timing or outcome of this litigation. 

In February 2005, UL,H&P filed a gas base rate case with the KPSC. UL,H&P is requesting approval to continue the tracking 
mechanism in addition to its request for a $14 million increase in base rates, which is a seven percent increase in current retail gas 
rates. ULH&P expects that the KPSC will issue its decision by the fourth quarter of 2005. 

(iv) Gas Distributiorz Plan1 

In June 2003, the PIJCO approved an amended settlement agreement between CG&E and the PUCO Staff i n  a gas distribution safety 
case arising out of a gas leak at a service head-adapter (SHA) style riser on CG&E7s distribution system. The amended settlement 
agreement required CG&E to expend a minimum of $700,000 to replace SHA risers by December 31,2003. and to file a 
comprehensive plan addressing all SHA risers on its distribution system. CG&E filed a comprehensive plan with the PUCO in 
December 2004 providing for replacement of approximately 5,000 risers in 2005 with continued monitoring thereafter. CG&E 
estimates the replacement cost of these risers will not be material. In April 2005, the PUCO issued an order closing this case. The 
PUCO issued a separate order opening a statewide investigation into riser leaks in gas pipeline systems throughout Ohio. At this time, 
Cinergy and CG&E cannot predict the outcome or the impact of the statewide investigation 

(i) Energy Market lrzvestigatiorzs 

In August 2003, Cinergy, along with Cinergy Marketing & Trading, L,P (Marketing & Trading) and 37 other companies, were named 
as defendants in civil litigation filed as a purported class action on behalf of all persons who purchased and/or sold New York 
Mercantile Exchange natural gas futures and options contracts between January 1, 2000, and December 31,2002. The complaint 
alleges that improper price reporting caused damages to the class. Two similar lawsuits have subsequently been filed, and these three 
lawsuits have been consolidated for pretrial purposes. The plaintiffs filed a consolidated class action complaint in January 2004. 
Cinergy's motion to dismiss was granted in September 2004 leaving only Marketing & Trading in the lawsuit. We believe this action 
against Markeling & Trading is without merit and intend to defend this lawsuit vigorously. 



Cinergy continues to provide various Assistant United States Attorneys with information with respect to their investigatioris into 
energy market practices. We understand that we are neither a target nor are we under investigation by the Department of'Justice in 
relation to any of these communications. 

, 
At this time, we do not believe the outcome of these investigations and litigation will have a mateiial impact on Cinergy's financial 
position or results of operations. 



(ii) Syntlzeric F~rel Productioiz 

Cinergy produces from two lacilities synthetic file1 that qualifies for tax credits (through 2007) i n  accordance with Section 29 of the 
Internal Revenue Code (IRC) if certain requirements are satisfied. 

Cinergy's sale of synthetic fuel has generated $271 million in tax credits through June 30, 2005 The Internal Revenue Service (IRS) 
is currently auditing Cinergy for the 2002 and 2007 tax years and has recently challenged certain other taxpayers' Section 29 tax 
credits. Whilc we cannot predict whether the IRS will challenge our Section 29 tax clcdits, we expect the IRS will evaluate the 
various key requirements for claiming our Section 29 credits related to synthetic fuel. If the IRS challenges our Section 29 tax credits 
related to synthetic fucl, and such challenges were successful, this could lesult in the disallowance of up to all $271 million in  
previously claimed Section 29 tax credits for synthetic fuel produced by the applicable Cinergy facilities and a loss of our ability to 
claim future Section 29 tax credits for synthetic fuel produced by such facilities. We believe that we operate in  conformity with all the 
necessary requirements to be allowed such tax credits under Section 29. IJpon consummation of the pending merger of Dulce and 
Cinergy, the synthetic fucl produced by one of Cinergy's facilities pursuant to the existing colnmercial arrangement would cease to 
qualify for the Section 29 credit. Cinergy is evaluating a transaction for the disposition of a portion of the affected facility that 
Cinergy believes would enable the fuel produced by the facility to continue to qualify for credit under IRC Section 29. In the event a 
suitable transaction is not achieved, Cinergy anticipates that its production of synthetic fuel at the affected facility would be 
suspended upon consummation of the pending merger with Duke. 

Section 29 also provides for a phase-out of the credit based on the average price of crude oil during a calendar year. The phase-out is 
based on a prescribed calculation and definition of crude oil prices. Based on current crude oil prices. we do not cull-ently expect a 
material negative impact on our ability to recognize the projected benefit of Section 29 tax credits in 2005. 

(iii) FirstEizei-gy L,uwsziit 

FirstEnergy has filed a lawsuit in the Court of Common Pleas in  Summit County. Ohio against Cinergy with respect to a transaction 
between Cinergy and a subsidiary of FirstEnergy, relaling to a joint venture company, Avon Energy Partners Holdings (Avon). In 
1999, the FirstEnergy subsidiary acquired Cinergy's share of Avon which i t  subsequently sold to a third party. The original 
transaction documents included an indemnity by Cinergy with respect to a certain investment owned by Avon. FirstEnergy claims 
that this indemnity was triggered by its sale of Avon to a third party, and is seeking to recover $15 million lrom Cinergy. The case is 
currently in discovery. Cinergy intends to defend this lawsuit vigorously. At this time, we cannot predict the outcome of this matter. 

( iv)  Guurnntees 

In the ordinary course of business, Cinergy enters into various agreements providing financial or performance assurances to third 
parties on behalf of certain unconsolidated subsidiaries and joint ventures. These agreements are entered into primarily to support or 
enhance the creditworthiness otherwise attributed to these entities on a stand-alone basis, thereby facilitating the extension of 
sufficient credit to accomplish their intended commercial purposes. The guarantees have various termination dates, from short-term 
(less than one year) to open-ended. 

In many cases, the maximum potential amount of an outstanding guarantee is an express term, set forth in the guarantee agreement, 
representing the maximum potential obligation of Cinergy under that guarantee (excluding, at times, certain legal fees to which a 
guaranty beneficiary may be entitled). In those cases where there is no maximum potential amount expressly set forth in the guarantee 
agreement, we calculate the maximum potential amount by considering the terms of the guaranteed transactions, to the extent such 
amount is estimable. 



Cinergy had guaranteed borrowings by individuals under the Director, Officer, and Key Employee Stock Pulchase Program. Under 
these guarantees, Cinergy would have been obligated to pay the debt's principal and any related interest in  the event of an unexcused 
breach of a guaranteed payment obligation by certain directors, officers. and key employees. This program terminated pulsuant to its 
terms during the first quartcr of 2005 and as of March 31, 2005, all borrowings had been repaid by the participants. 



Cinergy Corp. has also provided performance guarantees on behalf of certain unconsolidated subsidiaries and joint ventures. These 
guarantees support performance under various agreements and instruments (such as construction contracts, opelation and maintenance 
agreements, and energy service agreements). Cinergy Corp. {nay be liable in the event of an unexcused bleach of a guaranteed 
performance obligation by an unconsolidated subsidiary. Cinergy Corp. has estimated its maximum potential liability to be $52 
tnillion under these guarantees as of Junc 30. 2005. Cinergy Corp. may also have lecourse to third parties lor claims required to be 
paid under certain of these guarantees. The majority of these guarantees expire at the completion of the underlying performance 
agreement, the majority of which expire from 2016 to 2019. 

Cinergy has entered into contracts that include indemnilication provisions as a routine part of its business activities. Examples of 
these contracts include purchase and sale agreements and operating agreements. In general, these provisions indemnify the 
counterparty tor matters such as breaches of representations and wa~ranties and covenants contained in the contract. In some cases, 
particularly with respect to purchase and sale agreements. the potential liability for certain indemnification obligations is capped, in 
whole or in  part (generally at an aggregate amount not exceeding the sale price), and subject to a deductible amount before any 
payments would become due. In other cases (such as indemnifications for willful misconduct of cmployees in a joint venture), the 
maximum potential liability is not estimable given that the magnitude of any claims under those indemnifications would be a function 
of the extent of damages actually incurred. Cinergy has estimated the maximum potential liability, where estimable, to be $103 
million under these indemnification provisions. The termination period for the majority of matters provided by indemnification 
provisions in these types of agreements generally ranges from 2005 to 2009. 

We believe the likelihood that Cinergy would be required to perform or otherwise incur any significant losses associated with any or 
all of the guarantees described in the preceding paragraphs is remote. 

10. Financial Information by Business Segment 

As discussed in the 2004 10-K, we conduct operations through our subsidiaries, and manage through the following three reportable 
segments: 

* Regulated Business TJnit (Regulated); 

* Co~nmercial Business Unit (Commercial); and 

* Power Technology and Infraslructure Services Business Unit (Power Technology and Infrastructure). 

Regulated consists of PSI'S regulated generation and transmission and distribution operations, and CG&E and its subsidiaries' 
regulated electric and gas transmission and distribution systems. Regulated plans, constructs, operates, and maintains Cinergy's 
transmission and distribution systems and delivers gas and electric energy to consumers. Regulated also earns revenues from 
wholesale customers primarily by these customers transmitting electric power through Cinergy's transmission system. These 
businesses arc subject to cost oP service rate making where rates to be charged to customers are based on prudently incurred costs over 
a test period plus a reasonable rate of return. 

Commercial manages our wholesale generation and energy marketing and trading activities. Commercial also performs energy risk 
management activities, provides customized energy solutions and is responsible for all of our international operations. 

Power Technology and Infrastructure primarily manages Cinergy Ventures, LLC (Ventures), Cinergy's venture capital subsidiary. 
Ventures identifies, invests in, and integrates new energy technologies into Cinergy's existing businesses, focused primarily on 
operational efficiencies and clean energy technologies. In addition, Power Technology and Infraslructure manages our investments in 
other energy infrastructure and telecommunication service providers. 



Following are the financial results by business unit. Certain prior year amounts have been reclassified to conform to the current 
presentation. 



Financial results by business unit for thc quarters ended June 30, 2005, and June 30, 2004, are as indicated below. 

Cinerev Business Units 
Power Technology 

and Reconciling 
Re~ulated Commercial I~~frastructure Total Elirninations(l) Consolidated 

(in millions) 

Quarter ended 
June 30. 2005 

Operating 
revenues 
External 

customers 
Intersegment 

revenues 

Gross margins 
Electric 
Gas 

Segment profit 
(loss)(2) 

Ouarter ended June 
30.2004 

Operating revenues 
External 

customcrs 
Intersegment 

revenues 

Gross margins 
Electric 
Gas 

Segment profit 
(loss)(2) 

(1) The Reconciling Eliminations category eliminates the intersegment revenues of Commercial and Regulated. 

(2) Management utilizes segment profit (loss), after taxes, to evaluate segment performance. 

(3) Elec:tric gross margin is calculated as Electric opernrirrg r-everrues less Fuel, erizis~.ioiz allowances, arzdpu~lza~edpo~ver  expense 
from the Condensed Consolidated Statements of Income. 

(4) Gas gross margin is calculated as Gus opei.utiizg revenues lcss Gus purchased expense from the Condensed Consolidated 
Statelnents of Income. 



Financial results by business unit for year to date June 30, 2005, and June 30, 2004, are as indicated below. 

Power Technology Reconciling 
Re~ulated Commercial and I~~frnstructure Total Eliminationsfl) Consolidated 

(in millions) 

Year to Date .rune 
30.2005 

Operating 
revenues 
External 

customers 9; 1,618 $ 841 $ 
Intersegment 

revenues 14 83 

Gross margins 
Electric 
Gas 

Segment profit 
(loss)(2) 125 49 

Year to Date June 
30.2004 . 

Operating revenues 
External 

customers $ 1,600 $ 742 $ - $ 2,342 $ - $ 2,342 
Intersegment 

revenues 3 1 102 - 133 (133) - 

Gross margins 
Electric 
Gas 148 40 - 188 - 188(4) 

Segrnent profit 
(loss)(2) 115 76 (29) 162 - - 162 

(1) The Reconciling Eliminations category eliminates the intersegment revenues of Commercial and Regulated. 

(2) Management utilizes segment profit (loss), after taxes, to evaluate segment performance. 

(3) Electric gross margin is calculated as Electric operating revenues less Fuel, einissiorl allo~vances, and pitrchased power expense 
from the Condensed Consolidated Statements of Income. 

(4) Gas gross margin is calculated as Gas operating revenues less Gas purcliased expense from the Condensed Consolidated 
Statements of Income. 



Total segment assets at June 30,2005, and December 31,2004, are as indicated below: 

Ciner~v Business Units 
Power Technology 

Regulated Commercial and Infrastructure Total Co~~solidated 
(in millions) 

Total segment assets at June 30, 
2005 $ 9,137 $ 5,990 $ 131 $ 15,258 $ 15,258 

Total segment assets at December 3 1 ,  
2004 $ 9,097 $ 5,746 $ 139 $ 14,982 $ 14,982 



11. Earnings Per Co~n~non Share (EPS) 

A reconciliation of EPS - basic to EPS - diluted is presented below lor thc quarters ended Junc 30,2005 and 2004: 

Quarter Ended June 30,2005 
EPS - basic: 

Effect of dilutive securities: 
Common stock options 
Directors' compensation plans 
Contingently issuable common stock 

EPS - diluted: 

Quarter Ended June 30,2004 
EPS - basic: 

Effect of dilutive securities: 
Common stock options 
Directors' compensation plans 
Contingently issuable common stock 
Stock purchase contracts 

EPS - diluted: 

Income Shares EPS 
(in thousands, except per share amounts) 

Options to purchase shares of common stock are excluded from the calculation of EPS - diluted, if they are considered to be 
anti-dilutive. Share amounts of 1.4 million and 1.2 million were excluded from the EPS -diluted calculatiorl fbr the quarters ended 
June 30, 2005 and 2004, sespectively. 

Also excluded from the EPS - diluted calculation for the quarter ended June 30,2004 are 10.0 million shares, issuable pursuant to the 
stock purchase contracts issued by Cinergy Corp. in December 2001 associated with the preferred trust securities transaction. As 
discussed in the 2004 10-K, in January and February 2005, Cinergy Corp. issued a total of 9.2 million shares of common stock 
associated with these preferred stock securities. 

A reconciliation of EPS - basic to EPS - diluted is presented below fbr the year to date June 30, 2005 and 2004: 

Year to Date June 30,2005 
EPS - basic: 

Effect of dilutive securities: 
Common stock options 
Directors' compensation plans 
Contingently issuable common stock 
Stock purchase contracts 

EPS - diluted: 

e June 30,2004 
EPS - basic: 

Income Shares EPS 
(in thousands, except per share amounts) 

$ 168,064 197,066 $ 0.85 

652 
146 
66 

145 

$ 168,064 198,075 $ 0.85 

$ 161,519 179,749 $ 0.90 



Effect of dilutive securities: 
Common stock options 
Directors' compensation plans 
Contingently issuable common stock 
Stock purchase contracts 

EPS - diluted: 



Options to purchase shares of common stoclc are excluded from the calculation of EPS -diluted, if they are considered to be 
anti-dilutivc. Sha1.e amounts of 1.4 million and 1.2 million were excluded from the EPS -diluted calculation for the year to date June 
30, 2005 and 2004, respectively. 

Also excluded from the EPS -diluted calculation for the year to date June 30, 2004 are 9.9 million shares issuable pursuant to the 
stock purchase contracts issued by Cinergy Corp. in December 2001 associated with the preferred tiust securities transaction. As 
discussed in the 2004 10-K, in January and February 2005, Cinergy Corp. issued a total of 9.2 million shares of common stock 
associated with these preferred stock securities. 

12. 'Transfer and Acquisition of Generating Assets 

(a) Transfer ot' Generating Assets to ULH&P 

The KPSC and the FERC have approved ULH&P's planned acquisition of CG&EYs approximately 69 percent ownership interest in the East Bend 
Station, located in Boone County, Kentucky, the Woodsdale Station, located in Butler County, Ohio, and one generating unit at the fbur-unit Miami Fort Station 
located in Hamilton County, Ohio, and associated transactions. ULH&P is currently seeking approval of the transaction in a proceeding before the Securities 
and Exchange Commission (SEC), wherein the Ohio Consumers' Counsel has intervened in opposition. The transfer, which will be at net book value, will not 
affect cument electric r.ates fol. ULH&P's customers. as power will be provided under. the same terms as under the current wholesale power con&act with CG&E 
through Decembe~ 31,2006. Assuming receipt of SEC approval, we would anticipate the transfer to take place in the third quarter of' 2005. 

(b) Wheatland Generating Facility Acquisition . 

On May 6, 2005, we signed a definitive agreement with subsidiaries of Allegheny Energy, Iric. whereby, subject to the terms and upon 
satisfaction of the conditions to closing provided in the purchase agreement, PSI andlor CG&E had the right to acquire the 
5 12-megawatt Wheatland generating facility for approximately $100 million. The Wheatland facility, located in Knox County, 
Indiana, has four natural gas-fired simple cycle combustion turbines and is directly connected to the Cinergy transmission system. In 
June and August 2005, respectively, the FERC and IURC approved the acquisition and the Department of Justice and Federal Trade 
Commission completed their review of the transaction pursuant to the notification requirements of the Hart-Scott-Rodino Antitrust 
Improvements Act. We have determined that PSI will acquire 100% of the Wheatland facility. Its output will be used to bolstcr the 
reserve margins on the PSI system. Cinergy expects to close the acquisition in August 2005. 

13. Pending Merger 

On May 8,2005, Cinergy Corp. entered into an agreement and plan of merger with Duke, a North Carolina corporation, whereby 
Cinergy Corp. will be merged with Duke. Under the merger agreement, each share of Cinergy Corp. Common Stock will be 
converted into 1.56 shares of the newly formed company, Duke Energy Holding Corp. 

The merges agreement has been approved by both companies' Boards of Directors. Consummatiori of the merger is subject to 
customary conditions, including, among others, the approval of the shareholders of both companies and the approvals of various 
regulatory authorities. 

Immediately following consummation of the merger, former Cinergy shareholders will own approximately 24 percent of Duke 
Energy Holding's common stock. Paul Anderson, Duke's CEO and Chairman of the Board will remain Chairman of the combined 
company and Jim Rogers, Cinergy's President, CEO and Chairman of the Board, will become the President and Chief Executive 
Officer of the combined company. The new Duke Energy Holding board will be comprised of 10 members appointed by Duke and 
five members appointed by Cinergy. 



The merger will be recorded using the purchase method of accounting whereby the total purchase price of approximately $9 billion 
will be allocated to Cinergy's identifiable tangible and intangible assets acquired and liabilities assumed based on their fair values as 
of the closing of the merger. 



The merger is expected to close in  2006, however thc actual timing is contingent on several approvals including: FERC, state 
regulatory coinmissions of Ohio, Indiana, Kentucky, North Carolina, and South Carolina, and shareholders of each company. The 
following regulatory filings have been made in Junc and July of 2005: 

e In June 2005, Duke and Cinergy filed an application with the PUCO for approval of a change in control with respect to 
CG&E and to modify certain accounting procedures to defer cei tain merger-related costs. We expect that the PUCO 
will set a procedural schedule in the third quarter of 2005. 

In June 2005, PSI filed a petition with the IURC concerning, among other things, certain merger-related afSiliate 
agreements, the sharing of merger-related benefits with customers, and deferred accounting of' certain merger-related 
costs. A pre-hearing conference has been scheduled for August 2005 and a procedural schedule will be set at that time. 

In August 2005, Duke and Cinergy filed an application with the KPSC seeking approval of a transfer and acquisition of 
control of ULH&P. A procedural schedule has not yet been set. 

* In July 2005, Duke and Cinergy filed an application with the FERC requesting approval of the merger and the 
subsequent internal testructuting and consolidation of the merged company to establish a more efficient corporate 
str uctute. 

In July 2005, Duke filed applications with the respective state utility regulatory agencies in both North and South 
Carolina. 'The application filed with the Nortti Carolina Utility Commission requests both the authorization to enter into 
a business combination transaction and the approval of various affiliate agreements. The application filed with the 
Public Service Comrnission of South Carolina tequests authorization to enter into a business combination. 

The pending merger agreement also provides that Duke and Cinergy will use their reasonable best efforts to transfer five generating 
stations located in the Midwest from Duke to CG&E. This transfer will require regulatory approval by the FERC and there can be no 
guatantec that such approval will be obtained or will be obtained on terms or with conditions acceptable to Duke, Cinergy, and Duke 
Energy Holding. Duke intends to effectuate the transfer as an equity infusion into CG&E at book value. In conjunction with the 
transfer, Duke and CG&E intend to enter into a financial arrangement to eliminate any potential cash shortfalls that may result from 
owning and operating the assets. At this time, we cannot predict the outcome of this matter. 

The merger agreement contains certain termination rights for both Duke and Cinergy, and further provides that, upon termination of 
the merger agreement under specified circumstances, a party would be required to pay the other party's fees and expenses in an 
amount not to exceed $35 million andlor a termination fee of $300 million in the case of a fee payable by Cinergy to Duke or a 
termination fee of $500 million in the case of a fee payable by Duke to Cinergy; provided that any termination fee payable will be 
reduced by any amount of any fees and expenses previously reimbursed by such party. 

In May, a purported shareholder class action was filed in the Court of Common Pleas in Harnilton County, Ohio against Cinergy and 
each of the members of the Board of Directors. The lawsuit alleges that the defendants breached their duties of due care and loyalty to 
shareholders by agreeing to the merger agreement between Duke and Cinergy and is seeking to either enjoin or amend the terms of 
the merger. Cinergy and the individual defendants filed a motion to dismiss this lawsuit in July. We believe this lawsuit is without 
merit and Cinergy intends to defend this lawsuit vigorously in court. We are unable to predict whether resolution of this matter will 
impact our pending merger. 

Although Management believes that this merger should close in 2006, the actual timing of this transaction could be delayed or the 
merger could be terminated by the inability to obtain one or more ofthe required approvals. 



In light of the impending repeal of the Public Utility Holding Company Act, as amended (PIJHCA), effective February 2006, the 
merger will no longer require SEC authorization under PTJHCA. For furthe1 details, sce "Encrgy Bill" in "Itcm 2. Management's 
Discussion and Analysis 01 Financial Condition and Results of Opcrations - Liquidity and Capital Resources." 



CAUTIONARY STATEMENTS 1 

In this report Cinergy (which includes Cinergy Corp. and all of our regulated and non-regulated subsidiaries) is, at times, referred to 
in the first pelson as "we," "our," or "US." 

CAUTIONARY STATEMENTS REGARDING FORWARD-LOOKING INFORMATION 

This document includes forwa~d-looking statements within the meaning of Section 27A of the Securities Act of 1933 and Section 21E 
of the Securities Exchange Act of 19'34. Forward-looking statements are based on management's beliefs and assumptions. These 
forward-looking statements are identified by terms and phrases such as "anticipate", "believe", "intend", "estimate", "expect", 
"continue", "should", "could", "may", "plan", "project", "p~cdict", "will", and similar expressions. 

Fo~wa~d-looking statements involve risks and uncertainties that may cause actual results to be materially different from the results 
predicted. Factols that could cause actual results to difle~ materially from those indicated in any forward-looking statement include, 
but are not limited to: 

0 Factors affecting operations, such as: 

(1) unanticipated weather conditions; 

(2) unscheduled generation outages: 

(3) unusual maintenance or repairs; 

(4) unanticipated changes in costs, including costs of coal and emission allowances: 

(5) environmental incidents; and 

(6) electric transmission or gas pipeline system constraints. 

Legislative and regulatory initiatives and legal developments. 

@ Additional competition in electric or gas markets and continued industry consolidation. 

Financial or regulatory accounting principles including costs of compliance with existing and future environmental 
requirements. 

0 Changing market conditions and other factors related to physical energy and financial trading activities. 

The performance of projects undertaken by our non-regulated businesses and the success of efforts to invest in and 
develop new opportunities. 



* Availability of, or cost of, capital. 

* E~nployee workforce Factors. 

* Dclays and othcr obstacles associated with mcrgers, acquisitions, and invcst~nents in joint ventures. 

* Costs and effects of legal and administrative proceedings, settlements, investigations, and claims. 

The Regulatory approval process for the Duke Energy Corporation and Cinergy pending merger could delay the 
consummation of thc pending merger or imposc conditions that could materially impact the co~nbincd company. 

* Business uncertainties, contractual restrictions, and the potential inability to attract and rctain kcy personnel due to the 
pending merger. 

We undertake no obligation to update the information containcd herein 



MD&A - PENDING MERGER 

ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF 
OPERATIONS 

In this rcport, Cinergy (which includes Cinergy Corp. and all of its regulated and non-regulated subsidiaries) is, at times, referred to 
in the first pcrsori as "we," "our," or "us." 

The following discussion should be read in conjunction with the accompanying financial statements and relatcd notes included 
elsewhere in  this report and the combined Form 10-K for the year ended December 31, 2004 (2004 10-K). We have reclassified 
certain prior-year amounts in  the financial statements of Cinergy. The Cincinnati Gas & Electric Company (CG&E), PSI Energy, 
Inc. (PSI), and The Union Light, Heat and Power Company (ULH&P) to conform to current presentation. The following discussions 
of results are not necessarily indicative of the results to be expected in any future period. 

PENDING MERGER 

On May 8, 2005, Cinergy Corp. entered into an agreement and plan of merger with Duke Energy Corporation (Duke). a North 
Carolina corporation, whereby Cinergy Corp. will be merged with Duke. Under the merger agreement, each share of Cinergy Corp. 
Common Stock will be converted into 1.56 shares of the newly formed company, Duke Energy Holding Corp. 

The merger agreement has been approved by both companies' Boards of Directors. Consummation of the merger is subject to 
customary conditions, including, among others, the approval of the shareholders of both companies and the approvals of various 
regulatory authorities. 

Immediately following consummation of the merger, former Cinergy sharetiolders will own approximately 24 percent of Duke 
Energy Holding's common stock. Paul Anderson, Duke's CEO and Chairman of the Board will remain Chairman of the combined 
company and Jim Rogers, Cinergy's President, CEO and Chairman of the Board, will become the President and Chief Executive 
Officer of the combined company. The new Duke Energy Holding board will be comprised of 10 members appointed by Duke and 
five members appointed by Cinergy. 

The merger is expected to close in 2006, however the actual timing is contingent on several approvals including: Federal Energy 
Regulatory Commission (FERC), state regulatory commissions of Ohio, Indiana, Kentucky, North Carolina, and South Carolina, and 
shareholders of each company. The following regulatory filings have been made in June and July of 2005: 

In June 2005, Duke and Cinergy filed an application with the Public Utilities Commission of Ohio (PUCO) fbr approval 
of a change in control with respect to CG&E and to modify certain accounting psocedures to defer certain 
merger-related costs. We expect that the PUCO will set a procedural schedule in the third quarter of2005. 

In June 2005, PSI filed a petition with the Indiana Utility Regulatory Commission (IURC) concerning, among other 
things, certain merger-related affiliate agreements, the sharing of merger-related benefits with customers, and delerred 
accounting of certain merger-related costs. A pre-hearing conference has been scheduled for August 2005 and a 
procedural schedule will be set at that time. 



* In August 2005, Dulte and Cinergy filed an application with the Kentucky Public Service Commission (KPSC) seeking 
approval of a transfer and acquisition of control of ULH&P. A proccdural schcdulc has not yet been set. 

* In July 2005, Dulte and Cinergy Filed an application with the FERC requesting approval of the merger and the 
subsequent internal I-cstructuring and consolidation of the merged company to establish a Inore efficient corporatc 
structure. 

In July 2005, Duke filed applications with the respective state utility regulatory agencics in  both North and South 
Carolina. The application filed with the North Carolina Utility Co~nmission requesls both the 



authorization to enter into a business combination transaction and the approval ot  various alfiliate agleements The 
application filed with thc Public Service Commission of South Ca~ol ina  requests authorization to enter into a business 
combination. 

The pending merger agreement also provides that Duke and Cinergy will use their reasonable best efforts to transfe~ hve genelating 
stations located in the Midwest from Duke to CG&E. This transfer will lequire regulato~y approval by the FERC and there can be no 
guarantee that such approval will bc obtained or will be obtained on terms or with conditions acceptable to Duke, Cinergy. and Duke 
Energy Holding Duke intends to effectuate the tlansfer as an equity infusion into CG&E at book value. In conjunction with the 
transfer, Duke and CG&E intend to enter into a financial arrangement to eliminate any potential cash sho~tSalls that may result itom 
owning and opelating the assets. At this time, we cannot predict the outcome of this matter. 

The merger agreement contains certain termination rights for both Duke arid Cinergy, and further provides that, upon te~mination of 
the merger agreement under specified circumstances, a party would be required to pay the other party's fees and expenses in an 
amount not to exceed $35 million and/or a termination fee of $300 million in the case of a fee payable by Cinergy to Duke or a 
termination fee of $500 milllon in the case of a See payable by Duke to Cinergy: provided that any termination fee payablc will be 
reduced by any amount of any fees and expenses previously reimbursed by suck1 party. 

Although Management believes that this merger should close in 2006, the actual timing of this transaction could be delayed or the 
merger could be terminated by the inability to obtain one or more of the required approvals. 

In light of the impending repeal of the Public Utility Holding Company Act, as amended (PUHCA), effective February 2006, the 
merger will no longer require The Securities and Exchange Commission (SEC) authorization under PUHCA. For further details, see 
"Energy Bill" in "Liquidity and Capital Resources." 



MD&A - EXECUTIVE SlJMMARY 

EXECUTIVE SUMMARY 

In Management's Discussion and Analysis of Financial Condition and Results of Operations (MD&A), we explain our general 
operating environment, as well as our results of operations, liquidity, capital resources, future expectationsltrends, market risk 
sensitive instruments, and accounting matters. Specifically, we discuss the following: 

factors affecting current and future operations; 

0 why results changed from period to period; 

potential sources of cash for future capital expenditures; and 

how these items affect our overall financial condition. 

Organization 

Cinergy Corp., a Delaware corporation organized in 1993, owns all outstanding common stock of CG&E and PSI, both of which are 
public utilities. As a result of this ownership, we are considered a utility holding company. Because we are a holding company with 
material utility subsidiaries operating in multiple states, we are registered with and are subject to regulation by the SEC under the 
PUHCA. For a discussion of the pending PUHCA Repeal, see "Energy Bill" in "L.iquidity and Capital Resources." Our other 
principal subsidiaries are Cinergy Services, Inc. (Services) and Cinergy Investments, Inc. (Investments). 

CG&E, an Ohio corporation organized in 1837, is a combination electric and gas public utility company that provides service in the 
southwestern portion of Ohio and, through ULH&P, in nearby areas of Kentucky. CG&E is responsible for the majority of our 
power marketing and trading activity. CG&E's principal subsidiary, UL,H&P, a Kentucky corporation organized in 1901, provides 
electric and gas service in northern Kentucky. 

PSI, an Indiana corporation organized in 1942, is a vertically integrated and regulated electric utility that provides service in north 
central. central. and southern Indiana. 

The following table presents further information related to the operations of our domestic utility companies CG&E, PSI, and 
ULH&P (our utility operating companies): 

Principal Line(s) of Business 

CG&E and 
subsidiaries 

a Generation, transmission, distribution, and sale of electricity 
Sale andlor transportation of natural gas 

o Electric commodity marketing and trading operations 

PSI 0 Generation, transmission, distribution, and sale of electricity 

a Transmission, distribution, and sale of electricity 



e Sale and transportation of natural gas 

( 1 )  See Note 12 of the "Notes to Condensed Financial Statements" in "Item 1. Financial Statements" for furthe1 discussion 
of the possible transfer. of generation assets. 1 

Services is a service company that provides our subsidiaries with a variety of centralized administrative, management, and support 
services. Investments holds most of our non-regulated, energy-related businesses and investments, including natural gas marketing 
and trading operations (which are primarily conducted through Cinergy Marketing & Trading, LP. one of its subsidiaries). 



Financial Highlights 

Net income for Cinergy for the quarter and six months ended June 30, 2005, and 2004 was as follows: 

Cinerpy 
% 

2005 2004 Change Change 
(in millions) 

Quarter ended June 30 ffi 51 $ 59 $ (8 ) (14)% 

Six months ended June 
30 $ 1 6 8 9 ;  162 $ 6 4 %  

Quarterly Higlzliglzts 

The decrease in net income was primarily due to the following factors: 

A decrease in the Commercial Business Unit's (Commercial) gas gross margins which reflects trading strategies 
employed i n  the second quarter of 2005 that resulted in  negative margins; 

Increases in  Operation nrzd rnnirlterlarlce expenses including costs related to the pending Duke-Cinergy merger and 
labor expenses: and 

A decrease in gross margins on power marketing, trading, and origination contracts. 

These decreases were partially offset by increases in rate tariff adjustments resulting from PSI's 2004 base retail electric rate increase 
and the implementation 01 CG&E's rate stabilization plan (RSP) in January 2005. 

For further information, see "2005 Quarterly Results of Operations - Cinergy". 

Year to Date Higlzlights 

The increase in net income was pr~marily due to the follow~ng factors: 

Increases in rate tariff adjustments resulting from PSI's 2004 base retail electric rate increase and the implementation of 
CG&E's RSP in January 2005; and 

An increase in electric gross margins relating to certain activities in our asset optimization business. This increase was 
comprised of increases in margins from the sale of emission allowances partially offset by unrealized losses on forward 
coal and power contracts. 



These increases were partially offset by: 

@ A decrease in Commctcial's gas gross margins which primarily reflects trading strategies employed in the second 
quarter of 2005 that resulted in negative margins; and I 

@ Increases in Opeiatiotz and r~~aitlte?zatzce expense primarily due to regulatory asset amortization, expenses associated 
with the pending Duke-Cinergy ~nelger, and increased operating expenses for non-regulated subsidiaries. 

For furthet information, see "2005 Year to Date Results of Operations - Cinergy" 

Forward-looking Challenges a n d  Risks 

Merger Challenges and Risks 

The pending merger between Duke and Cinergy presents significant challenges. The integration of the two companies will be 
complex and time-consuming, due to the size and complexity of each otganization. The principal challenges will be integrating the 
combined regulated electric utility operations, combining each of the unregulated wholesale power generation businesses and 
combining the energy marketing and trading businesses. All of these businesses ate complex, and some of the business units are 
dispersed. Such efforts could also divert management's 



focus and resources from other strategic opportunities during the integration process. The pending merger is subject to approvals of 
numelous governmental agencies and approval of the shareholders of both companies, all of which are discussed in more detail in 
"Pencling Merger." The approval process could delay consummation of the pending merger, impose conditions that could materially 
impact the combined company, or cause the merger to be abandoned. Both companies will incur significant transaction and 
merger-related integ~ation costs in connection with the merger. Additionally, we will be subject to business uncertainties and 
contractual restrictions while the merger is pending which could adversely affect our businesses. Although both companies intend to 
take stcps to reduce any advcrsc affects, these uncertainties may impair our ability to attract and retain key personnel uhtil the merger 
is consunimated and tor a period of time thereafter, and could cause customers, suppliers ancl others that deal with us to seek to change 
existing business relationships. 

Cinergy laces many uncertainties with regard to future environmental legislation and the impact of this legislation on our generating 
assets and our decisions to construct new assets. In March 2005, the Environmental Protection Agency (EPA) finalized two 
rulemakings that will require significant reductions in sulfur dioxide (SO?), nitrogen oxides (NOx). and mercury emissions from 
power plants. Numerous states, environmental organizations, industry groups, including some of which Cinergy is a member, and 
individual companies have challenged various portions of both rules. Additionally, multi-emissions reductions legislation is still 
being discussed in the Senate, although the outcome of these discussions is still highly uncertain at this time. Presently. greenhouse 
gas (GHG) emissions, which principally consist of carbon dioxide (COz), are not regulated, and while several legislative proposals 
havc been introduced in Congress to reduce utility GHG emissions, none have been passed. Nevertheless, we anticipate a mandatory 
program to reduce GHG emissions will exist in the future. In 2004, Cinergy's utility operating companies began an environmental 
construction program to reduce overall plant emissions that is estimated to cost approximately $1 "8 billion ovel the next live years. 
We believe that our const~uction program optimally balances these uncertainties and provides a level 01 emission reduction that will 
be required andlor economical to Cinergy under a variety of possible regulatory outcomes See "Environmental Issues" in "L,iquidity 
and Capital Resources" for further information. 

Midwest I~zdeperzderzt Transnzission Systei~z Operator, Iizc. (Midwest ISO) Energy Markets 

Effective April 1,2005 the Midwest I S 0  began operating under the Energy Markets Tariff (sometimes referred to as a Locational 
Marginal Pricing (L,MP) market or MIS0 Day 2 market). The implementation of an LMP market introduced new scheduling 
requirements, new products for mitigating transmission congestion risks, and new pricing points for the purchase and sale of power. 
We havc been operating under the Energy Markets Tariff since April 2005 and continue to work with the Midwest I S 0  to monitor the 
implementation of the new market. See "Midwest I S 0  Energy Markets" in "Future ExpectationsITrends" for further details regarding 
these new markets. 

Risirzg Coal and Enzission Allowarzce Prices 

The prices of coal and SO:! emission allowances increased dramatically in 2004, as compared to 2003, and have continued to increase 
in 2005. Contributing to the increases in coal and SO? prices have been (1) increases in demand for electricity, (2) environmental 
regulation, and (3) decreases in the number of suppliers of coal from prior years. CG&E's RSP allows for recovery of fuel and 
emission allowance expenses effective January 1, 2005 for retail non-residential customers in Ohio. As part of the RSP, we will 
begin recovering these costs from residential customers in Ohio effective January 1, 2006. We continue to recover these costs from 
PSI retail customers through previously established rate recovery mechanisms. To the extent that these increased fuel and SO:! prices 
are not offset by regulatory recovery or increases in the market price of power for wholesale transactions, they will negatively impact 
ongoing earnings. The impact of these price increases on earnings in 2005 is discussed in more detail in "2005 Quarterly Results of 
Operations" and "2005 Year to Date Results of Operations". 



MD&A - 2005 QUARTERLY RESULTS OF OPERATIONS -- CINERGY 

2005 QUARTERLY RESU1,TS OF OPERATIONS - CINERGY 

Given the dynamics of our business, which include regulatory revenues with directly offsetting cxpenses and commodity trading 
operations for' which results are primarily reported on a net basis, we have concluded that a discussion of our results on a gross margin 
basis is most appropriate. Electric gross margins represent electric operating revenues less the related direct costs of fuel, emission 
allowances, and purchased power. Gas gross margins represent gas operating revenues less the related direct cost of gas purchased. 
Within each of these areas, we will discuss the key drivers of'our results. Gross margins for Cinergy for the Regulated Business Unit 
(Regulated) and Commercial fbr the quarters ended June 30? 2005, and 2004 were as follows: 

Regulated Commercial 
2005 2004 Change % Change 2005 2004 Change % Change 

(in millions) 

Electric gross 
m q i n ( 1 )  $ 434 $ 396 $ 38 10% $ 168 $ 175 $ (7)  (4 1% 

Gas gross 
margin(2) 44 44 - - (20 17 (37 ) N/M 

(1) Electric gross margin is calculated as Electric operatirzg revenues less Fuel, emission allowances, arzd purclzased 
power expense fiom the Condensed Consolidated Statements of Income. 

(2) Gas gross margin is calculated as Gas operzltirlg revenues less Gas purchased expense from the Condensed 
Consolidated Statements of Income. 

N/M Not meaningful to an understanding of the change. 

Cooling degree days and heating degree days are metrics commonly used in the utility industry as a measure of the impact weather has 
on results of operations. Cooling degree days and heating degree days in Cinergy's service territory for the quarters ended June 30, 
2005, and 2004 were as follows: 

2005 2004 Change % Change 

Cooling degree days(]) 337 335 2 1 % 
Heating degree days(2)(3) 239 236 3 1 

(1) Cooling degree days are the differences between the average temperature for each day and 65 degrees, assuming 
the average temperature is greater than 65 degrees. 

(2) Heating degree days are the differences between the average temperature for each day and 59 degrees, assuming 
the average temperature is less than 59 degrees. 

(3) Beginning in January 2005, we modified our heating degree days base temperature from 65 degrees to 59 degrees 
to more accurately reflect current.consumer behavior. Prior year amounts have been updated to reflect this change. 



The change in cooling degree days and heating degree days did not have a material effect on Cinergy's gross margins for the period. 

Regulated 

Gross Margins 

The I0  percent increase in Regulated's electric gross margins was primarily due to the following /actors: 

A $30 million increase resulting primarily from a higher price received per megawatt hour (MWh) due to PSI's 2004 base 
retail electric rate increase; and 

A $17 million increase in PSI's non-retail margins, primarily resulting from reduced fuel expense reflecting adjustments to 
PSI's cost of synthetic fuel. 

Partially ocfsetting these increases was a decline of $1 1 million reflecting ratc reductions associated with a property tax adjustment for 
PSI. 



Commercial 

Gross Margins 

The foul percent decrease i n  Commercial's electric gross margins was due, in part, to a $6 million decrease in gross margins on power 
marketing, trading, and origination contracts. 

Commercial's retail margins were relatively flat fol the quarter ended June 30, 2005, as compared to 2004. Rate inc~eases from the 
RSP provided a $13 million increase in margins However, this was offset by fuel, emission allowance and purchased powel cost 
increases related to fixed price residential customers of approximately $1 1 million. 

Commercial's other non-retail margins were relatively flat for the quarter. We actively manage our non-regulated generation 
portfolio through a mix of real-time and forward sales of power and the corresponding purchase of fuel (primarily coal) and emission 
allowances. When power is sold forward, we typically purchase the fuel and emission allowances required to produce the power, 
thereby locking in our eventual margin at the time of delivery. The market values of these commodities change independently over 
time.. At times, the value of the fuel and emission allowances becomes greater than that of the output of electricity. In these instances, 
we will purchase forward power to be used to deliver against forward power sales, and in turn sell the fuel andlor emission 
allowances. 

During the second quarter of 2005, we recognized margins of $35 million more than the comparable period in 2004 as a result of 
selling emission allowances which were no longer needed to meet our non-retail forward power sales commitments. This gain 
reflects significant increases in prices of SO:! emission allowances throughout much of 2004 and into early 2005. Based on projected 
generatiori, we have sufficient fuel and emission allowances to meet our non-retail forward power sales commitments over the next 
several years, and we will continue to evaluate and optimize our generation resources to produce the best economic returns for these 
assets. 

Gains from the sale of emission allowances were largely offset by the following: 

A $4 million decline due to timing differences in revenue recognition between certain components of our generation 
portfolio. Emission allowances and the majority of fuel contracts typically follow the accrual method of accounting. 
However, generally accepted accounting principles (GAAP) requires that certain forward purchases of coal and forward 
sales of power (those classified as derivatives) use the mark-to-market (MTM) method of accounting. This differing 
accounting treatment for the various components of- the generation portfolio can lead to volatility in reported results. 
OUI gross margins ~cflect $8 million of unrealized losses in the second quarter of 2005 and $4 million of un~ealized 
losses in the comparable period in 2004 (representing a $4 million change quarter on quarter) as a result of forward 
purchases of coal and forward sales of power and the use of MTM accounting. 

Lower margins from non-retail power sales caused by a decline in volumes and lower margins per MWh, which reflects 
higher fuel costs. 

Commercial's gas gross margins decreased, as compared to the same period last year due to the following factors: 

* A $35 million decrease which reflects trading strategies employed in the second quarter of 2005 that resulted in negative 
margins; and 



* A $5 million decrease due to timing differences in revenue recognition between physical storage activities and the 
associated derivative contracts that hedge the physical storage. These agreements with pipelines to store natural gas and 
deliver in a futu~c period with higher prices (typically winter) follow the accrual method of accounting. However. the 
derivative contracts hedging the gas are required unda- GAAP to be accounted for under the MTM method of 
accounting. The differing accounting treatments can lead to volatility in reported results. Our quarter-to-date gross 
margins rellect $6 million of unrealized losses in 2005 and $1 million of unreali~ed losses in 2004 (representing a $5 
million change quarter on quarter) as a result of derivative contracts and the use of MTM accounting. 



Otlzer Operatirig Reverzzles artd Costs of Fuel Resold 

The 60 percent increase in Other Operuting Reverz~ies was primarily due to the following factors: 

A $32 million increase in Commercial's revenues from coal origination resulting from inc~eases in coal prices and the 
number of coal origination contracts. Coal origination includes contract structuring and marketing of physical coal; and 

A $1 5 million increase in Commercial's revenues from the sale of synthetic fuel. 

Costs offuel resold includes Commercial's costs of' coal origination activities and the production of synthetic fuel. These costs have 
increased in  2005, which is consistent with the increases in the associated revenues as previously discussed. 

The following explanations cosrespond with the line items on the Condensed Consolidated Statements of Income for Cinergy. 
However, only the line items that varied significantly from prior periods are discussed. 

Other Operating Expenses 

2005 2004 Change % Change 
(in millions) 

Operation and maintenance $ 351 $ 332 $ 19 6 %  
Depreciation 131 114 17 15 
Taxes other than income taxes 65 65 - - 

Operatiorz and Maintenartce 

The six percent increase in Operation and nzaintenance expense was primarily due to the following factors: 

Increased labor expenses of $13 million primarily resulting from severance payments partially offset by a decrease ok $5 
million in employee incentive costs; 

Expenses of $1 1 million related to the pending Duke-Cinergy merger; 

An increase of $6 million in costs associated with environmental litigation; and 

Increased regulatory asset amortization of $4 million related to CG&E's Regulatory Transition Charge (RTC). 

These increases were partially offset by $12 million of costs incu~red in 2004 associated with the continuous improvement initiative 
and a $5 million decrease in maintenance expenses, primarily generation and distribution related. 



Depreciation 

The 15 percent increase in Depreciation expense was primarily due to (a) higher depreciation rates, as a result of changes in useful 
lives of production assets and an increased rate for cost of removal, (h) recovery of deferred depreciation costs, and (c) the addition of 
depreciable plant for pollution control equipment, all of which are recovered fro111 ratepayers. 

Miscellaneous Income (Expense) - Net 

The increase in Misce1larieou.s Iriconie (Ex17ense) -Net  was primarily due to $7  nill lion in impairment charges recognized in the 
second quarter of 2004 related to investinents in Power Technology and Infrastructure. 



Income Taxes 

The effective income tax rate decreased for the quarter ended June 30,2005, as compared to 2004. The decrease was primarily a 
result of an increase in the amount of estimated annual tax c~edrls associated with the p~oductiori and sale of synthet~c fuel. Cinergy's 
2005 effective tax rate is expected to be approximately 23 percent. 



2005 QUARTERLY RESULJTS OF OPERATIONS - CG&E 

Summary of Results 

Net income for CG&E for the quarters ended June 30, 2005. and 2004 was as follows: 

CG&E and subsidiaries 

2005 2004 Change % Change 
(in millions) 

Net income 

The decrease i n  net income was primarily due to the following factors: 

Increases in  Opelati017 aizd mainteilance expenses including costs related to the pending Duke-Cinergy merger; and 

A decrease in margins on power marketing, trading, and origination contracts. 

These decreases were partially offset by an increase in rate tariff adjustments resulting from the implementation of CG&E's RSP in 
January 2005. 

Gross Margins 

Gross margins for CG&E for the quarters ended June 30, 2005, and 2004 were as follows: 

Electric gross margin(1) 
Gas gross margin(2) 

CG&E and subsidiaries 
2005 2004 Chsnec % Change 

(in millions) 

9; 305 $ 306 $ (1 )  -% 
44 43 1 2 

(1)  Electric gross margin is calculated as Electric opemtirzg reveizues less Fuel, erizissioll allowaiices, aizd purchased 
power expense from the Condensed Consolidated Statements of Income. 

(2) Gas gross margin is calculated as Gas operating revenues less Gas pui-clzased expense from the Condensed 
Consolidated Statements of Income. 

Cooling degree days and heating degree days in CG&E's service territory for the quarters ended June 30,2005, and 2004 were as 
follows: 



Cooling degree days(]) 
Heating degree days(2)(3) 

CG&E and subsidiades 

2005 2004 Change % Change 

(1) Cooling degree days are the dilTerences between the average temperature for each day and 65 degrees, assuming the 
average temperature is greater than 65 degrees. 

(2) Heating degree days are the ditferenccs between the average temperature for each day and 59 degrees, assuming the 
averagc temperature is less than 59 degrees. 

(3) Beginning in January 2005, wc modified our heating degrcc days base temperature Iro~n 65 degrees to 59 degrees to 
more accurately retlect current consumer behavior. Prior year amounts have been updated to rcilect this change. 

The change in cooling degree days and heating degree days did not have a material effect on CG&E's gross margins for the period. 



Electric Gross Margirzs 

CG&E's electric gross margins were relatively flat for the quarter ended June 30, 2005, as compared to 2004. 

CG&E's gross margins on power masketing, trading, and origination contracts dccrcased $6 million in the quarter. 

CG&E's retail margins were relatively flat To1 the quarter ended June 30, 2005, as compared to 2004. Ratc increases from the RSP 
provided a $1.3 million increase in margins. However, this was offset by fuel, emission allowance and purchased powel cost increases 
related to fixed price residential customers of approximately $1 1 million. 

CG&E's other non-retail margins were up slightly during the quarter. We actively manage our non-rcgulated generation portfolio 
through a mix of rcal-time and forward sales of power and the corresponding purchase of fuel (p~imarily coal) and emission 
allowances. When power is sold forward, we typically purchase the fuel and emission allowances required to produce the power, 
thereby locking in our eventual margin at the time of delivery. The market values of these commodities change independently over 
time. At times, the value of the fuel and emission allowances becomes greater than that of the output of electricity. In these instances, 
we will purchase forward power to be used to deliver against forward power sales, and in turn sell the fuel and/or emission 
allowances. 

During the second quarter of 200.5, we recognized margins of $35 million more than the comparable period in 2004 as a result of 
selling emission allowances which were no longer needed to meet our non-retail forward power sales commitments. This gain 
seflects significant increases in prices of SO? emission allowances throughout much of 2004 and into early 2005. Based on projectecl 
generation, we have sufficient fuel and emission allowances to meet our non-retail forward power sales commitments over the next 
several years, and we will continue to evaluate and optimize our generation resources to produce the best economic returns for thesc 
assets. 

Gains from the sale of emission allowances were largely offset by the following: 

A $4 million decline due to timing differences in revenue recognition between certain components of our generation 
portfolio. Emission allowances and the majority of fuel contracts typically follow the accrual method of accounting 
However, GAAP requires that certain forward purchases of coal and forward sales of power (those classified as 
derivatives) use the MTM method of accounting. This differing accounting treatment for the various components of the 
generation portfolio can lead to volatility in reported results. Our gross margins reflect $8 million of unrealized losses in 
the second quarter of 2005 and $4 million of unrealized losses in the colnparable period in 2004 (representing a $4 
million change quaiter on quarter) as a result of forward purchases of coal and forward sales of power and the use of 
MTM accounting. 

* Lower margins from non-retail power sales caused by a decline in volumes and lower margins per MWh, which reflects 
higher fuel costs. 

Other Operating Revenues and Costs of Fuel Resold 

The increase in Other Operating Reveizues was due to a $38 million increase in revenues from coal origination resulting from 
increases in coal prices and the number of coal origination contracts. This increase includes $12 million of sales to non-regulated 
affiliates. 



Costs offirel resold represents the costs of coal origination activities. These costs have increased in 2005, which is consistent with the 
inc~ease in the associated revenues as previously discussed. 



The following explanations correspond with the line itcms on the Condensed Consolidated Statements of Income for CG&E. 
However, only the line itcms that varied significantly from prior periods are discussed. 

Other Operating Expenses 

CG&E and subsidiaries 

2005 2004 CIiange % Change 

Operation and 
maintenance $ 172 $ 1.50 $ 22 15 O/o 

Depreciation 45 46 (1  ) (2 ) 
Taxes other than income 

taxes 53 50 3 6 

Operatiort and Mairttertartce 

The 15 percent increase in  Operatioiz a i ~ d  nzaintenai~ce expense was primarily due to the following factors: 

Increased expenses of $8 million related to the pending Duke-Cinergy merger; 

Increased regulatory asset amortization of $4 million related to CG&E's RTC; and 

Increased labor expenses of $3 million primarily resulting from severance payments partially offset by a decrease in 
employee incentive costs. 

Income Taxes 

The effective income tax rate decreased for the quarter ended June 30, 2005, as compared to 2004. The decrease was primarily a 
result of a change in Ohio law to phase-out the Ohio franchise lax. The phase-out of the Ohio franchise tax resulted in the 
elimination of state income tax deferrals under GAAP thus reducing the effective income tax rate during the period. See "Ohio 
Taxes7' in "Future Expectation/TrendsW for additional information. 



MD&A - 2005 QUARTERLY RESULTS OF OPERATIONS - PSI 

2005 QUARTERLY RESULTS OF OPERATIONS - PSI 

Summary of Results 

Net income for PSI for the quarters ended June 30, 2005, and 2004 was as follows: 

PSI 
2004 Change % Change 2005 

(in millions) 

Net income $ 43 $ 25 $ 18 72 % 

The increase in net income was primarily due to the impact of PSI's 2004 base retail electric rate increase. 

Electric Gross Margins 

Gross margins for PSI lor the quarters ended June 30, 2005, and 2004 were as follows: 

PSI 
2005 2004 Change % Change 

(in millions) 

Electric gross margin(1) $ 295 $ 260 $ 35 13% 

(1) Electric gross margin is calculated as Electric operatirig revenues less Fuel, ernissiorl allowatzces, and 
purchased power expense from the Condensed Consolidated Statements of Income. 

Cooling degree days and heating degree days in PSI's service territory for the quarters ended June 30,2005, and 2004 were as 
follows: 

PSI 
2005 2004 Change % Change 

Cooling degree days(1) 333 342 (9) (31% 
Heating degree days(2)(3) 254 228 26 11 

(1) Cooling degree days are the differences between the average temperature for each day and 65 degrees, assuming thl 
average temperature is greater than 65 degrees. 

(2) Heating degree days are the differences between the average temperature for each day and 59 degrees, assuming the 
average temperature is less than 59 degrees. 



( 3 )  Beginning in January 2005, we modified our heating degree days base temperature from 65 degrees to 59 degrees 
to more accurately reflect current consumer behavior. Prior year amounts have been updated to reflect this change. 

The change in cooling degree days and heating degrce days did not have a material effect on PSI's gross margins for the period 

The 13 percent increase in PSI'S clcctric gross margins was primarily due to the following factors: 

A $30 million increase resulting primarily from a higher price received per MWh due to PSI's 2004 base retail electric rate 
increase: and 

A $17 million increase in non-retail margins, primarily resulting from reduced fuel expense reflecting adjustments to PSI's 
cost o l  synthetic fuel. 

Partially olfsetting these incleases was a decline of $1 1 million reflecting rate reductions associated with a property tax adjustment. 
This decline is partially offset by a reduction in property tax expense, as discussed further below. 



The following explanations correspond with the line items on the Condensed Consolidated Statements of Income for PSI. However, 
only the line items that varied significantly from prior periods are discussed. 

[ 

Other Operating Expenses 

PSI 
% 

2005 2004 Change Change -- 
(in millions) 

Operation and niaintenance $ + 122 $ 123 $ (1 )  (11% 
Depreciation 66 55 11 20 
Taxes other than income taxes 10 15 (5) (33) 

Depreciation 

The 20 percent increase in Depreciation expense was primarily due to (a) higher depreciation rates, as a result of changes in useful 
lives of p~oduction assets and an increased rate for cost of removal, (b) recovery of dererred depreciation costs, and (c) the addition of 
depreciable plant for pollution coritrol equipment, all of which are recovered from ratepayers. 

Taxes other thart Ztzcotne Taxes 

The 33 percent decrease in Taxes other tlzarz inco~ne taxes expense was primarily due to the settlement of various property tax matters. 

Miscellaneous Income - Net 

The increase in Miscellaneous Income - Net was primarily due to an increase in the ratc for allowance for equity funds used during 
construction arid reimbursements from PSI'S insurance carriers for costs of investigating, preventing, mitigating, and remediating 
damage to property and paying claims related to MGP sites. 

Interest Expense 

The 24 percent increase in Interest Expense was primarily due to an increase in average long-term debt outstanding and increases in 
variable interest rates. This expense was partially offset by interest income received on restricted deposits obtained through these 
incremental borrowings, which is recorded in Miscellaneous lnconze -Net, associated with the additional long-term debt outstanding. 

Income Taxes 

The effective income tax rate decreased for the quarter ended June 30,2005, as compared to June 30,2004, primarily as a result of an 
adjustment in the second quarter of 2004 to reflect an increase in the Indiana state income tax provision. 





MD&A -- 2005 YEAR TO DATE RESULTS OF OPERATIONS - CINERGY 

2005 YEAR TO DATE RESULTS OF OPERATIONS - CINERGY I 

Given the dynamics ol'our business, which include regulatory revenues with directly offsetting expenses and commodity trading 
operations for which results are primarily reported on a net basis, we have concluded that a discussion of our results on a gross margin 
basis is most appropsiat" Electric gross margins represent electric operating revenues less the related direct costs of fuel, emission 
allowances, and purchased power. Gas gross margins represent gas operating revenues less the ].elated direct cost of gas purchased. 
Within each or these areas, we will discuss the key drivers or our results. Gross margins for Cinergy lor Regulated and Commercial 
for the six months ended June 30, 2005, and 2004 were as follows: 

2005 2001 Change % Change 2005 2004 Change % Change 
(in millions) 

Eleclric gross 
margin(] ) $ 876 $ 802 $ 74 9%$ 347 $ 334 $ 13 4% 

Gas gross margin(2) 142 148 (6) (4 (14) 40 (54) N N  

(1) Electric gross margin is calculated as Electric operating teveilues less Fuel, enzission allowances, ar2d purchased 
power expense from the Condensed Consolidated Statements of Income. 

(2) Gas gross margin is calculated as Gas opelaring revenues less Gas p~~rchnsed expense Iiom the Condensed 
Consolidated Statements of Income. 

N N  Not meaningful to an understanding of the change. 

Cooling degree days and heating degree days are metrics commonly used in the utility industry as a measure of the impact weather has 
on results of'operations. Cooling degree days and heating degree days in Cinergy's service territory for the six months ended June 30, 
2005, and 2004 were as fbllows: 

2005 2004 Change % Change 

Cooling degree days(1) 
Heating degree days(2)(3) 

(1) Cooling degree days are the differences between the average temperature for each day and 65 degrees, assuming the 
average temperature is greater than 65 dc, 'orees. 

(2) Heating degree days are the differences between the average temperature for each day and 59 degrees, assuming the 
average temperature is less than 59 degrees. 

(3) Beginning in January 2005, we modified our heating degree days base temperature from 65 degrees to 59 degrees to 
more accurately reflect cuIrent consumer behavior. Prior year amounts have been updated to reflect this change. 

The change in cooling degree days and heating degree days did not have a material effect on Cinergy's gross margins for the period. 

Regulated 



Gross Margins 

The nine percent increase in  Regulated's electric gross margins was primarily due to the following factors: 

A $68 million incrcase resulting primarily from a higher price received per MWh due to PSI's 2004 base retail electric rate 
increase; and 

A $14 million increase in PSI's non-retail margins, primarily resulting from reduced fuel expense reflecting adjustments to 
PSI's cost of synthetic fuel. 

These incl-eases were partially offset by a decline oS$11 million reflecting rate reductions associated with a property tax adjustment 
for PSI. 



The four percent decrease in  Regulated's gas gross margins was primarily due to a decline in non-weather related demand. 

Commercial 

The Sour percent increase in Commercial's electric gross margins was driven primarily by the Ibllowing factors: 

* Retail rate increases from the RSP provided a $25 million increase in margins. This increase was partially offset by fuel, 
emission allowance and purchased power cost increases of approximately $17 million attributable to our fixed price 
residential customers. Margins attributable to retail volumes were up slightly during the period, due in part to the return of 
certain CG&E retail customers to full electric service. 

* Margins from Commercial's power marketing, trading, and origination contracts increased $6 million during the period. 

9 Commercial's other non-retail margins were up slightly during 2005, as compared to 2004. We actively manage our 
non-regulated generation portfolio through a mix of real-time and forward sales of power and the corresponding purchase of 
fuel (primarily coal) and ernission allowances. When power is sold forward, we typically purchase the fuel and emission 
allowances required to produce the power, thereby locking in our eventual margin at the time of delivery. 'The market values 
of these commodities change independently over time. At times, the value of the fuel and emission allowances becomes 
greater than that of the output of electricity. In these instances, we will purchase forward power to be used to deliver against 
forward power sales, and in turn sell the fuel and/or ernission allowances. 

During 2005, we recognized margins of $66 million more than the cornparable period in 2004 as a result of selling emission 
allowances which were no longer needed to meet our non-retail forward power sales commitments. This gain reflects 
significant increases in prices of SO2 emission allowances throughout much of 2004 and into early 2005. Based on projected 
generation, we have sufficient fuel and emission allowances to meet our non-retail forward power sales commitments over 
the next several years, and we will continue to evaluate and optimize our generation resources to produce the best economic 
returns for these assets. 

This gain was offset by the following factors: 

A $38 million decline due to timing differences in revenue recognition between certain components of' our 
generation portfolio. Emission allowances and the majority of fuel contracts typically follow the accrual 
method of accounting. However, GAAP requires that certain forward purchases of coal and forward sales of 
power (those classified as derivatives) use the MTM method of accounting. This differing accounting treatment 
for the various components of the generation portfolio can lead to volatility in reported results. Our gross 
margins reflect $32 million of unrealized losses in 2005 and $6 million of unrealized gains in 2004 
(representing a $38 million change period to period) as a result of forward purchases of coal and forward sales 
of power and the use of MTM accounting. 

Lower margins from non-retail power sales caused by a decline in volumes and lower margins per MWh, 
which reflects higher fuel costs. 



Commercial's gas gross margins decreased. as compared to the same period last year due to the iollowing factors: 

A $34 million decrease which primarily reflects trading strategies employed in the second quarter of 2005 that resulted 
in negative margins; and 

An $1 8 million decrease due to timing differences in revenue recognition between physical storage activities and the 
associated dcrivative contracts that hcdgc the physical storage. These agreements with pipclines to store n.atural gas and 
deliver in a future period with higher prices (typically winter) follow the accrual method of accounting. However, the 
derivative contracts hedging the gas arc lequirecl under 



GAAP to be accounted for under the MTM method of accounting. 'The differing accounting treatments can lead to 
volatility in reported results. Our ycar-to-date gross margins rcflect $17 million of unrealized losses in 2005 and $1 
million of unrealized gains in 2004 (representing an $18 million change period to period) as a result of derivative 
contracts and the use of MTM accounting. 

Other Operating Revenues and Cbsts of Fuel Resold 

The 45 percent increase in Otlzer Ol>erzlting Revenues was primarily due to the following factors: 

* A $58 million increase in ~ommercial's revenues from coal origination resulting from increases in coal prices and the 
number of coal origination contracts; and 

A $26 million increase in Commercial's revenues from the sale of synthetic fuel. 

Partially offsetting these increases was a $13 million decrease in revenues from non-regulated energy service subsidiaries. 

Costs ojfuel resold includes Commercial's costs of coal origination activities and the production of synthetic fuel. These costs have 
increased in 2005, which is consistent with the increases in the associated revenues as previously discussed. 

The following explanations correspond with the line items on the Condensed Consolidated Statements of Incomc for Cinergy. 
However, only the line items that varied significantly from prior periods are discussed. 

Other Operating Expenses 

2005 2004 Change % Change 
(in millions) 

Operation and 
maintenance $ 683 $ 643 $ 40 6% 

Depreciation 257 219 3 8 17 
Taxes other than income 

taxes 144 147 (3 ) (2 

Operation and Maintenance 

The six percent increase in Operatioi~ and mainterlance expense was primarily due to the following factors: 

Increased labor expenses of $16 million primarily resulting from severance payments partially offset by a decrease of 
$10 million in employee incentive costs; 

* Increased regulatory asset amortization of $12 million related to CG&E's RTC; 



Expenses of $1 1 million related to the pending Duke-Cinergy merger; 

A $6 million increase in operation expenses for non-legulated service subsidiaries, including thosc that started 
operations, or bccalne fully consolidated, during or aster the second quarter of 2004; and 

Increased expenses of $6 million related to environmental litigation 

These increases were partially offset by cxpenses of $12 million incurrcd in 2004 associated with the continuous improvement 
initiative. 

Depreciation 

The 17 percent increase in De/7reciation expense was primarily due to (a) higher depreciation rates, as a result of changes in useful 
lives of production asscts and an increased rate for cost of removal, (b) recovery of deferred depreciation costs, and (c) the addition of 
depreciable plant for pollution control equipment, all of which are recovered from ratepayers. 



Equity in Earnings of Unconsolidated Subsidiaries 

The 83 percent increase in Equity ill Eumitzgs of Ur~consolidated S~ibsirlinl.ies is primarily due to $5 million in  equity in earnings of a 
cogeneration project that became fully operational in April of 2004. 

Miscellaneous Income (Expense) - Net 

The increase in Miscellnneo~is Itzcor71e (Expense) -Net was due to $34 million in  impairment charges recognized in the first half of 
2004 primarily related to technology investments in Power Technology and Infrastructure. 

Income Taxes 

The effective income tax rate decreased for the six months ended June 30.2005, as compared to 2004. The decrease was primarily a 
result of an increase in the amount of estimated annual tax credits associated with the production and sale of synthetic fuel and the 
resolution of certain tax matters. Cinergy's 2005 effective tax rate is expected to be approximately 23 percent. 
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2005 YEAR TO DATE RESULTS OF OPERATIONS - CG&E 

Summary of Results 

Net income for CG&E for the six months ended June 30,2005, and 2004 was as follows: 

CGSrE anti suhsidiaries 

2005 2004 Change % Change 
(in millions) 

Net income $ 138 $ 133 $ 5 4 %  

The increase in net income was primarily due to the following factors: 

An increase in electric gross margins relating to certain activities in our asset optimization business. This increase was 
comprised of increases in margins from the sale of emission allowances partially offset by unrealized losses on forward 
coal and power contracts; and 

* An increase in rate tariff acljustments resulting from the implementation of CG&E's RSP in January 2005. 

These increases were partially offset by the increases in Operation arld r~~airzter~arzce primarily due to increased regulatory asset 
amortization and expenses associated with the pending Duke-Cinergy merger. 

Gross Margins 

Gross margins for CG&E for the six months ended June 30, 2005, and 2004 were as follows: 

CG&E and subsidiaries 
2005 2004 Change % Chanee 

(in millions) 

Electric gross 
margin(]) $ 624 $ 602 $ 22 4% 

Gas gross margin(2) 143 147 (4 (3 ) 

(1) Electric gross margin is calculated as Electric operatirzg revenues less Fuel, ernissiorl allowarzces, arzd 
purchased power expense from the Condensed Consolidated Statements of Income. 

(2) Gas gross margin is calculated as Gas operating revenues less Gas purclzased expense from the Condensed 
Consolidated Statements of Income. 

Cooling degree days and heating degree days in CG&E's service territory for the six months ended June 30,2005, and 2004 were as 
follows: 



CG&E and subsidiaries 
2005 2004 Chance % Change 

Cooling degree 
days(1) 340 32'7 13 4% 

Heating degree 
da~s(2)(3) 2,213 2,386 ( 1  73) (7 

(1) Cooling degree days are the differences between the average temperature Cor each day and 65 degrees. 
assuming the avelage temperature is greatel than 65 degrees. 

(2) Heating degree days are the differences between the average temperature for each day and 59 degrees. 
assuming the average temperature is less than 59 degrees. 

(3) Beginning in January 2005, we modified.our heating degree days base temperature from 65 degrees to 59 
degrees to more accurately rellect current consumer behavior. Prior yea1 amounts have been updated to reflect 
this change. 

The change in cooling degree days and heating degree days did not have a material effect on CG&E's gross margins for the period. 



Electric Gross Margins 

The four percent increase in CG&E's electric gross margins was driven pri~narily by the following factors: 

* Retail rate increases from the RSP provided a $25 million increase in margins. This increase was partially onset by 
fuel, emission allowance and purchased power cost increases ol approximately $17 million attributable to our fixed price 
residential customers. Margins attributable to retail volumes were up slightly during the period, due in part to the return 
of certain retail customers to full electric service. 

Margins from CG&E's power marketing, trading, and origination contracts increased $4 million during the period. 

CG&E's other non-retail margins were up slightly during 2005, as compared to 2004. We actively manage our 
non-regulated generation portfolio through a mix of real-time and forward sales of power and the corresponding 
purchase of fuel (primarily coal) and emission allowances. When power is sold forward, we typically purchase the fuel 
and emission allowances required to produce the power, thereby locking in our eventual margin at the time of delivery. 
The market values of these commodities change independently over time. At times, the value of the fuel and emission 
allowances becomes greater than that of the output of electricity. In these instances, we will purchase forward power to 
be used to deliver against forward power sales, and in turn sell the fuel andlor emission allowances. 

During 2005, we recognized margins of $66 million more than the comparable period in 2004 as a result of selling 
emission allowances which were no longer needed to meet our non-retail forward power sales commitments. This gain 
reflects significant increases in prices of SO? emission allowances throughout much of 2004 and into early 2005. Based 
on prqjected generation, we have sufficient fuel and emission allowances to meet our non-retail forward power sales 
commitments over the next several years, and we will continue to evaluate and optimize our generation resources to 
produce the best economic returns for these assets. 

This gain was offset by the following factors: 

A $38 million decline due to timing differences in revenue recognition between certain components of our 
generation portfolio. Emission allowances and the majority of fuel contracts typically follow the accrual 
method oP accounting. However, GAAP requires that certain forward purchases of coal and forward sales of 
power (those classified as derivatives) use the MTM method of accounting. This differing accounting treatment 
for the various components of the generation portfolio can lead to volatility in reported results. Our gross 
margins reflect $32 million of unrealized losses in 2005 and $6 million of unrealized gains in 2004 
(representing a $38 million change period to period) as a result of forward purchases of coal and forward sales 
of power and the use of MTM accounting. 

Lower margins from non-retail power sales caused by a decline in volumes and lower margins per MWh, 
which reflects higher file1 costs. 

Gas Gross Margins 

The three percent decrease in CG&E's gas gross margins was primarily due to a decline in non-weather related demand. 



Other Operating Revenues and Costs of Fuel Resold 

The increase in Other Opelzrtrtlg Reveri~les was duc to a $71 million inclease in levenues from coal origination resulting from 
increases in coal prices and the number of coal origination contracts. This increase includes $23 million of sales to non-regulated 
affiliates. 



Costs offuel I-esold represents the costs of coal origination activities. These costs have increased in 2005. which is consistent with the 
increase in the associated revenues as previously discussed. 

The following explanations correspond with the line items on the Condensed Consolidated Statcments of Income for CG&E. 
However, only the line items that varied significantly from prior periods arc discussed. 

Other Operating Expenses 

CG&E and subsidia~ies 

2005 2004 Change % Change 
(in millions) 

Operatioil and 
maintenance 

Depreciation 
Taxes other than income 

taxes 

Operation arzd Mairttenarzce 

Thc 11 percent increase in Operation aid mai~ltenarzce expense was primarily due to increased regulatory asset amortization of $12 
million related to CG&E's RTC and increased expenses of $8 million related to the pending Duke-Cinergy merger. 

Income Taxes 

The effective income tax rate decreased for the six months ended June 30,2005, as compared to 2004. The decrease was primarily a 
result of a change in Ohio law to phase-out the Ohio franchise tax. The phase-out of the Ohio franchise tax resulted in the 
elimination of state income tax deferrals under GAAP thus reducing the effective income tax rate during the period. See "Ohio 
Taxes" in "Future ExpectationITrends" for additional information. 
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2005 YEAR TO DATE RESULTS OF OPERATIONS - PSI 

Summary of Results 

Net income for PSI for the six months ended June 30, 2005, and 2004 was as follows: 

Net income 

PSI 
2005 2004 Change % Chanee 

(in millions) 
$ 85 $ 66 $ 19 29 % 

The increase in net income was primarily due to the impact of PSI's 2004 base retail electric rate increase. 

Electric Gross Margins 

Gross margins for PSI for the six months ended June 30, 2005, and 2004 were as follows: 

PSI 
2005 2004 Change % Change 

(in millions) 

Electric gross margin(1) $ 588 $ 521 $ 6'7 13% 

(1) Electric gross margin is calculated as Electric operating reverzues less Fuel, ernissiorz allowarzces, and 
purchased power expense from the Condensed Consolidated Statements of Income. 

Cooling degree days and heating degree days in PSI's service territory for the six months ended June 30,2005, and 2004 were as 
followsr 

PSI 
2005 2004 Chanpe % Chanee 

Cooling degree days(1) 333 344 ( 1  1) (3 )% 
Heating degree days(2)(3) 2,426 2,505 (79) (3) 

(1) Cooling degree days are the differences between the average temperature for each day and 65 degrees, 
assuming the average temperature is greater than 65 degrees. 

(2) Heating degree days are the differences between the average temperature for each day and 59 degrees, 
assuming the average temperature is less than 59 degrees. 

(3) Beginning in January 2005, we modified our heating degree days base temperature from 65 degrees to 59 
degrees to more accurately reflect current consumer behavior. Prior year amounts have been updated to reflect 
this change. 



The change in cooling degree days and heating degree days did not have a material effect on PSI's gross margins for the period. 

The 17 percent increase in PSI's electric gross margins was primarily due to the following factors: 

A $68 million increase resulting primarily from a higher price received per MWh due to PSI's 2004 base retail electric rate 
increase; and 

A $14 million increase in non-retail margins. primarily resul~ing from reduced fuel expense reflecting adjustments to PSI's 
cost of synthetic fuel. 

These increases were partially offset by a decline of $1 1 million reflecting rate reductions associated with a property tax adjustment. 
This decline is partially offset by a reduction in property tax expense, as discussed further below. 



The following explanations correspond with the line items on the Condensed Consolidated Statements of Income for PSI. However, 
only the line items that varied significantly from prior periods are discussed. 

Other Operating Expenses 

PSI 
2005 2004 Chanve % C h a n ~ e  

(in millions) 

Operation and maintenance 9; 243 $ 232 $ 11 5% 
Depreciation 133 1 04 29 28 
Taxes other than income taxes 26 3 1 (5  (16) 

Operatiotz and Maitztetzaizce 

The five percent increase in Operatiorl and r?zaiizteilarzce expense was primarily due to increased expenses of $4 million related to 
additional amortization of regulatory assets, which were approved for recovery through PSI's base retail electric rate case and 
increased expense of $2 million related to environmental litigation. 

Depreciation 

The 28 percent increase in Depreciatiorz expense was primarily due to (a) higher depreciation rates, as a result of changes in useful 
lives of production assets and an increased rate for cost of removal. (b) recovery of deferred depreciation costs, and (c) the addition of 
depreciable plant for pollution control equipment, all of which are recovered from ratepayers. 

Taxes other than Ztzcoine Taxes 

The 16 percent decrease in Taxes otlzer thaiz inconze taxes expense was primarily due to the settlement of various property tax matters. 

Miscellaneous Income -. Net 

The increase in Miscellarieous Income - Net was primarily due to an increase in the rate for allowance for equity funds used during 
construction and reimbursements from PSI's insurance carriers for costs of investigating, prcventing, mitigating, and remediating 
damage to property and paying claims related to MGP sites. 

Interest Expense 

The 24 percent increase in lilterest Expense was primarily due to an increase in average long-term debt outstanding and increases in 
variable interest rates. This expense was partially offset by interest income received on restricted deposits obtained through these 
incremental borrowings, which is recorded in Miscellaneous Iizcome -Net, associated with the additional long-term debt 
outstanding. Also contributing to this increase was a decrease in post-in-service carrying costs deferred for recovery due to PSI's 
2004 base retail electric rate increase. 
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2005 YEAR TO DATE RESULTS OF OPERATIONS - ULH&P 

Summary of Results 

The Results of Operations discussion for ULH&P is presented only for the six months ended Junc 30, 2005, in accordance with 
General Instruction H(2)(a) of Form 10-0. 

Electric and gas gross margins and net income for ULH&P for the six months ended June 30, 2005, and 2004 were as follows: 

ULH&P 
2005 2004 Change % Chanpe 

(in millions) 

Electric gross margin(]) $ 32 $ 34 $ (2) 
- 

(61% 
Gas gloss margin(2) 26 26 - 
Net income 6 11 (5) (45) 

(1) Electric gross ma~gin is calculated as Electric opelatirzg r.evetzues less Electricio pu~~clzasedfrom pnretlt 
conzparzy for resale expense from the Condensed Statements of Income. 

(2) Gas gross margin is calculated as Gas operating revenues less Gas purchased expense from the Condensed 
Statements of Income. 

'The six percent decrease in electric gross margins was due, in part, to milder weather during 2005. Gas gross margins remained tlat as 
an increase in rate tariff adjustments associated with the gas main replacement program and the demand-side management program, 
which encourages efficient customer gas usage, was partially offset by a decline in non-weather related demand. 

The 45 percent decrease in net income for the quarter was partially due to the decreased electric gross margins as previously 
discussed. Also contributing to the decrease were higher operation and maintenance costs associated with transmission of electricity 
and the demand-side management program. Partially offsetting this decrease was a decline in income taxes primarily as a result of a 
reduction of the Kentucky corporate tax rate fiom 8.25 percent to seven percent and the resolution of certain tax matters. The 
Kentucky corporate tax rate is expected to decrease to six percent effective January 1, 2007. 
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L,IQUIDITY AND CAPITAL RESOURCES 

Capital Requirements 

Envi~~onnzeiztal Issues 

Ellvir-onnlellml PI-otection Agency Reg~~latiorls 

In March 2005, the EPA issued the Clean Air Interstate Rule (CAIR) which would require states to revise their State Implemetztation 
Plan (SIP) by September 2006 to address alleged contributions to downwind non-attainment with the revised National Ambient Air 
Quality Standards for ozone and fine particulate matter. The rule established a two-phase, regional cap and trade program for SO,and 
NOx, affecting 28 states, including Ohio, Indiana, and Kentucky, and requires SO? and NOx emissions to be cut 70 percent and 65 percent, respectively, by 
2015. At the same time, the EPA issued the Clean Air Melcury Rule (CAMR) which requires reductions in mercury emissions from coal-fired power plants. 
The final regulation also adopts a two-phase cap and trade approach that requires mercury emissions to be cut by 70 percent by 2018. State SIPS must comply 
with the prescribed reduction levels under CAIR and CAMR; however, the states have the ability to introduce more stringent requirements if desired. IJnder both 
CAIR and CAMR, companies have flexible compliance options including installation of pollution controls on large plants where such controls are particularly 
efficient and utilization of emission allowances ibr smaller plants where controls are not cost effective. In August 2005, the EPA proposed a Federal 
In~plementation Plan (FIP) to act as a backstop to ensure that states implement the CAIR in a timely manner. If a state fails to develop a CAlR SIP, the EPA 
intends to finalize the FIP in time to implement CAIR for the state by the CAIR deadlines. Numerous states, environmental organizations, industry groups, 
including some of which Cinergy is a member, and individual companies have challenged various portions of both rules. Those challenges are currently pending 
in the Federal Circuit Court for the District of Columbia. At this tinie we cannot predict the outcome of these matters. 

Over the 2005-2009 time period, we expect to spend approximately $1.8 billion to reduce mercury, SO2, and NOx emissions. These 
estimates include estimated costs to comply at plants that we own but do not operate and could change when taking into consideration 
compliance plans of co-owners or operators involved. Moreover, as market conditions change, additional compliance options may 
become available and our plans will be adjusted accordingly. Approximately 60 percent of these estimated environmental costs would 
be incurred at PSI'S coal-fired plants, for which recovery would be pursued in accordance with regulatory statutes governing 
environmental cost recovery. See (b)(i) for more details. CG&E would receive partial recovery of depreciation and financing costs 
related to environmental compliance projects for 2005-2008 through its recently approved rate stabilization plan (RSP). See (b)(ii) for 
more details. 

The EPA made final state non-attainment area designations to implement the revised ozone standard and to implement the new fine 
particulate standard in June 2004 and April 2005, respectively. Several counties in which we operate have been designated as being in 
non-attainment with the new ozone standard and/or fine particulate standard. States with counties that are designated as being in 
non-attainment with the new ozone and/or tine particulate standards are required to develop a plan of compliance by June 2007 and 
April 2008, respectively. Industrial sources in or near those counties are potentially subject to requirements for installation of 
additional pollution controls. In March 2005, various states, local governments, environmental groups, and industry groups, including 
some of which Cinergy is a member, filed petitions for review in the United States Court of Appeals for the D.C. Circuit to challenge 
the EPA's particulate matter non-attainment designations. Although the EPA has attempted to structure CAIR to resolve purported 
utility contributions to ozone and fine particulate non-attainment, at this time, Cinergy cannot predict the effect of current or future 
non-attainment designations on its financial position or results of operations. 

In July 2005, the EPA issued its final regional haze rules and implementing guidelines in response to a 2002 judicial ruling 
overturning key provisions of the original program. The regional haze program is aimed at reducing certain emissions impacting visibility in national 
parks and wilderness areas. The EPA has announced that it can foresee no circumstances where the requirements ofthe regional haze rule would require utility 
controls beyond those required under CAIR. The EPA also found that states participating in the CAIR cap and trade program need not require 



electric generating units to adhere to best available retrofit requirements. The states have until December 2007 to finalize their SIPS 
addressing compliance with EPA regulations. The states may choose to implement more stringent guidelines than promulgated by the 
EPA, and therefore it is not possible to predict whether the regional haze rule will have a material ell'ect on our Linancial position or 
results of' operations. 

Clear Skies Legislution 

President Bush has proposed environ~nental legislation that would combine a series of Clean Air Act (CAA) requirements, including 
the recent mercury, SO?, and NOx reduction regulations for coal-fired power plants with a legislative solution that includes trading 
and specific emissions reductions and timelines to meet those reductions. The President's "Clear Skies Initiative" would seek an 
overall 70 percent reduction in emissions from power plants ovkr a phased-in reduction schedule beginning in 2010 and continuing 
through 2018. When the Clear Slues Initiadve was stalled in Congress, the EPA finalized the CAIR and CAMR regulations to 
accomplish Clear Skies' goals within the existing framework of the CAA. Clear Skies has been reintroduced in the Senate in 2005, 
but its prospects for passage are uncertain in  the current session. At this time we cannot predict whether this 01. any multi-emissions 
bill will be passed. 

Energy Bill 

A comprehensive energy bill (the Energy Policy Act of 2005) passed Congress July 22, 2005 and has been sent to President Bush for 
signature, which is expected on August 8, 2005. The bill, among other things, repeals PUHCA effective six months alter the bill's 
enactment (is. ,  February 2006), amends certain provisions of the Federal Power Act and the Public Utility Regulatory Policies Act of 
1978, and expands FERC's authority to review mergers and acquisitions. Pursuant to the terms of the bill, Cinergy's pending merger 
with Duke would be grandfathered under FERC's existing authority. At this time, we are still analyzing the bill to determine its impact 
on our financial position or results of operations. 

Et~vironmetztal Lawsuits 

We are currently involved in the following lawsuits which are discussed in more detail in Note 9(a) of the "Notes to Condensed 
Financial Statements" in "Item 1. Financial Statements." An unfavorable outcome of any of these lawsuits could have a material 
impact on our liquidity and capital resources. 

CAA Lawsuit 

0 C02 Lawsuit 

Selective Catalytic Reduction Units at Gibson Station 

Zimmer Station Lawsuit 

Manufactured Gas Plant Sites 

e Asbestos Claims Litigation 

Pension and Other Postretirement Benefits 

Cinergy maintains qualified defined benefit pension plans covering substantially all United States employees meeting certair~ 
minimum age and service requirements. Plan assets consist of investments in equity and debt securities. Funding for the qualified 
defined benefit pension plans is based on actuarially determined contributions, the maximum of which is generally the amount 



deductible for tax purposes and the minimum being that required by the Employee Retirement Income Security Act of 1974, as 
alnended (ERISA). Although mitigated by strong perfo~mance in 2003 and 2004, ongoing retiree payments and the decline in market 
value of the investment portfolio in 2002 reduced the assets held in trust to satisfy plan obligations. Additionally, continuing low 
long-term interest rates have increased the liability for funding purposes. As a result of these events, our near term funding targets 
have increased substantially. Cinergy has adopted a five-year plan to reduce, or eliminate, the unfunded pension obligation initially 
measured as of January 1, 2003. This unfunded obligation will be recalculated as of January 1 of each year in the five-year plan. 
Because this unfunded obligation is the difference between the liability determined 



actuarially on an ERISA basis and the fair valuc of plan assets as of January 1,  2003, the liability determined by this calculation is 
different than the pension liability calculated 101 accounting purposes reported on Cinergy's Condensed Consolidated Balance Sheets. 

Cinergy's minimum required contributions in calendar year 2004 totaled $16 million. Actual contributions in 2004 were $1 17 
million, reflecting additional discretionary contributions of $101 million under the aforementioned five-year plan. Due to the 
significant 2004 and previous calendar year cont~,ibutions, Cinergy's minimum required contributions in calendar year 2005 are 
expected to be zero. Should Cinergy continue funding under the five-year plan, discretionary contributions are expected to be $102 
million in  2005, which is an increase fiom the $72 million disclosed in the 2004 10-K. 'This $30 million increase is primarily the 
result ot'a change in the retirement age assumption which increased the near-term funding estimates. Actual contributions for the six 
months ended J~lne 30,2005 were zero. Cinergy may consider making discretionary contributions in  2006 and future periods; 
however, at this time, we ase unable to determine the amount of those contributions. Estimated contributions fluctuate based on 
changes in market performance of plan assets and actuarial assumptions. Absent the occurrence of interim events that could 
materially impact these targets, we will update our expected target contributions annually as the actuarial funding valuations are 
completed and male decisions about future contributions at that time. 

Other ZIE vesting Activities 

Our ability to invest in growth initiatives is limited by certain legal and regulatory requirements, including the PUHCA. For a 
discussion of the pending PUHCA Repeal, see "Energy Bill" in "Liquidity and Capital Resources." The PUHCA limits the types of 
non-utility businesses in which Cinergy and other registered holding companies under the PUHCA can invest as well as the amount 
of capital that can be invested in permissible non-utility businesses. Also, the timing and amount of investments in the non-utility 
businesses is dependent on the development and favorable evaluations of opportunities. Under the PUHCA restrictions, we are 
allowed to invest, or' commit to invest, in certain non-utility businesses, including: 

Exempt Wholesale Generators (EWG) and Foreign Utility Companies (FUCO) 

An EWG is an entity, certified by the Federal Energy Regulatory Commission (FERC), devoted exclusively to 
owning andlor operating, and selling power from one or more electric generating facilities. An EWG whose 
generating facilities are located in the United States is limited to making only wholesale sales of electricity. An 
entity claiming status as an EWG must provide notification thereof to the SEC under the PUHCA. 

A FUCO is a company all of whose utility assets and operations are located outside the United States and which are 
used for the generation, transmission, or distribution of electric energy for sale at retail or wholesale, or the 
distribution of gas at retail. A FUCO may not dcrive any income, directly or indirectly, from the generation, 
transmission, or distribution of electric energy for sale or the distribution of gas at retail within the United States. 
An entity claiming status as a FUCO must provide notification thereof to the SEC under the PUHCA. 

In June 2005, the SEC issued an order under PUHCA authorizing Cinergy to invest (including by way of guarantees) an 
aggregate amount in EWGs and FUCOs equal to the sum of (1) our. average consolidated retained earnings tiom time to time plus (2) $2 
billion through the earlier of (a) the closing of the pending Duke-Cinergy merger or (b) June 23,2006. As of June 30,2005, we had 
invested or committed to invest $0.7 billion in EWGs and FUCOs, leaving available investment capacity under the or.der oi'$2.9 billion. 

e Qualifying Facilities and Energy-Related Non-utility Entities 

SEC regulations under the PUHCA permit Cinergy and other registered holding companies to invest andlor 
guarantee an amount equal to 15 percent of consolidated capitalization (consolidated capitalization is the sum of 
Notes payable and otlzel- short-tenn obligations, Loizg-fenn debt (including amounts due within one year), 
Cumulative Preferred Stock of Subsidiaries, and Total Common Stock Equity) in domestic qualifying cogeneration 
and small power production plants (qualifying facilities) and certain other domestic energy-related non-utility 



entities. At June 30, 



2005, we had invested and101 guaranteed $1.0 billion of the $1.5 billion available. In August 2004, Cinergy filed 
an application with the SEC requesting authority unde~ the PUHCA to increase its investment andlor guarantee 
authority by $2 billion above the curlent authorized amount. In light of our cxisting unused capacity, together with 
the pending repeal of PUHCA and the pending merger with Duke, Cinergy withdrew this application in the third 
quartel of 2005. 

Q Energy-Related Assets 

Cinergy has been granted SEC authority under the PUHCA to invest up to $1 billion in non-utility Energy-Related 
Assets within the United States, Canada, and Mexico Energy-Related Assets include natural gas exploration, 
development, production. gathering, p~ocessing, storage and transportation facilities and equipment, liquid oil 
reserves and storage facilities. and associated assets, facilities and equipment, but would exclude any assets, 
facilities, or equipment that would cause the owner or operator thereof to be deemed a public utility company. As 
of June 30, 2005, we did not have any investments in these Energy-Related Assets. 

Infrastructure Services Companies 

In July 2005, the SEC issued an order undcr the PUHCA authorizing Cinergy to invest up to $100 million 
(including existing investments and guarantees) through June 30, 2008 in companies that derive or will derive 
substantially all of their operating revenues from the sale of Infrastructure Services including: 

Design, construction, retrofit, and maintenance of utility transmission and distribution systems; 

Q Installation and maintenance of natural gas pipelines, water and sewer pipelines, and underground and 
overhead telecommunications networks: and 

Q Installation and servicing of meter reading devices and related communications networks, including fiber 
optic cable. 

At June 30, 2005, we had invested $30 million in Infrastructure Services companies. 

Guarantees 

On June 23, 2005, the SEC issued an order under the PUHCA authorizing Cinergy Corp. to provide guarantees in an aggregate 
amount not to exceed $3.0 billion. For a discussion of the pending PUHCA Repeal, see "Energy Bill" in "Liquidity and Capital 
Resources." As of June 30, 2005, we had $756 million outstanding under the guarantees issued, of which 97 percent represents 
guarantees of obligations reflected on Cinergy's Condensed Consolidated Balance Sheets. The amount outstanding represents 
Cinergy Corp.'s guarantees of liabilities and commitments of its consolidated subsidiaries, unconsolidated subsidiaries, and joint 
ventures. 

See Note 9(c)(iv) of the "Notes to Condensed Financial Statements" in '?tern 1. Financial Statements7' for a discussion of guarantees io 
accordance with Financial Accounting Standards Board Interpretation No. 45, Guarantor's Accounting and Disclosure Requirements 
.for Guarantees, Including Indirect Guarantees oflndebtedrzess of Others (Interpretation 45). Interpretation 45 requires disclosure of 
maximum potential liabilities for guarantees issued on behalf of unconsolidated subsidiaries and joint ventures and under 
indemnification clauses in various contracts. The Interpretation 45 disclosure differs from the PUHCA restrictions in that it requires a 
calculation of maximum potential liability, rather than actual amounts outstanding; it excludes guarantees issued on behalf of 
consolidated subsidiaries; and it includes potential liabilities under indemnification clauses. 



Marketing & Trading Liqztidity Risks 

Cinergy has certain contracts in place, primarily with trading countelparties, that rcquire the issuance ol'collatcral in the event our 
debt ratings are downgraded below investment grade. Based upon our June 30, 2005 trading portfolio, 



if such an event were to occur, Cinergy would be required to issue up to $403 million in collateral related to its gas and power trading 
ope~ations, of which $157 million is related to CG&E. 

Capital Resources 

Cinergy, CG&E, PSI, and ULH&Y meet their cussent and future capital requirements through a combination of funding sources 
including, but not limited to! internally generated cash flows, tax-exempt bond issuances, capital lease and operating lease structures, 
the securitization of certain asset classes, short-term bank borrowings, issuance of'commercial paper, and issuances of long-term debt 
and equity. Funding decisions ate based on market conditions, market access, relative pricing information, borrowing duration and 
current versus forecasted cash needs. Cinergy, CG&E, PSI, and ULH&P are committed to maintaining balance sheet health, 
responsibly managing capitalization, and maintaining adequate credit ratings. Cinergy, CG&E, PSI, and ULH&P believe that they 
have adequate financial resousces to meet their future needs. 

Sale of Accou~zts Receivable 

d'G&E, PSI, and ULH&P have an agreement witti Cinergy Receivables Company, LLC (Cinergy Receivables), an affiliate, to sell, 
on a revolving basis, nearly all of the retail accounts receivable and related collectior~s of CG&E, PSI, arid ULH&P. Cinergy 
Receivables funds its purchases with borrowings from commercial paper conduits that obtain a security interest in the receivables. 
This program accelerates the collection of cash for CG&E, PSI, and ULH&P related to these retail receivables. Cinergy Corp. does 
not consolidate Cinergy Receivables because it meets the requirements to be accounted for as a qualif'ying special purpose entity 
(SPE). 

Notes Payable and Other Slzort-ten12 Obligations 

We are required to secure authority to issue short-telm debt from the SEC under the PUHCA and from the Public Utilities 
Commission of Ohio (PUCO). The SEC under the PUHCA regulates the issuance of short-term debt by Cinergy Corp., PSI, and 
ULH&P. The PUCO has regulatory jurisdiction over the issuance of short-term debt by CG&E. For a discussion of the pending 
PUHCA Repeal, see "Energy Bill" in "Liquidity and Capital Resources." 

Cinergy Corp. 
CG&E and subsidiaries 
PSI 
ULH&P 

Short-term Regulatory Authority 
June 30,2005 

Authority Outstanding 
(in millions) 

$ 4,000(1) $ 547 
665 (2) 232 
600 78 

65 (2) 19 

(1) In June 2005, the SEC issued an order under PUHCA authorizing Cinergy to increase its total capitalization 
(excluding retained earnings and accunzulated other coinpreherlsive income (loss)), which may be any combination 
of debt and equity securities, by $4 billion over the September 30, 2004 levels. Outside this requirement, Cinergy 
Corp. is not subject to specific regulatory debt authorizations. 

(2) In December 2004, Cinergy and ULH&P requested approval from the SEC for an increase in ULH&P's authority 
from $65 million to $150 million to coincide with the completion of its pending transaction with CG&E in which 
ULH&P will acquire interests in thee of CG&E's electric generating stations. At this time, we are unable to 
predict whether the SEC will approve this request. 



For the purposes of quantifying regulatory authority, short-term debt includes revolving credit line borrowings, uncommitted credit 
line borrowings, intercompany money pool obligations, and commercial paper. 



Cinergy Corp.'s short-term borrowings consist primarily of unsecured revolving lines of credit and the sale of commercial paper. 
Cinergy Corp.'s $2 billion revolving credit facilities and $1.5 billion commercial paper program also support the short-term 
borrowing needs ol'CG&E, PSI, and ULH&P. In addition, Cinergy Corp., CG&E, and PSI maintain uncommitted lines of' credit. 
These facilities are not firm sources of capital but rather informal agreements to lend money, sub-ject to availability, with pricing 
determined at the time of advance. The following table summarizes our Notes pa)~uDle at7d otller short-tern1 obligatior7s and Notes 
pa~~lzble to rlffiliute~l cornpatlies: 

Short-term Borrowings 

Available 
Revolving 

Established Standby Lines of 
Lines Outstanding Unused Liauiditv(1) Credit 

(in millions) 

Cinergy 
Cinergy Corp. 

Revolving lines(2) 
Uncommitted lines 
Commercial paper(_?) 

Utility operating companies 
Uncommitted lines 
Pollution control notes 

Non-regulated subsidiaries 
Revolving lines(4) 
Short-term debt 
Pollution control notes 

Cinergy Total 

CG&E and subsidiaries 
Uncommitted lines 
Pollution control notes 
Money pool 

CG&E Total 

PSI 
Uncommitted lirles 
Pollution control notes 
Money pool 

PSI Total 

ULH&P 
Money pool 

ULH&P Total 

(1) Standby liquidity is reserved against the revolving lines of credit to support the commercial paper program and outstanding 
letters of credit (currently $547 million and $1 I million, respectively). 

(2) Consists of a three-year $1 billion facility and a five-year $1 billion facility. The three-year facility was entered into in 
April 2004 and matures in April 2007. 'The five-year facility was entered into in December 2004, matures in December 
2009, and contains $500 million sublimits each for CG&E and PSI. 

(3) Cinergy Corp.'s commercial paper program limit is $1.5 billion. The commercial paper program is supported by Cinergy 
Corp.'s revolving lines of credit. 



(4) Of the $162 million. $150 million relates to a three-year senior revolving credit facility that Cinergy Canada, Inc. entered 
into in December 2004 and matures in December 2007. 



At June 30, 2005, Cinergy Corp. had $1.4 billion remaining unused and available capacity relating to its $2 billion revolving credit 
facilities. These revolving credit facilities include the following: 

Outstanding 
Established and Unused and 

Credit Facility Expiration Lines Committed Available 
(in millions) 

December 
Five-ycar senior revolvirig 2009 

Direct borrowing $ - 

Conimercial paper support 

Total five-year 
facility(1) 

Three-,-year senior revolving April 200'7 
Direct borrowing 
Commercial paper support 
Letter of credit support 

Total three-year facility 1 .000 558 442 

Total Credit Facilities $ 2,000 $ 558 $ 1,442 

(1) CG&E and PSI each have $500 million bo~rowing sublimits on this facility. 

In our credit facilities, Cinergy Corp. has covenanted to maintain: 

* a consolidated net worth of $2 billion; and 

0 a ratio of consolidated indebtedness to consolidated total capitalization not in excess of 65 percent. 

As parl of CG&E's $500 million sublimit under the $1 billion five-year credit facility, CG&E has covenanted to maintain: 

* a consolidated net worth of $1 billion; and 

a ratio of consolidated indebtedness to consolidated total capitalization not in excess of 65 percent. 

As part of PSI'S $500 million sublimit under the $1 billion five-year credit facility, PSI has covenanted to maintain: 

a consolidated net worth of'$900 million; and 

a ratio of consolidated indebtedness to consolidated total capitalization not in excess of 65 percent. 

A breach of these covenants could result in the termination of the credit facilities and the acceleration of the related indebtedness. In 
addition to breaches of covenants, certain other events that could result in the termination of available credit and acceleration of the 



related indebtedness include: 

bankruptcy; 

* defaults in the payment of other indebtedness; and 

judgments against the company that are not paid or insured. 

The latter two events, however, are subject to dollar-based materiality thresholds. As of June 30, 2005. Cinergy, CG&E. and PSI are 
in compliance with all of their debt covenants. 

LJoi~g-ter~~z Debt 

We are required to secure authority to issue long-term debt from the SEC under the PUHCA and the state utility commissions of 
Ohio, Kentucky, and Indiana. For a discussion of the pending PUHCA Repeal, see "Energy Bill" in "Liquidity and Capital 
Resources." The SEC under the PUHCA regulates the issuance of long-term debt by Cinergy Corp. The respective state utility 
commissions regulate the issuance of long-term debt by our utility operating companies. 



A curTent summary of our long-term debt authorizations at June 30,2005, was as follows: 

Cinergy Corp. 
PUHCA total capitalization(1) 

Authorized Used Available 
(in millions) 

CG&E and subsidiaries(2) 
State Public Utility Commissions $ 575 $ - $ 575 
State Public Utility Commission - Tax-Exempt 250 94 156 

PSI 
State Public Utility Commission $ 500 9; - $ 500 
State Public Utility Commission - Tax-Exempt(?) 250 - 250 

ULH&P 
State Public Utility Commission(4) 

(1  In June 2005, the SEC issued an order under PUHCA authorizing Cinergy to increase its total capitalization 
(excluding retained earrlblgs and acc~ir?z~rlated orlzer con~prelzerlsive irzconze (loss)), which may be any combination 
of debt and equity securities, by $4 billion over the September 30, 2004 levels. Outside this requirement, Cinergy 
Corp. is not sub.ject to specific regulatory debt authorizations. 

(2) Includes amounts for ULH&P. 

( 3 )  In June 2005, the Indiana Utility Regulatory Commission (IURC) granted PSI financing authority to borrow the 
proceeds from the issuance and sale of up to $250 million principal arnount of tax exempt securities through 
December 3 1.2005. 

(4) In April 2005, the Kentucky Public Service Commission (KPSC) granted ULI.I&P financing authority to issue and 
sell up to $500 million principal amount of secured and unsecured debt; enter into inter-company promissory notes 
up to an aggregate principal amount of $200 million; and borrow up to a maximum of $200 million aggregate 
principal amount of tax-exempt debt through December 31,2006. This authority is contingent upon the pending 
transaction with CG&E in which ULH&P will acquire interests in three of CG&E7s electric generating stations. 

Cinergy Corp. has an effective shelf registration statement with the SEC  elating to the issuance of up to $750 million in any 
combination of common stock, preferred stock, stock purchase contracts or unsecured debt securities, of which $323 million remains 
available for issuance. CG&E has an effective shelf registration statement with the SEC relating to the issuance of up to $800 million 
in any combination of unsecured debt securities, first mortgage bonds, or preferred stock, all of which remains available f o ~  issuance. 
PSI has an effective shelf registration statement with the SEC relating to the issuance of up to $800 million in any combination of 
unsecured debt securities, first mortgage bonds, or preferred stock, all of which remains available for issuance. ULH&P has an 
effective shelf registration statement with the SEC for the issuance of up to $75 million in unsecured debt securities, $35 million of 
which remains available for issuance. ULH&P also has an effective shelf registration statement with the SEC relating to the issuance 
of up to $40 million in first mortgage bonds, of which $20 million remains available for issuance. 

Off-Balance Sheet Arrangeineizts 

As discussed in the 2004 10-K, Cinergy uses off-balance sheet arrangements from time to time to facilitate financing of various 
projects. Cinergy7s primary off-balance sheet arrangement involves the sale of accounts receivable to a qualifying SPE. 



In 2001, Cinergy Corp. issued $31 6 million notional amount of combined securities, a component of which was stock purchase 
contracts. These contracts obligated the holder to purchase common shares of Cinergy Corp. stock by February 2005. In January 
and February 2005, the stock purchase contracts were settled, resulting in the issuance of common stock that is recorded on Cinergy's 
Condensed Consolidated Balance Sheets as Colnlnon Stock Equity. 



Securities Ratirzgs 

As of June 30, 2005, the major credit rating agencies rated our securities as follows: 

Cinergy Corp. 
Corporate Credit 
Senior Unsecured Debt 
Commercial Paper 
Preferred Trust Securities 

CG&E 
Senior Secured Debt 
Senior Unsecured Debt 
Junior Unsecured Debt 
Preferred Stock 
Commercial Paper 

PSI 
Senior Secured Debt 
Senior Unsecured Debt 
Junior Unsecured Debt 
Preferred Stock 
Commercial Paper 

ULH&P 
Senior Unsecured Debt 

BBB+ Baa2 BBBt 
BBB+ Baa2 BBB 
F-2 P-2 A-2 
BBB+ Baa2 BBB 

A- A3 A- 
BBB+ Baa 1 BBB 
BBB Baa2 BBB- 
BBB Baa3 BBB- 
F-2 P-2 Not Rated 

A- A3 A- 
BBB+ Baal BBB 
BBB Baa2 BBB- 
BBB Baa3 BBB- 
F-2 P-2 Not Rated 

BBB+ Baal BBB 

(1) Fitch Ratings (Fitch) 

" (2) Moody's Investors Service (Moody's) 

(3) Standard & Poor's Ratings Services (S&P) 

The highest investment grade credit rating for Fitch is AAA, Moody's is Aaal, and S&P is AAA. 

'The lowest investment grade credit rating for Fitch is BBB-, Moody's is Baa3, and S&P is BBB--. 

On May 10,2005, S&P placed its ratings of Cinergy Corp. and its subsidiaries, on Creditwatch with negative implications. This 
action was in response to the announcement of the pending merger of Duke and Cinergy and the uncertainty around the final details 
of the transaction. Fitch has affirmed its existing ratings, noting that it anticipates the combined entity to achieve a credit profile 
similar to that of Cinergy. Moody's has also affirmed its ratings, anticipating that no incremental debt will be issued as a result of the 
merger. See "Pending Merger" for a further discussion of the transaction. 

A security rating is not a recommendation to buy, sell, or hold securities. These securities ratings may be revised or withdrawn at any 
time, and each rating should be evaluated independently of any other rating. 



Equity 

As discussed in the 2004 10-K, in  January and February 2005, Cinergy Corp. issued a total of 9.2 million shares of colnmon stock 
pursuant to certain stock purchase contracts that were issued as a component of combined securities in December 2001. Net proceeds 
G-om the transaction of $316 million were used to reduce short-term debt. 

Cinergy issues new Cinergy Corp. common stock shares to satisfy obligations under certain of its e~nployee stock plans and the 
Cinergy Corp. Direct Stock Purchase and Dividend Reinvestment Plan. During the six months ended June 30,2005. Cinergy issued 
1.9 million shares under these plans. 

In June 2005, Cinergy Corp. contributed $200 million in capital to PSI. The capital contribution was used to repay short-term 
indebtedness and is consistent with supporting PSI'S current credit ratings. 



MD&A - FUTURE EXPECTATIONSrrRENDS 

FUTURE EXPECTATIONSITRENDS I 

In the "Futu~e ExpectationsITrends" section, we discuss developments in the electric and gas industry and other matters. Each of 
these discussions will address the current status and potential future impact on our financial position or results of operations. 

Electric Industry 

Regulatory Outlook 

Ohio 

The pending merger agreement between Duke and Cinergy p~ovides  that both Duke and Cinergy will use their reasonable best efforts 
to transfer five generating stations located in the Midwest from Duke to CG&E. This transfer will requirc regulatory approval by the 
FERC and there can be no guarantee that such approval will be obtained 01 will be obtained on terms or with conditions acceptable to 
Duke, Cinergy, and Duke Energy Holding. Duke intends to effectuate the transfer as an equity infusion into CG&E at book value. 
In con-junction with the transfer, Duke and CG&E intend to enter into a financial arrangement to eliminate any potential cash 
shortfalls that may result from owning and operating the assets. At this time, we cannot predict the outcome of this matter. 

Kentucky 

The KPSC and the FERC have approved ULH&P7s planned acquisition of CG&E's approximately 69 percent ownership interest in the East Bend 
Station, located in Boone County, Kentucky, the Woodsdale Station, located in Butler County, Ohio, and one generating unit at the fbur-unit Miami Fort Station 
located in Hamilton County, Ohio, and associated transactions. ULH&P is currently seeking approval of the transaction in a proceeding befbre the Securities 
and Exchange Commission (SEC), wherein the Ohio Consun~ers' Counsel has intervened in opposition. The transfer, which will be at net book value, will not 
affect current electric rates for ULH&P's customers, as power will be provided under the same terms as under the cument wholesale power contract with CG&E 
through December 31, 2006. Assuming receipt of'SEC approval, we would anticipate the transfer to take place in the third quarter of'2005. 

On May 6,2005, we signed a definitive agreement with subsidiaries of Allegheny Energy, Inc. whereby, subject to the terms and upon 
satisfaction of the conditions to closing provided in the purchase agreement, PSI andlor CG&E had the right to acquire the 
512-megawatt Wheatland generating facility for approximately $100 million. The Wheatland facility, located in Knox County, 
Indiana, has four natural gas-fired simple cycle combustion turbines and is directly connected to the Cinergy transmission system. In 
June and August 2005, respectively, the FERC and IURC approved the acquisition and the Department of Justice and Federal Trade 
Commission completed their review of the transaction pursuant to the notification requirements of the Hart-Scott-Rodino Antitrust 
Improvements Act. We have determined that PSI will acquire 100% of the Wheatland facility. Its output will be used to bolster the 
reserve margins on the PSI system. Cinergy expects to close the acquisition in August 2005. 

FERC and Midwest I S 0  



Midwest I S 0  Energy Markets 

The Midwest IS0  is a regional transmission organization established in 1998 as a non-profit organization which maintains functional 
control over the combined transmission systems of its members, including Cinergy. In March 2004, the Midwest IS0 filed with the 
FERC proposed changes to its existing transmission tariff to add terms and conditions to implement a centralized economic dispatch 
platform supported by a Day-Ahead and Real-Time Energy Market design, including L,ocational Marginal Pricing (LMP) and 
Financial Transmission Rights (FTRs) 



(Energy Markets Tariff3. The FERC has issued orders that, among other things, conditionally appIove the start-up of thc Energy 
Markets Tariff which occurred April 1,2005. The FERC issued o~dcrs in response to requests for rehearing on certain matters in the 
FERC's original orders. Cinergyhas appealed the FERC orders to a federal appeals court 

Specifically, the Energy Markets Tariff manages system reliability through the use of' a market-based congestion management system 
and includes a centralized dispatch platform, the intent of' which is to dispatch the most economic resources to lneet load requirements 
reliably and et'ficiently in the Midwest I S 0  region. which covers a large portion of 15 Midwestern states and one Canadian province. 
The Energy Markets Tariff uses LMP (i.e., the energy price for the next MW may vary throughout the Midwest IS0 market based on 
transmission congestion and energy losses), and the allocation or auction of FTRs, which are instruments that hedge against 
congestion costs occurring in  the Day-Ahead market. The Energy Markets Tariff' also includes market monitoring and mitigation 
measures as well as a resource adequacy proposal, that proposes both an interim solution for participants providing and having access 
to adequate generation resources and a proposal to develop a long-term solution to resource adequacy concerns. The Midwest IS0 
performs a day-ahead unit commitment gnd dispatch forecast for all resources in its market and also performs the real-time resource 
dispatch for resources under its control on a five minute basis. The Cinergy utility operating companies will seek to recover costs that 
they incur related to the Energy Markets Tariff. We have been operating under the Energy Markets Tariff since April 2005. We 
continue to work with the Midwest IS0  to monitor the imylernentation ofthe new market and at this time we do not believe i t  will 
have a material impact on our results of operations or financial position. 

Global Clir?zate Cltange 

Presently, GHG emissions, which principally consist of COz, are not regulated, and while several legislative proposals have been 
introduced in Congress to reduce utility GHG emissions, none have been passed. Nevertheless, we anticipate a mandatory program to 
reduce GHG emissions will exist in the future. We expect that any regulation of'GHGs will impose costs on Cinergy. Depending on 
the details, any GHG regulation could mean: 

0 Increased capital expenditures associated with investments to improve plant efficiency or install C02 emission reduction 
technology (to the extent that such technology exists) 01 construction of alternatives to coal generation; 

0 Increased operation and maintenance expense; 

0 Our older, more expensive generating stations rnay operate fewer hours each year because the addition of C02  costs 
could cause their generation to be less economic; and 

0 Increased expenses associated with the purchase of C02 emission allowances, should such an emission allowances 
masket be created. 

We would plan to seek recovery of the costs associated with a GHG program in rate regulated states where cost recovery is permitted. 

In September 2003, Cinergy announced a voluntary GHG management commitment to reduce its GHG emissions during the period 
from 2010 through 2012 by five percent below our 2000 level, maintaining those levels through 2012. Cinergy expects to spend $21 
million between 2004 and 2010 on projects to reduce or offset its GHG emissions. Cinergy is committed to supporting the 
President's voluntary initiative, addressing shareholder interest in the issue, and building internal expertise in GHG management and 
GHG markets. Our voluntary commitment includes the following: 

0 Measuring and inventorying company-related sources of GHG emissions; 



Identifying and pursuing cost-effective GWG emission reduction and offsetting activities; 

Funding research of more efiicient and alternative electric generating technologies: 

Funding research to better understand the causes and consequences of climate change; 

Encouraging a global discussion ol'the issues and how best to manage them; and 

Participating in discussions to help shape the policy debate. 



Cinergy is also studying the feasibility of constructing a commercial integrated coal gasification combined cycle (IGCC) generating 
station. The IGCC plant would be expected to run more efficiently than traditionally constructed coal-fired generation and would 
thus contribute fewer CO:! tons per megawatt of electricity produced. 

Other Matters 

Syiztlzetic Fuel Prodzlction 

Cinergy produces from two facilities synthetic fuel that qualilies tor tax c~edits (through 2007) in acco~dance with Section 29 of the 
Internal Revenue Code (IRC) if ce~tain requile~nents are satisfied. 

Cinergy's sale of synthetic fuel has generated $271 million in  tax credits through June 30, 2005. The Internal Revenue Service (IRS) 
is cu~~ently auditing Cinergy for the 2002 and 2003 tax years and has recently challenged certain other taxpayers' Section 29 tax 
credits. While we cannot predict whether the IRS will challenge our Section 29 tax credits, we expect the IRS will evaluate the 
various key requirements for claiming our Section 29 credits related to synthetic fuel. IS the IRS challenges our Section 29 tax credits 
related to synthetic fuel, and such challenges were successful, this could result in  the disallowance of up to all $271 million in 
previously claimed Section 29 tax credits for synthetic f ~ ~ e l  produced by the applicable Cinergy facilities and a loss of our ability to 
claim Suture Section 29 tax credits for synthetic fuel produced by such facilities. We believe that we operate in conformity with all the 
necessary requirements to be allowed such tax credits under Section 29. Upon consummation of the pending merger of Dulte and 
Cinergy, the synthetic fuel produced by one of Cinergy9s facilities pursuant to the existing commercial arrangement would cease to 
qualify for the Section 29 credit. Cinergy is evaluating a transaction for the disposition of a portion of the affected facility that 
Cinergy believes would enable the fuel produced by the facility to continue to qualify for credit under IRC Section 29. In the event a 
suitable transaction is not achieved, Cinergy anticipates that its production of synthetic fuel at the affected facility would be 
suspended upon consummation of the pending merger with Duke. 

Section 29 also provides for a phase-out of the credit based on the average price of crude oil during a calendar year. The phase-out is 
based on a prescribed calculation and definition of crude oil prices. Based on current crude oil prices, we do not currently expect a 
material negative impact on our ability to recognize the projected benefit of Section 29 tax credits in 2005. 

Ohio Taxes 

The Ohio legislature has approved sweeping changes to Ohio's tax law which will phase out the Ohio corporate franchise tax over five 
years. The franchise tax will be replaced by a "Commercial Activity Tax", a tax imposed on gross receipts. We do not expect the tax 
law changes to have a material impact on our cash flows. The phase-out of the Ohio franchise tax resulted in the elimination of state 
income tax deferrals under GAAP thus reducing the effective income tax rate for the curxnt quarter. However, we do not expect 
these changes to have a material impact on our results of" operations or financial position going forward over the remainder of the 
phase-out period. 
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MARKET RISK SENSITIVE INSTRUMENTS 

Energy Commodities Sensitivity 

The transactions associated with Commercial's energy marketing and trading activities and substantial investlnent in generation assets 
give risc to various risks, including price risk. Price risk represents the potential risk of loss from adverse changes in the market price 
of electricity or other energy commodities. As Commercial continues to develop its energy marketing and trading business, its 
exposure to movements in the price of electricity and other energy commodities may become greater. As a lesult, we may be subject 
to increased future earnings volatility. 

As discussed i n  the 2004 10-K, Commercial's energy marketing and trading activities principally consist of Marketing & Trading's 
natural gas marketing and trading operations and CG&E's power marketing and trading operations. 

Clzaizges in Fair Value 

The changes in fair value of the energy risk management assets and liabilities for Cinergy and CG&E for the six months ended June 
30,2005 and 2004 are presented in the table below. 

.June 30,2005 dune 30.2004 
Ciner~v(1)  CG&E Cinerev(1) CGSrE 

(in millions) 

Fair value of contracts outstanding at the 
beginning of the year $ 82 $ 36 $ 41 $ 20 

Changes in fair value attributable to 
changes in valuation techniques and 
assumptions(2) (3) (3) - - 

Other changes in Sair value(3) (31) 5 103 49 

Option premiums paid/(received) 14 11 (3) 2 

Contracts settled (74) (39) (76) (28) 

Fair value of contracts outstanding at 
end of period 9; (12) $ 10 $ 65 $ 43 

(1) The results of Cinergy also include amounts related to non-registrants. 

(2) Represents changes in fair value recognized in income, caused by changes in assumptions used in calculating fair value 
or changes in modeling techniques. 

(3) Represents changes in fair value recognized in income, primarily attributable to fluctuations in price. This amount 
includes both realized and unrealized gains on energy trading contracts. 

The following are the balances at June 30, 2005 and 2004 of our energy risk management assets and liabilities: 



Energy risk management assets - 
curlent 

Energy risk management assets - 
non-current 

Energy risk management liabilities - 
current 

Energy risk rnanagerrient liabilities - 
non-current 

June 30,2005 June 30,2004 
Cinergy(1) CG&E Cinergy(1) CG&E 

(in millions) 

(1) The results of' Cinergy also include amounts related to non-segistrants. 



The following table presents the expected maturity of the energy risk lnanagernent assets and liabilities as of June 30, 2005 for 
Cinergy and CG&E: 

Fair Value of Contracts at .lune 30,2005 
Metu_rin@ 
Within 12 12-36 36-60 Total 

Source of Fair Value(1) months months months There~fter Fair Value 
(in millions) 

Cinergy(2) 
Prices actively quoted $ (27) 9; 4 $ - $ - $ (21) 

Prices based on models and other 
valuation methods(3) 9 0  5 0  1 1  

Total 

CG&E 
Prices actively quoted 

Prices based on models and other 
valuation methods(3) 2 (3) 4 2 5 

Total 

( I )  While liquidity varies by trading regions, active quotes are generally available for two years for standard electricity 
transactions and three years for standard gas transactions. Non-standard transactions are classilied based on the extent, 
if any, of modeling used in determining fair value. L,ong-term transactions can have portions in  both categories 
depending on the length. 

(2) The results of Cinergy also include amounts related to non-registrants. 

(3) A substantial portion of these amounts include option values. 

Generatiorz Portfolio Risks 

Cinergy optimizes the value of its non-regulated portfolio. The portfolio includes generation assets (power and capacity), fuel, and 
emission allowances and we manage all of these components as a portfolio. We use models that forecast future generation output, fuel 
requirements, and emission allowance requirements based on forward power, fuel and emission allowance markets. The component 
pieces of the portfolio are bought and sold based on this model in order to manage the economic value of the portfolio. With the 
issuance of Statement of Financial Accounting Standards No. 149, Anzendmeizt qf Statei71ent 13.3 oil Derivative Iizstmments and 
Hedgiilg Activities (Statement 149), most forward power transactions from management of the portfolio are accounted for at fair 
value. The other component pieces of the portfolio are typically not subject to Statement 149 and are accounted for using the accrual 
method, where changes in fair value are not recognized. As a result, we are subject to earnings volatility via MTM gains or losses 
from changes in  the value of the contracts accounted for using fair value. A hypothetical $1 .OO per MWh increase or decrease 
consistently applied to all forward power prices would have resulted in an increase or decrease in  fair value of these contracts of 
approximately $5.2 million as of June 30, 2005. See "2005 Quarterly Results of Operations" and "2005 Year to Date Results of 
Operations" for further discussion of the impact on current quarter and year to date results. 

Energy Trading Credit Risk , 

Cinergy's extension of credit for energy marketing and trading is governed by a Corporate Credit Policy. Written guidelines 
approved by Cinergy's Risk Policy Committee document the management approval levels for credit limits, evaluation of 
creditworthiness, and credit risk mitigation procedures. Cinergy analyzes net credit exposure and establishes credit reserves based on 
the counterparties' credit rating, payment history, and length of the outstanding obligation. Exposures to credit risks are monitored 



daily by the Corporate Credit Risk function, which is independent of all trading operations. Energy commodity prices can be 
extrerncly volatile and the market can, at times, lack liquidity. Because of these issues, credit risk for energy commodities is generally 
greater than with other commodity trading. 



The following tables provide information regarding Cinergy's and CG&E's exposure on energy trading contracts as of June 30, 
2005. The tables include accounts receivable and energy risk management assets, which are net 01 accounts payable and energy ~ i s k  
management liabilities with the same counterparties when we have the right of offset. The credit collateral shown in the following 
tables includes cash and letters of credit. 

Number of 
Counterparties Net Exposure of 

Percentage Greater than Counterparties 
Total Exposure of 10% of Greater than 
Before Credit. Credit Total Total Net 10% of Total Net 

lidtine Collateral Collateral Net Exposure Net Exposure Exposure Exposure(4) 
(in millions) 

Investment Gracie(2) $ 713 $ 126 $ 587 83 % - $ - 
Internally 

Rated-Investment 
Grade(3) 127 42 85 12 - - 

Non-Investment Grade 44 30 14 2 - -- 
Internally 

Rated-Non-Investment 
Grade 49 30 19 3 - - 

Total $ 933 $ 228 $ 705 100% - $ - 

(1) Includes amounts related to non-registrants, 

(2) Includes counterparties rated Investment Grade or the counterparties' obligations are guaranteed or secured by an Investment 
Grade entity. 

(3) Counterparties include a variety of entities, including investor-owned utilities, privately held companies, cities and 
municipalities. Cinergy assigns internal credit ratings to all counterparties within our credit risk portfolio, applying fundamental 
analytical tools. Included in this analysis is a review of (but not limited to) counterparty financial staternents with consideration 
given to off-balance sheet obligations and assets, specific business environment, access to capital, and indicators from debt and 
equity capital markets. 

(4) Exposures, positive or negative, with counterparties that are related to one another are not aggregated when no right of offset 
exists and as a result, credit is extended and evaluated on a separate basis. 

Number of 
Counterparties Net Exposure of 

Percentage Greater than Counterparties 
Total Exposure of 10% of Greater than 
Before Credit Credit Total Total Net 10% of Total Net 

Rating Collateral Collateral Net Exoosure Net Exposure Exposure Exposure(3) 
(in millions) 

Investment Grade(] ) $ 223 $ '73 $ 150 79% 2 $ 48 
Internally 

Rated-Investment 
Grade(2) 30 - 30 16 - - 

Non-Investment Grade 12 9 3 2 - - 
Internally 

Rated-Non-Investment 
Grade 18 12 6 3 - - 



Total $ 283 $ 94 $ 189 100% 2 $ 48 

(1 )  Includes countcrparties rated Investment Grade ol the countcrparties' obligations are guaranteed or secured by an Investment , 
Grade entity. 

(2) Counterparties include various cities and ~nunicipalities. 

(3) Exposures, positive or negative, with counterparties that are  elated to one another are not agg~egatcd when no r~ght  of offset 
exists and as a result, credit is extended and evaluated on a separate basis. 



MD&A - ACCOUNTING MATTERS 

ACCOUNTING MATTERS 

Critical Accounting Estimates 

Preparation of financial statements and related disclosures in compliance with GAAP requires the use of assumptions and estilnates 
rcgarding iuture events. including the likelihood of success of particular investments or initiatives, estimates of future prices or rates, 
legal and regulatory challenges, and anticipated recovery of costs. Therefore, the possibility cxists for materially different reportcd 
amounts under different conditions or assumptions. We consider an accounting estimate to be critical if: I)  the accounting cstimate 
requires us to make assumptions about matters that were reasonably uncertain at the time the accounting estimate was made, and 2) 
changes in thc estimate arc reasonably likely to occur from period to period. 

Cinergy's 2004 10-K includes a discussion of accounting policies that are critical to the presentation of Cinergy's financial position 
and rcsults 01 operations. These include: 

Fair Value Accounting for Energy Marketing and Trading; 

Regulatory Accounting; 

Income Taxes; 

Contingencies: 

Impairment of L,ong-L,ived Assets; and 

Impairment of Unconsolidated Investments. 

Accounting Changes 

Asset Retirement Obligatio~zs 

In March 2005, the Financial Accounting Standards Board (FASB) issued Interpretation No. 47, Accounting for Corzdirioizal Asset 
Retirenzerzt Ol7ligatioru (Interpretation 47), an interpretation of Statement of Financial Accounting Standartis No. 143, Accomting for 
Asset Retirerizerlt Obligations (Statement 143). Statement 143 requires recognition of legal obligations associated with the retirement 
or removal of long-lived assets at the time the obligations are incurred. Interpretation 47 clarifies that a conditional asset retircment 
obligation (which occurs when the timing andlor method of settlement are conditional on a futurc evcnt that may or may not be within 
the control of the entity) is a legal obligation within the scope of Statement 143. As such, the fair value of a conditional asset 
retirement obligation must be recognized as a liability when incurred if the liability's fair value can be reasonably estimated. 
Interpretation 47 also clarifies when sufficient information exists to reasonably estimate the fair value of an asset retirement 
obligation. 

Cinergy will adopt Interpretation 47 on December 31, 2005. Upon adoption of Interpretation 47 Cinergy will recognize the impact, if 
any, of additional liabilities for conditional asset retirement obligations as a cumulative effect of a change in accounting principle. We 
have begun evaluating the impact of adopting this new interpretation and are currently unable to predict whethcr the implementation 
of this accounting standard will be material to our financial position or results of operations. 



Share-Based Payment 

In December 2004, the FASB issued a replacerricnt of Statc~nent of F~nancial Accounting Standards No. 123, Accourzting for- 
Stock-Based Cotilpen~ation (Statement 123), Sratenlerlt of Firzurtcial Accoco~tirzg Stanclaids No. 123 (revised 2004), Share-Basecl 
Pavment (Statement 123R). This standard will require, among othe~ things, accounting for all stock-based compensation 
atlangcments under the fair value method. 

In 2003, we prospectively adopted accounting to1 our stock-based compensation plans using the fair value recognition provisions of 
Statement 123, as amended by Statement of Financial Accounting Standards No. 148, Accou~zting for Stock-Based 
Coi7z~~e11s~ztion-Tr-arlsitioiz arzd Disclosure, for all employee awards granted or with terms modified on or after January 1, 2003. 
Therefore, the impact of implementation of Statement 123R on stock options within our stock-based cornpensation plans is not 
expected to be material. Statement 123R contains certain 



provisions that will modiSy the accounting for various stock-based compensation plans other than stocl< options. We are in the 
process of evaluating the impact of this new standard on these plans. Cinergy will adopt Statement 123R on .January 1, 2006. 

Iizconze Taxes 

In October 2004, the American Jobs Creation Act (AJCA) was signed into law. The AJCA includes a one-time deduction of 85 
percent of certain foreign earnings that are repatriated, as defincd in the AJCA. Based on our analysis, we do not believe that 
repatriation pursuant to this provision will have a material impact on our financial position or results of operations. 



QUANTITATIVE AND QUALITA'I'IVE DISCLOSURES ABOUT MARKET RISK 

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK 

This inforlnation is provided in. and incorporated by reference from, the "Ma~ket Risk Sensitive Instluments" section in "Item 2. 
Management's Discussion and Analysis of Financial Condition and Results of Operations". 



CONTROLS AND PROCEDURES 

ITEM 4. CONTROLS AND PROCEDURES 

Evaluation of Disclosure Controls and Procedures 

Disclosure controls and procedures are our controls and other procedures that are designed to provide reasonable assurance that 
information required to be disclosed by us in the rcports that we file or submit under the Securities Exchange Act of 1934 (Exchange 
Act) is recorded, processed, summarized, and reported, within the time periods specilied by the Securities and Exchange 
Commission's (SEC) rules and forms. Disclosure controls and procedures include, without limitation, controls and procedures 
designed to provide reasonable assurance that information required to be disclosed by us in the reports that we file under the Exchangc 
Act is accumulated and communicated to our management, including our chief executive officer and chief financial officer, as 
appropriate to allow timely decisions regarding required disclosure. 

'IJnder the supervision and with the pa~ticipation of our management, including our chief- executive officer and chief financial officer, 
we have evaluated the effectiveness of our disclosure controls and procedures as of June 30,2005, and, based upon this evaluation, 
our chief executive officer and chief financial officer have concluded that these controls and procedures are effective in providing 
reasonable assurance that information requiring disclosure is recorded, processed, summarized, and reported within the timeframe 
specified by the SEC's rules and forms. 

Changes in Internal Control Over Financial Reporting 

Under the supervision and with the participation of our management, including our chief executive officer and chief financial officer, 
we have evaluated changes in our internal control over financial reporting (as such term is defined in Rules 13a-lS(f) and 15d-15(f) 
under the Exchange Act) during the fiscal quarter ended June 30,2005. 

On April 1,2005, the Midwest Independent Transmission System Operation, Inc. (Midwest ISO), as ordered by the Federal Energy 
Regulatory Commission, implemented tile Day-Ahead and Real-time Energy Markets design including Locational Marginal Pricir~g 
and Financial Transmission Rights (Energy Markets Tasiff). As a result, Cinergy acquired and implemented changes to softwarc 
systems and processes to facilitate implementation of the Midwest IS0 Energy Markets Tariff, which included software designed 1,) 
communicate commercial bids and offers with the Midwest I S 0  on an hourly basis and which is connected to Cinergy's market 
transaction system. The information communicated between the Midwest IS0  and Cinergy is utilized by the Midwest I S 0  to p1odt1c.c 
and reconcile daily settlement statements submitted to Cinergy. Cinergy also modified other systems and processes to accommodate 
changes emanating from the Energy Markets Tariff implementation. 

Effective April 1,2005, Cinergy transitioned to a new finance and accounting system which contains new processes and tools that arc 
designed to create more efficiency in gathering and reporting Cinergy financial data, provide greater transparency of financial data foi 
reporting and compliance, and improve the consistency of how data is reported, thus aiding financial analysis and decision-making. 



PART 11. OTHER INFORMATION 

PART 11. OTHER INFORMATION 

ITEM 1. LEGAL PROCEEDINGS 

CLEAN AIR ACT (CAA) LAWSUIT 

In November 1999, and through subsequent amendments, the United States brought a lawsuit in  the United States Federal District 
Court for the Southern District of Indiana against Cinergy, The Cincinnati Gas & Electric Company (CG&E), and PSI Energy, Inc. 
(PSI) alleging various violations of the CAA. Specifically, the lawsuit alleges that we violated the CAA by not obtaining Prevention 
of Significant Deterio~ation (PSD), Non-Attainment New Source Review (NSR), and Ohio and Indiana State Implen~entation Plan 
(SIP) permits lor various projects at our owned and co-owned generating stations. Additionally, the suit claims that we violated an 
Administ~ative Consent Ordel entered into in 1998 between the Environmental Protection Agency (EPA) and Cinergy relating to 
alleged violations of Ohio's SIP provisions governing particulate matter at Unit 1 at CG&E's W.C. Beckjord Station. The suit seeks 
(1) injunctive relief to require installation of pollution control technology on various generating units at CG&E's W.C. Beckjord and 
Miami Fort Stations, and PSI'S Cayuga, Gallagher, Wabash River, and Gibson Stations, and (12) civil penalties in amounts of up to 
$27,500 per day f o ~  each violation. In addition, three northeast states and two environmental groups have intervened in the case. The 
case is currently in discovery and is set for trial by jury commencing in February 2006. 

In March 2000, the United States also filed in  the United States District Court for the Southern District of Ohio an amended complaint 
in a separate lawsuit alleging violations of the CAA relating to PSD, NSR, and Ohio SIP requirements regarding various generating 
stations, including a generating station operated by Columbus Southern Power Company (CSP) and jointly-owned by CSP, The 
Dayton Power and Light Company (DP&L), and CG&E. The EPA is seeking injunctive relief and civil penalties of up to $27,500 per 
day for each violation. This suit is being defended by CSP. In April 2001, the United States District Court for the Southern District of 
Ohio in that case ruled that the Government and the intervening plaintiff envi~onmental groups cannot seek monetary damages for 
alleged violations that occur~ed prior to November 3, 1994; however, they are entitled to seek injunctive relief for such alleged 
violations. Neither party appealed that decision. This matte1 was heard in trial in July 2005. A decision is expected by the end of 
2005. 

In addition, Cinergy and CG&E have been inlormed by DP&L that in June 2000, the EPA issued a Notice of Violation (NOV) to 
DP&L for alleged violations of PSD, NSR, and Ohio SIP requirements at a station operated by DP&L and jointly-owned by DP&L, 
CSP, and CG&E. The NOV indicated the EPA may (1) issue an order requiring compliance with the requirements of the Ohio SIP, or 
(2) bring a civil action seeking injunctive relief and civil penalties of up to $27,500 per day for each violation. In Septembe~ 2004, 
Marilyn Wall and the Sierra Club brought a lawsuit against CG&E, DP&L and CSP for alleged violations of the CAA at this sarrle 
generating station. 

We are unable to predict whether resolution of these matters would have a material effect on our financial position or results of 
operations. We intend to vigorously defend against these allegations. 

CARBON DIOXIDE (COa) LAWSUIT 

In July 2004, the states of Connecticut, New York, California, Iowa, New Jersey, Rhode Island, Vermont, Wisconsin, and the City of 
New York brought a lawsuit in the United States District Court for the Southern District of New York against Cinergy, American 
Electric Power Company, Inc., American Electric Power Service Corporation, The Southern Company, Tennessee Valley Authority, 
and Xcel Energy Inc. That same day, a similar lawsuit was filed in the United States District Court for the Southern District of New 
York against the same companies by Open Space Institute, Inc., Open Space Conservancy, Inc., and The Audubon Society of New 
Hampshire. These lawsuits allege that the defendants' enlissior~s of CO:! from the combustion of fossil fuels at electric generating 
facilities contribute to global warming and amount to a public nuisance. The complaints also allege that the defendants could generate 



the same amount of electricity while emitting significantly less COz. The plaintiffs are seeking an injunction requiring each defendant 
to cap its COr, emissions and then reduce them by a specified percentage each year for at least a decade. Cinergy intends to defend 
these lawsuits vigorously in court 



and filed motions to dismiss with the other defendants in September 2004. We are not able to predict whether resolution of these 
matters would have a material effect on our financial position or results of operations. 

SELECTIVE CATALYTIC REDUCTION UNITS (SCR) AT GIBSON STATION 

In May 2004, SCRs and other pollution control equipment became operational at Units 4 and 5 of PSI's Gibson Station in accordance 
with compliance deadlines under the nitrogen oxide SIP Call. In June and July 2004, Gibson Station temporarily shut down the 
equipment on these units due to a concern that portions of the plume from those units' stacks appeared to break apart and descend to 
ground level, at certain times, under certain weather conditions. As a result, and, working with the City of Mt. Carmel, Illinois, 
Illinois EPA, Indiana Department of Environmental Management (IDEM), EPA, and the State of' Illinois, we developed a protocol 
regarding the use of the SCRs while we explored alternatives to address this issue. After the protocol was finalized, the Illinois 
Attorney General brought an action in Wabash County Circuit Court against PSI seeking a preliminary injunction to enforce the 
protocol. In August 2004, the court granted that preliminary injunction. PSI is appealing that decision to the Fifth District Appellate 
Court, but we cannot predict the ultimate outcome ofthat appeal or of the underlying actior~ by the Illinois Attorney General. 

In April 2005, we completed the installation of a permanent control system to address this issue. The new control system will support 
all five Gibson generating units. We will seek recovery of any related capital as well as increased emission allowance expenditures 
through the regulatory process. We do not believe costs related to resolving this matter will have a material impact on our financial 
position or results of operations. 

ZIMMER STATION LAWSUIT 

In November 2004, a citizen of the Village of Moscow, Ohio, the town adjacent to CG&E's Zimmer Station, blought a purported 
class action in the United States District Court for the Southern District of Ohio seeking monetary damages and injunctive relief 
against CG&E for alleged violations of the CAA, the Ohio SIP, and Ohio laws against nuisance and common law nuisance. CG&E 
filed a motion to dismiss the lawsuit on primarily procedural grounds and we intend to defend against these claims vigorously. The 
plaintiffs have filed a number of additional notices of intent to sue and two lawsuits raising claims similar to those in the original 
claim. At this time, we cannot predict whether the outcome of this matter will have a material impact on our financial position or 
results of operations. 

MANUFACTURED GAS PLANT (MGP) SITES 

Coal tar residues,  elated hydrocarbons, and various metals have been found in at least 22 sites that PSI or its predecessors previously 
owned and sold in a series of transactions with Northern Indiana Public Service Company (NIPSCO) and Indiana Gas Company, Inc. 
(IGC). The 22 sites are in the process of being studied and will be remediated, if necessary. In 1998 NIPSCO, IGC, and PSI entered 
into Site Participation and Cost Sharing Agreements to allocate liability and responsibilities between them. The IDEM oversees 
investigation and cleanup of all of these sites. 'Thus far, PSI has primary responsibility for investigating, monitoring and, if necessary, 
remediating nine of these sites. In December 2003, PSI entered into a voluntary remediation plan with the state of Indiana, providing 
a formal framework f o ~  the investigation and cleanup of the sites. 

In April 1998, PSI filed suit in Hendricks County in the state of Indiana against its general liability insurance carriers. PSI sought a 
declaratory judgment to obligate its insurance carriers to (1) defend MGP claims against PSI and compensate PSI for its costs of 
investigating, preventing, mitigating, and remediating damage to property and paying claims related to MGP sites; or (2) pay PSI's 
cost of defense. PSI settled, in principle, its claims with all but one of the insurance carriers in January 2005 prior to commencement 
of the trial. With respect to the lone insurance carrier, a jury returned a verdict against PSI in February 2005. PSI has appealed this 
decision. At the present time, PSI cannot predict the outcome of this litigation, including the outcome of the appeal. 

PSI has accrued costs related to investigation, remediation. and groundwater monitoring for those sites where such costs are probable 
and can be reasonably estimated. We will continue to investigate and remediate the sites as outlined in the voluntary remediation 



plan. As additional facts become known and investigation is completed. we 



will assess whether the likelihood of incurring additional costs becomes probable. Until all investigation and remediation is complete, 
we are unable to deterininc the overall impact on oui financial position or results of operations. 

CG&E and ULH&P have performed site assessments on certain ol their sites where we believe MGP activities have occurred at some 
point in the past and have found no imminent iisk to the environment At the present time. CG&E and ULH&P cannot predict 
whethei investigaliori and/or reincdiation will be required in the future at any of these sites. 

ASBESTOS CLAIMS LITIGATION 

CG&E and PSI have been named as defendants or co-defendants in lawsuits related to asbestos at their electric generating stations. 
C u ~ ~ e n t l y ,  there are approximately 120 pending lawsuits. In these lawsuits, plaintiffs claim to have been exposed to 
asbestos-containing products in the course of their work at the CG&E and PSI generating stations. The plaintiffs further claim that 
as the property owner of the generating stations, CG&E and PSI should be held liable for their injuries and illnesses based on an 
alleged duty to w a n  and protect them from any asbestos exposure. A majority of the lawsuits to date have been brought against PSI. 
The impact on CG&E's and PSI's financial position or results of operations of these cases to date has not been material. 

Of these lawsuits. one case filed against PSI has been tried to verdict. The jury returned a verdict against PSI in the amount of 
approximately $500.000 on a negligence claim and a verdict f o ~  PSI on punitive damages. PSI appealed this decision up to the 
Indiana Supreme Court. In July 2005, the Indiana Supreme Court upheld the ju~y's verdict. In addition, PSI has settled a number of 
other lawsuits f o ~  amounts, which neither individually no1 in the agglegate, are material to PSI's financial position 01 results of 
operations. We are currently evaluating the effect of the Indiana Supreme Couit's ~uling on our existing docket of cases. 

At this time, CG&E and PSI are not able to predict the ultimate outcome of these lawsuits or the impact on CG&E's and PSI's 
financial position or results of operations. 

MERGER LAWSUIT 

In May, a purported shareholder class action was filed in the Court of Common Pleas in Hamilton County, Ohio against Cinergy and 
each of the members of ttic Board of Directors. The lawsuit alleges that the defendants breached their duties of due care and loyalty to 
shareholders by agreeing to the merger agreement between Duke and Cinergy and is seeking to either enjoin or amend the terms of 
the merger. Cinergy and the individual defendants filed a motion to dismiss this lawsuit in July. We believe this lawsuit is without 
merit and Cinergy intends to defend this lawsuit vigorously in court. We are unable to predict whether resolution of this matter will 
impact our pending merger. 

DUNAVAN WASTE SUPERFUND SI'TE 

In July 2005, PSI received notice from the EPA that it has been identified as a de rninimus potentially responsible party under the 
Comprehensive Environmental Response, Compensation, and Liability Act at the Dunavan Waste Oil Site in Oakwood, Vermilion 
County, Illinois. At this time, PSI does not have any further information regarding the scope of potential liability associated with this 
matter. 



ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS 

The number of shares (or units) provided in the table below represent shares exchanged in connection with clnployee option exercises 
and shares purchased by the plan trustee on behalf of the 401 (k) Excess Plan. 

(d) Plaximun~ Number 
(or Approximate 

(c) Total Number of Dollar Value) of 
Shares (or Units) Sha ra  (or Units) that 

(a) Total Number of (b) Average Price Purchased as Part of May Yet Be 
Shares (or Units) Paid per Share (or I'ublicly Announced Purchased Under the 

Period Purchased . Unit) I'lans o r  Programs I'lans or Programs 

April I - April 30 -- $ 
May 1 -May 31 49,118 $ 
June 1 -June30 5,721 $ 



ITEM 6. EXHIBITS 

The documents listed below are being furnished or filed on behalf of' Cinergy Corp., The Cincinnati Gas & Electric Company 
(CG&E), PSI Energy, Inc. (PSI), and The Union Light, Heat and Power Company (ULW&P). Exhibits not identified as pseviously 
furnished or filed are furnished or filed hercwith: 

Exhibit Previously Piled 
Designation Registrant Nature of Exhibit as Exhibit to: 

Additional 
Exhibits 

2-a Cinergy Corp. Agreement and Plan of Merger by and among Duke Energy Cinergy Corp. 
Corporation, Cinergy Corp., Deer Holding Corp., Deer Acquisition Form 8-K, f'iled May 10, 
Corp. and Cougar Acquisition Corp., dated May 8, 2005 2005 

2-b Cinergy Corp. Amendment No. 1 to the Agreement and Plan of Merger 

10-ffff Cinergy Corp. Retirement arid Consulting Agreement and Waiver and Release Cinergy Corp. 
Agreement, dated May 5,2005, between Cinergy Corp. and March 3 1. 2005 
William J. G~calis Form 10-Q 

10-gggg Cinergy Corp. Employment Agreement Term Sheet, James E. Rogers, dated May Cinergy Corp. 
8, 2005, by Duke Energy Corporation, Cinergy Corp., Deer Form 8-K, filed May 10, 
Holding Corp., and James E. Rogers 2005 

10-hhhh Cinergy Corp. Form of Amendment to Employment Agreement Cinergy Corp. 
Forrn 8-K, filed May 10, 
2005 

10-iiiii Cinergy Corp. Separation Agreement and Waiver and Release Ageement, dated Cinergy Corp. 
July 8, 2005, between Cinergy Services, Inc. and R. Foster Duncan Form 8-K, filed July 8, 

2005 

10-jjjj Cinergy Corp. Amendment to Employment Agreement, effective May 24,2005, Cinergy Corp. 
between Cinergy Services, Inc. and Michael J. Cyrus Form 8-K, filed July 8, 

2005 

10-kkkk CG&E 
PSI 

Certificates 

31-a Cinergy Corp. 
CG&E 
PSI 
ULH&P 

31-b Cinergy Corp. 
CG&E 
PSI 
ULH&P 

32-a Cinergy Corp. 
CG&E 
PSI 
ULH&P 

Asset Purchase Agreernent by and among PSI Energy, Inc. and The 
Cincinnati Gas Ilr Electric Company and Allegheny Energy Supply 
Company. LLC, Allegheny Energy Supply Wheatland Generating 
Facility, LLC and Lake Acquisition Company, L.L.C., dated as of 
May 6,2005 

Certification by James E. Rogers pursuant to Rule 
13a-14(a)/15d-l4(a) of the Securities Exchange Act of 1934, as 
adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 
2002. 

Certification by James L. Turner pursuant to Rule 
13a-14(a)/15d- 14(a) of the Securities Exchange Act of 1934, as 
adopted pursuant to Section 302 of the Sarbanes--Oxley Act of' 
2002. 

Certification by James E. Rogers pursuant to 18 U.S.C. Section 
1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley 
Act of 2002. 



Cinergy Corp. Certification by James L,. Turner pursuant to 18 1J.S.C. Section 
CG&E 1350, as adopted pmsuant to Section 906 of the Sarbanes-Oxley 
PSI Act of 2002. 
IJL,H&P 



SIGNATURES 

Pursuant to the requirements of thc Securities Exchangc Act of 1934, each of the Registrants has duly caused this lcport to be signed 
on its behalf by the undersigned thc~eunto duly authori~ed. 

CINERGY CORP. 

THE CINCINNATI GAS & ELECTRIC COMPANY 

PSI ENERGY, INC. 

THE UNION LIGHT. HEAT AND POWER CCIMPANY 

Registrants 

Date: August 4? 2005 Is/ Lvnn J. Good 
Lynn J. Good 

(duly authorized officer 
and 

principal accouriting officer) 



Exhibit 2.b 

EXECUTION COPY 

AMENDMENT NO. 1 

TO THE 

AGREEMENT AND PLAN OF MERGER 

This AMENDMENT NO. 1 (this "Amendment"), dated as of July 1 1, 2005, to the Agreement and Plan of Merger, dated as 
of May 8,2005 (the "Merger Aoreement"), by and among Duke Energy Corpolation, a North Carolina corporation (''W'), Cinelgy 
Cosp., a Delaware corporation ("Cinergy"), Duke Energy Holding Corp., a Delaware corporation (formerly Deer Holding Corp.) (the 
"Com~anv"), Deer Acquisition Corp., a North Carolina corporation ("Merger Sub A"), and Cougar Acquisition Corp., a Delaware 
corporation ("Mer~er Sub B"). 

WHEREAS, Section 7.03 of the Merger Agreement provides for the amendment of the Merger Agreement in accordance 
with the terms set forth therein: and 

WHEREAS, the parties hereto desire to amend the Merger Agreement as set forth below; 

NOW, THEREFORE, in  consideration of the foregoing and the mutual covenants and agreements set forth herein and for 
good and valuable consideration, the receipt and adequacy of which is hereby acknowledged, and intending to be legally bound 
hereby, the parties hereto do hereby agree as follows: 

ARTICL,E I 

DEFINITIONS 

Section 1.1 Definitions: References. Unless otherwise specifically defined herein, each term used herein shall have the 
meaning assigned to such tern in the Merger Agreement. Each reference to "hereof," "herein," "hereunder," "hereby" and "this 
Agreement" shall, from and after the date hereof, refer to the Merger Agreement as amended by this Amendment. 

ART1CL.E I1 

AMENDMENTS TO MERGER AGREEMENT 

Section 2.1 Amendments to Merger Agreement. The Merger Agreement shall be amended as follows: 

(a) Section 2.02(b) of the Agreement is hereby amended by inserting the following sentence as the final 
sentence of the section: 



"Notwithstartding anything to the contrary hereinbefore, subject to applicable law, the parties intend that 
the Company will implemcnt a direct registration system at Closing, and if such direct registration system 



is implemented by the Company at such time, all shares of Company Common Stocl< shall be in 
uncertificated book-entry form unless a physical certificate is requested by such holder." 

(b) Section 2.02(eMi) of the Agreement is hercby amended by inserting the following sentences as the final 
sentences of the section: 

"Notwithstanding the foregoing, Duke and Cinergy shall use reasonable best efforts to cause the Duke 
Energy InvestorDirect Choice Plan (the "Duke DRIP") and the Cinergy Corp. Direct Stock Purchase and 
Dividend Reinvestment Plan (the "Cinergv DRIP") to be rolled over into a dividend reinvestment plan to 
be established and implemented by the Company on or prior to the Closing Date. In connection with such 
roll-over, fractional shares of Company Co~nlnon Stock will be issued to the participants in each of the 
Duke DRIP and the Cinergy DRIP in accordance with Section 2.01." 

(c) Section 2.02(1) of the Agreement is hercby amending by inserting the following to the end of such section: 

"provided, however, that Duke and Cinergy shall use reasonable best efforts so that uncertificated shares of 
Duke Common Stock held in the Duke DRIP and uncertilicated shares of Cinergy Common Stock held in 
the Cinergy DRIP shall be exchanged for uncertificated shares of Company Common Stock in accordance 
with Section 2.01 and shall be held in a dividend reinvestment plan to be established and implemented by 
the Company on or prior to the Closing Date, in accordance with Section 2.02(e)(i)." 

ARTICLE I11 

MISCELLANEOUS 

Section 3.1 No Further Amendment. Except as expressly amended hereby, the Merger Agreement is in all respects 
ratified and confirmed and all the terms, conditions, and provisions thereof shall remain in full force and effect. This Amendment is 
limited precisely as written and shall not be deemed to be an amendment to any other term or condition of the Merger Agreement or 
any of the documents referred to therein. 

Section 3.2 Effect of Amendment. This Amendment shall form a part of the Merger Agreement for all purposes, and 
each party thereto and hereto shall be bound hereby. From and after the execution of this Amendment by the parties hereto, any 
reference to the Merger Agreement shall be deemed a reference to the Merger Agreement as amended hercby. 

Section 3.3 Governing Law. This Amendment shall be governed by, and construed in accordance with, the laws of the 
State of New York, regardless of the laws that might otherwise govern under applicable principles of conflict of laws. 



Section 3.4 Senarahihtv Clause. In case any one 01 more of the provisions contained in this Arnend~nent should be 
invalid, illegal or unenforceable in any respect, the validity, legality and enlorceability of the remaining provisions contained herein 
shall not in any way be affected, impaired, prejudiced or distu~ bed thereby. 

Section 3.5 Counterparts. This Amendment may bc silnultaneously executed in several counterparts, and all such 
counterparts executed and delivered, each as an original. shall constitute one and the same instrument. 

Section 3.6 Headings. The dcsc~iptive headings of the several A~ticles of this A~nendment were formulated, used and 
inserted in this A~nerid~nent for convenience only and shall not be deemed to affect the meaning or construction of any of the 
provisions hereof. 

[Signature Page Follows] 



IN WITNESS WHEREOF, Duke, Cinergy, the Company, Merger Sub A and Mergcr Sub B have caused this Agreement to 
be signed by thcir respective officers thereunto duly authorized, all as of the date first written above. 

DUKE ENERGY CORPORATION 

By: 
Name: 
Title: 

CINERGY CORP. 

BY: 
Name: 
Title: 

DUKE ENERGY HOLDING CORP 

By: 
Name: 
Title: 

DEER ACQTJISITION CORP. 

By: 
Name: 
Title: 

COTJGAR ACQUISITION CORP. 

By: 
Name: 
Title: 
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AND 
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(AS BUYERS) 

AND 

ALLEGHENY ENERGY SUPPLY COMPANY, LLC, 

ALLEGHENY ENERGY SUPPLY WHEATLAND 

GENERATING FACILITY, LLC 

AND 

LAKE ACQUISITION COMPANY, L.L.C. 

(AS SELLER PARTIES) 

DATED AS OF MAY 6,2005 
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ASSET PURCHASE AGREEMENT 

ASSET PURCHASE AGREEMENT (this "Aoree~nent"). dated as of May 6, 2005, by and among PSI Energy, Inc., an 
Indiana corporation ("PSI Eneroy"), and The Cincinnati Gas & Electric Company, an Ohio corporation ("CG&E and, together with 
PSI Energy, collectively, the "Buvers"), and Allegheny Energy Supply Wheatland Generating Facility, L,L,C, a Delaware limited 
liability company and a wholly owned subsidiary ol AESC ("Wheatland LLC"), Lake Acquisition Company. L..L..C., a Delaware 
limited liability company and a wholly owned subsidiary of AESC ("Lake LLC" and, together with Wheatland L.LC, each, 
individually, a ''W' and, collcctively. the "Sellers"), and Allegheny Energy Supply Company, LL.C, a Delaware limited liability 
company ("AESC" and, together with the Sellers. the "Seller Parlics"). 

W I T N E S S E T H  

WHEREAS, Wheatland LLC owns, among other things, a 508-MW (nominal rating) natural gas-fired generating facility 
located in Wheatland, Indiana (the "Wheatland Facilitv") and certain other assets associated therewith, and Lake LLC owns certain 
real property relating to the Wheatland Facility; and 

WHEREAS, the Buyers desire to purchase and assume, and the Sellers desire to sell and convey, certain assets and liabilities 
relating to the Wheatland Facility, upon the terms and subject to the conditions hereinafter set forth. 

NOW, THEREFORE, in consideration of the foregoing and the mutual covenants, representations, warranties and 
agreements hereinafter set forth, the parties hereto agree as follows: 

ARTICLE I 
DEFINITIONS 

1.1. Definitions. 

(a) As used in this Agreement, the following terms have the meanings specified in this Section I . l  (a). For capitalized 
terms used in this Agreement but not defined in this subsection (a), see subsection (b). 

(1) "Affiliate" has the meaning set forth in Rule 12b-2 of the General Rules and Regulations promulgated under the 
Exchange Act. 

(2) "Alleahenv Marks" means the names and marks "Allegheny Energy" and "Allegheny" together with all derivations 
and variations thereof, and the Allegheny Energy, Inc. corporate logo, together with all derivations or variations thereof. 

3 )  "Ancillarv Aareements" means the Deeds, the Bill of Sale, the Assignment and Assumption Agreement, the 
Sellers Confidentiality Agreement and any other instruments of sale, transfer, conveyance, assignment or assumption as 
may be required to convey the Acquired Assets in accordance with this Agreement. 





(4) "Assianment and A S S U ~ D ~ ~ O ~  Aareement" means the agreement between the Buyers and the Seller Parties 
pi~rsuant to which, among other things, the Seller Parties shall assign, and the Buyers shall assume, the Assumed 
Contracts, in substantially the form attached hereto as Exhibit A. 

(5) "Bill of Sale" means the bill of sale by which the title to the personal property included in the Acquired Assets shall 
be conveyed by the Sellers to the Buyers, in substantially the form attached hereto as Exhibit B. 

(6) "Business Dav" means any day other than Saturday, SiJnday and any day that is a legal holiday or a day on which 
banking institutions in New York City are authorized by Law or other governmental action to close. 

(7) "Buvers' Re~resentatives" means the accountants, employees, officers, directors, counsel, environmental 
consultants, financial advisors and other authorized representatives of the Buyers and their Affiliates. 

(8) "COBRA" means the Consolidated Omnibus Reconciliation Act of 1985, as amended, and any similar applicable 
state Law. 

(9) "Code" - means the Internal Revenue Code of 1986, as amended. 

( 10) "Commerciallv Reasonable Efforts" means efforts that are reasonable for a prudent business enterprise in 
circumstances similar to those of the performing party, but that do not require the performing party to expend funds other 
than expenditures that are customary and reasonable in transactions of the kind and nature contemplated by this 
Agreement in order for the performing party to satisfy its obligations under this Agreement. 

(1 1) "Confidentialitv Aareement" means that certain Confidentiality Agreement dated as of October 6, 2004, between 
Cinergy Corp. and AESC, including any amendments or waivers thereto. 

(12) "Credit Aareement" means that certain Amended and Restated Credit Agreement dated as of October 28, 2004, 
among AESC, the Lenders and Loan Parties referred to therein, Citicorp North America, Inc., as Administrative Agent, 
and Citibank, N.A., as Collateral Agent and Intercreditor Agent. 

(13) "Deeds" means special warranty deeds, duly execl~ted by Wheatland LLC and Lake LLC and duly acknowledged, 
which convey to the Buyers (i) fee simple title to the Owned Real Property and (ii) all of the right, title and interest of the 
Sellers in and to the Other Real Property Interests, subject, in each case, only to the Permitted Encumbrances, and which 
shall be in substantially the form attached hereto as Exhibit C and otherwise in a form suitable for recording. 

(14) "Due Diliaence Materials" means (i) all due diligence materials provided for review or distributed in written or 
digital form by the Seller Parties or the Seller Parties' Representatives to the Buyers or the Buyers' Representatives, (ii) all 
written, oral or electronic answers to questions provided by the Seller Parties or the Seller Parties' Representatives to the 



Buyers or the Buyers' Representatives. and (iii) all materials contained in data rooms or privately-accessible inte~nct sites established 
by the Seller Pal ties for purposes of providing due diligence materials to the Buyers or the Buyers' Representatives. 

(15) "Emissiori Allowances" means (i) "Allowance," as that terrn is defined in 40 CFR 5 72.2, arid (ii) "NOx Allowance," 
as that term is defined in 326 Indiana Administrative Code 5 10-4-2(37), in each case, as such terms are defined as of 
the date hereof. 

(16) "Encur~ibrarices" means any mortgages, pledges, liens, security interests, conditional arid iristallment sale 
agreements, charges, restrictions on transfer, proxies and voting or other similar agreements, claims and other legal arid 
equitable encumbrances, limitations, title or survey matters and restrictions of any nature whatsoever. 

(17) "Environmental Laws" mearis all Laws that relate to pollution or protectiori of the environment (including, without 
limitation, arribient air, surface water, groundwater, land, surface arid subsurface strata) or human health and safety 
relating to Hazardous Substance exposure including, without limitation, Laws which relate to Releases or threatened 
Releases of Hazardous Substances or otherwise relate to the manufacture, processing, distribution, use, treatment, 
storage, Release, transport or handling of Hazardous Substances. 

(18) "ERISA" means the Employee Retirement lricome Security Act of 1974, as amended, and the rules arid 
regulations promulgated thereunder. 

(19) "Exchanae Act" means the Securities Exchange Act of 1934, as amended, and ttie rules and regulations 
promulgated thereunder. 

(20) "Existiria Debt Documents" means, collectively, (i) the Credit Agreement dated as of March 8, 2004, arnong 
Allegheny Energy, Inc., the Lenders and the Lender Parties referred to therein, and Citicorp North America, Iric., as 
Administrative Agent, (ii) the Credit Agreement, (iii) the Amendmerit Agreement dated as of October 28, 2004, among 
AESC, the other Graritors referred to therein, Citibank, N.A., as Collateral Agent, Iritercreditor Agent and Depository Bank, 
arid Citicorp North America, Inc., as Administrative Agent, (iv) the Arnerldment Agreement dated as of March 8, 2004, 
among AESC, the other Grantors referred to therein, Citibank, N.A., as Collateral Agent, lntercreditor Agent and 
Depository Bank, and Citicorp North Arnerica, Inc., as Administrative Agent, (v) the Security arid lntercreditor Agreement, 
(vi) the Refinancing Indenture referred to in the Security arid lritercreditor Agreerrient, and (vii) other documents, 
instruments and agreements executed and delivered in coririection with or otherwise relating to the foregoing agreements, 
including any mortgages, deeds of trust, security agreements, financing statements, pledge agreerrierits and other 
docurnents creating or evidencing Encumbrances securing the indebtedness or other obligations under the foregoing. 

(21) "Extraordinarv Capital Expenditures" means the aggregate amount of all funds actually expended or Liabilities 
actually incurred (other than such as coristitute Assumed Liabilities) by the Seller Parties on capital expenditures 
associated with the Wheatland Facility or the Site during the period beginning on the date hereof and ending on the 
Closing Date, but only to the extent such funds were expended, in wtiole or in part, as required by any change in 



Law or as required by any Governlnental Entity or quasi regulatory agency. including, without limitation, any independent system 
operator. 

(22) "FERC" means the Federal Energy Regulatory Commission 

(23) "Federal Power Act" means the Federal Power Act, as amended, and the riiles and regulations promulgated 
thereunder. 

(24) "Final Order" shall mean action by the relevant Governmental Entity which has not been reversed, stayed, 
enjoined, set aside, annulled or suspended (without regard to any waiting period prescribed by Law other than waiting 
periods under the HSR Act). 

(25) "FIRPTA Affidavit" means the Foreign Investment in Real Property Tax Act Certification and Affidavit, in 
substantially the form attached hereto as Exhibit D. 

(26) "Good Utilitv Practice" means any of the practices, methods and acts engaged in and approved by a significant 
portion of the independent electric power generation industry during the relevant time period that, in the exercise of 
reasonable judgment in light of the applicable manufacturer's recommendations and the facts known at the time the 
decision was made, could have been expected to accomplish the desired result at a reasonable cost consistent with good 
business practices, reliability, safety and expedition. Good Utility Practice is intended to consist of practices, methods or 
acts generally accepted in the region where the Wheatland Facility is located, and is not intended to be limited to optimum 
practices, methods or acts to the exclusion of all others. 

(27) "Governmental Entity" means any federal, state or local court, governmental or regulatory authority, agency, 
commission, body or other governmental entity. 

(28) "Hazardous Substances" means any chemicals, materials or substances defined as or included in the definition of 
"hazardous ~ t ~ b ~ t a n ~ e ~ , "  "hazardous wastes," "hazardous materials," "restricted hazardous materials," "extremely 
hazardous substances," "toxic substances," "contaminants" or "pollutants" or words of similar meaning or substance found 
in any Environmental Law, or any petroleum and all derivatives thereof or synthetic substitutes therefor, and any asbestos 
or asbestos-containing material. 

(29) "Holdina Com~anv Act" means the Public lJtility Holding Company Act of 1935, as amended, and the rules and 
regulations promulgated thereunder. 

(30) "HSR Act" means the Hart-Scott--Rodin0 Antitrl~st Improvements Act of 1976, as amended, and the rules and 
regi~lations promulgated thereunder. 

(31) "lm~rovements" means all buildings, structures (including all step-up transformers, transmission facilities and 
iines and gas handling and storage facilities), improvements, machinery, equipment, fixtures and construction in progress, 
including all piping, cables and similar equipment forming part of the mechanical, electrical, plumbing or HVAC 
infrastructure of any building, structure or equipment, located on the Site, including all generating units located on and 
affixed to the Wheatland Facility. 





(32) "Income Tax Return" means a Tax Return for any Tax based upon or calculated in whole or in part with respect to 
net income, gain or profits. 

(33)  "Indebtedness" means (i) all indebtedness for borrowed money or for the deferred purchase price of property or 
services (other than current trade Liabilities incurred in the ordinary course of business and payable in accordance with 
customary practices), (ii) any other indebtedness that is evidenced by a note, bond, debenture or similar instrument, 
(iii) all obligations under financing leases, (iv) all obligations in respect of acceptances issued or created, (v) all Liabilities 
secured by any lien on any property, and (vi) all guarantee obligations. 

(34) "Independent Accountina Firm" means an independent accounting firm (which may not be the auditors of any 
party hereto or any of their Affiliates).of national or regional reputation mutually appointed by the Seller Parties and the 
Buyers. 

(3.5) "Information Memorandum" means that certain Information Memorandum regarding the Facility, dated 
September, 2004, and any supplements or amendments thereto to the extent provided to the Buyers or the Buyers' 
Representatives. 

(36) "Inventories" means any fuel inventories, materials, spare parts, consumable supplies and chemical and gas 
inventories located at the Wheatland Facility, in transit to the Wheatland Facility, owned by the Sellers or held by the 
Sellers. 

(37) "Knowledae" means, with respect to an individual, that, with respect to a partici~lar fact or other matter, such 
individual is actually aware of such fact or other matter. With respect to the Seller Parties, "Knowledge" means the 
Knowledge of any of the Persons listed on Schedule 1.1 fa)(37)(A) (and any individual who, after the date hereof, replaces 
any such person's employment position). With respect to the Buyers, "Knowledge" means the Knowledge of any of the 
Persons listed on Schedule '1 .l (a)f37)fB) (and any individuals who, after the date hereof, replaces any such person's 
employment position). 

(38) "Lake Owned Real Property" means the real property described in Schedule 5.8 and designated therein as the 
"Lake Real Property", together with all rights, privileges, interests, easements and appurtenances now or hereafter 
belonging or in any way pertaining to such real property (including, without limitation, any mineral rights) and any 
Improvements located thereon. 

(39) "M means any applicable federal, state or local law, common law, statt~te, code, ordinance, rule, regulation, 
judgment, order, injunction, decree, arbitration award, agency requirement, license or permit of any Governmental Entity. 

(40) "Liabilities" means any debts, liabilities, commitments or obligations of any kind, character or nature whatsoever. 

(41) "Maintenance Expenditure$' means those maintenance expenditures that are identified on Schedule '7.1 fa)fxiii). 

(42) "Material Adverse Effect" means (i) any change or changes in, or effect on, the Wheatland Facility (excluding the 
Excluded Assets and the Excluded Liabilities) that is, 





or in the aggregate are, materially adverse to the business, assets, operations or conditions (financial or otherwise) of the Wheatland 
Facility, or (11) any change or changes in, or effect on, the Sellers (excluding the Excluded Assets and the Excluded Liabilities), taken 
3% a whole, that is, or in the aggregate are, reasonably likely to prevent, materially delay or impair any 01 the Seller Parties' ability to 
;onsummate the transactions contelnplatcd by this Agleement. "Material Adverse Effect", however, does not include any eilect that 
IS attributable to any of thc following: (a) any changc or effect generally affecting the international, national or regional electric 
generating, transmission or distribution industry as a whole, (b) any change or effect resulting from changes in the international, 
national or regional wholesale or retail markets for electric power, (c) any changc or effect resulting from changes in tlie national or 
regional markets for the type of fuel used at the Wheatland Facility, (d) any change or effect resulting from changes in the 
international, national or regional electric transmission or distribution systems, (e) any change or effect resulting from changes in the 
general national or regional economic or financial conditions, (f) any change or effect resulting from changes in Laws or in industry 
standards, or (g) any change or effcct that is cured to the reasonable satisfaction of the Buyers before the earlier ol the Closing or the 
tcr~nination of this Agreement pursuant to Section 10.1; except, in the cases of clauses (a) through (0 above, fol such changes or 
events which materially disproportionately impact the Sellers or the Acquired Assets. 

(43) "Off-Site Location" means any location other than the Owned Real Property. 

(44) "Other Real Pro~ertv Interests" means the easements, rights-of-way and other interests in real property 
identified in Schedule 5.8 and designated therein as the "Other Real Property Interests." 

(45) "Owned Real Pro~ertv" means, collectively, the Wheatland Owned Real Property and the Lake Owned Real 
Property. 

(46) "Permitted Encumbrances" means (i) those exceptions to title listed in Schedule 5.8 as of the date hereof, 
,ii) liens for Taxes or other governmental charges or assessments not yet due and delinquent or the validity of which is 
being contested in good faith by appropriate proceedings, (iii) mechanics', carriers', workers', repairers' and other similar 
liens and rights arising or incurred in the ordinary course of b t l ~ i n e ~ ~  for amounts not yet due and payable or the validity 
of which is being contested in good faith by appropriate proceedings, (iv) zoning, entitlement, conservation restrictions 
and other land use and environmental regulations by any Governmental Entities, and (v) such other Encumbrances which 
woi~ld not, individually or in the aggregate, be reasonably likely to have a Material Adverse Effect. 

(47) "Person" means an individual, a partnership, a limited liability company, a joint venture, a corporation, a trust, an 
ilnincorporated organization, an association, a joint stock company, any other business entity, and a Governmental Entity 
or a department or agency thereof. 

(48) "Release" means a release, spill, leak, discharge, disposal of, pumping, pouring, emitting, emptying, injecting, 
leaching, dumping or escape into or through the environment. 



(49) "Res~onse Actions" means those activities defined in section 101 (25) of the Corriprehensive Environmental 
Response Cornpensation arid Liability Act, 42 U.S.C. § 9601 (25). 

(50) "Retained Environmental Liabilities" means the followirig Liabilities: (i) Liabilities for Response Actions to the 
extent required to address the Release of Hazardous Substances occurririg at or from the Owned Real Property on or 
before the Closing Date; (ii) Liabilities for loss of life, injury to persons or property, or darriage to natural resources to the 
extent arising in connection with the Release of Hazardous Substances on, at or from the Owned Real Property on or 
before the Closing Date; (iii) Liabilities arising in connection with any Hazardous Substances that were disposed of at, or 
transported by or on behalf of either of the Sellers to, any Off-Site Location on or before the Closing Date; or 
(iv) Liabilities for any violation or alleged violation of or noncorripliarice with any Environmental Law by the Sellers or their 
Affiliates or predecessor owners of the Wheatland Facility or the Owned Real Property on or prior to the Closing Date, 
including any fines and penalties and the costs of correcting such violations or rion-compliance with applicable 
Environmental Law. "Retained Envi~onmental Liabilities" shall not include any of the following Liabilities: (a) Liabilities for 
Response Actions arising in connection with Releases of tiazardous Substances at or from the Wheatland Facility or the 
Owned Real Property specifically authorized by, and in compliance with, any Environmental Permits; (b) ariy costs for 
decommissioning of any equipmerit or facilities; (c) costs for upgrades to pollution control or other equiprnerit required by 
changes in applicable Environmental Laws that impose compliance deadlines after the Closing Date; (d) Liabilities'arisiriy 
in connection with any Releases of Hazardous Substances, or the disposal of Hazardous Substances, on, at or from the 
Owned Real Property, initially occurring after the Closing Date; (e) Liabilities arising in connection witti any transportation 
or disposal of Hazardous Substances frorn the Wheatland Facility or the Owned Real Property to ariy Off-Site Location 
which occurs after the Closing Date; or (f) Liabilities for any violation or alleged violation of or noricompliance with any 
Environmental Law by the Buyers or their Affiliates, in connection with the ownership or operation of the Acquired Assets, 
which occurs after the Closing Date. 

(51) "w rriearis the Securities and Exchange Commission. 

(52)  "Securities Act" means the Securities Act of 1933, as amended, and the rules and regulations promulgated 
thereunder. 

(53) "Securitv and lntercreditor Aareement" means that certain Amended and Restated Security and lntercreditor 
Agreement among AESC, the other Grantors referred to therein, Citibank, N.A., as Collateral Agent, lntercreditor Agent 
and Depository Bank, Citicorp North America, Inc., as Administrative Agent, arid Law Debenture Trust Company of New 
York, as Indenture Trustee, dated February 21, 2003, as amended and restated in its entirety or1 March 8, 2004, and as 
further amended and restated in its entirety on October 28, 2004. 

(54) "Seller Parties' Re~resentatives" means the accountants, employees, officers, directors, counsel, erivironmerital 
consultants, financial advisors and other authorized representatives of any of the Seller Parties and their Affiliates. 



(55) "Site" means, collectively, the Owned Real Property and the Other Real Property Interests. 

(56) "Subsidiary" means any corporation, partnership, limited liability company or other entity in which any Person has 
direct or indirect equity or ownership interest that represents fifty percent (50%) or more of the aggregate equity or 
ownership interest in such entity, or has the power to vote or direct the voting of sufficient securities to elect a majority of 
the directors or governors. 

(57)  "Taxes" means all taxes, charges, fees, levies, duties, customs, tariffs, imports, penalties, assessments or other 
obligations of the same or of a similar nature to any of the foregoing imposed by any federal, state or local or foreign 
taxing authority, including, without limitation, income or profits, excise, property, sales, transfer, franchise, payroll, 
withholding, unemployment, severance, use, ad valorem, gross receipts, business license, occupation, stamp, 
environmental, workers' compensation, social security or other taxes, including any interest, penalties or additions 
attributable thereto, whether disputed or not. 

(58) "Tax Return" means any return, declaration, claim for refund, report, information return or other document 
(including any related or supporting information) supplied to or required to be filed with any taxing authority with respect to 
Taxes. 

(59) "Transferrina EmDlovee Records" means all personnel files related to the Sellers' Employees that pertain to 
(i) seniority histories and (ii) salary and benefit information, but only to the extent disclosllre of such information is 
permitted by Law. 

(60) "Wheatland Owned Real Pro~erty" means the real property described in Schedule 5.8 and designated therein as 
the "Wheatland Real Property", together with all rights, privileges, interests, easements and appurtenances now or 
hereafter belonging or in any way pertaining to such real property (including, withotlt limitation, any mineral rights) and any 
Improvements located thereon. 

(b) Each of the following terms has the meaning specified in the Section set forth opposite such term: 

Term 

Acquired Assets 
AESC Transferred Assets 
Assumed Contracts 
Assumed Liabilities 
Bankruptcy and Equity Exception 
Benefit Plans 
Buyers' Benefit Plans 
Buyers Indemnified Party 
Buyers-Initiated Start -Up 
Buyers Required Regulatory Approvals 
Capital Expenditures Statement 

Section 

2.1 (b) 
2.1 (a) 
2.1 (b)(iv) 
2.3 
5.2 

5.12(a) 
7.1 O(c) 

9.1 (a) 
7.18(a) 

6.3(b) 
3.2(b) 



Term 
Closing 
Closing Date 
CPCN 
Direct Claim 
Environmental Permits 
ERISA Affiliate 
Excludcd Asscts 
Excluded Liabilities 
FERC 
FERC Approvals 
Final Extraordinary Capital Expenditures Amount 
GAAP 
Indemnifiable Loss 
Indemnifying Party 
Indemnitee 
Indiana Settlement Agreement 
Inlcllcctual Property 
IRS 
IURC 
Leases 
Material Contracts 
Notice of Disagreement 
Permits 
Prior Welfare Plans 
Proposed Acquisition Transaction 
PI oper ty Taxes 
Purchase Price 
Replacement Welfare Plans 
Reviewing Parties 
Selle~s Confidentiality Agreement 
Sellers' Employees 
Sellers Indemnified Pa1 ty 
Sellers--Initiated Start-Up 
Sellers Required Regulatory Approvals 
Support Obligations 
Survey 
Termination Date 
Third Party Claim 
Title Company 
Title Policy 
Transfer 'Taxes 
Wheatland Facility 

Section 
4.1 
4.1 
6.3 (b) 
9.2(c) 

5.1 O(a)(i) 
5.12(a) 
2.2 
2.4 
5.5 
6.3(b) 
3.2 (c) 
3.2(a) 
9.1 (a) 
9.1 (d) 
9.1 (c) 
6.3(c) 

5.20 
5.12(a) 

5.4(b) 
5.8(f] 

5.13(a) 
3.2(c) 

5.15Ca) 
7.10(b) 
7.15 

3.4(a)(i) 
3.1 

7.10(b) 
7.16(f) 

7.2(b) 
5.1 1 

9.1 (b) 
7.18(b) 

5.4(b) 
7.6(d) 
4.3 (0) 

10.1 (b) 
9.2(a) 
4.3 (n) 
4.3 (n) 
7.9(a) 

Recitals 

(c) Unless otherwise specified, any period measured in days shall be nieasured in calendar days rather than 
Business Days. 



ARTICLE I1 
PURCHASE AND SALE 

2.1. Purchase and Sale. 

(a) Upon the terms and subject to the conditions set forth in this Agreement, at the Closing, AESC will sell, transfer, 
convey, assign and deliver to the Buyers, and the Buyers will purchase, acquire and assume from AESC, (i) all of the 
rights of AESC under the contracts and Leases identified in Schedule 2.1 (a)(i) to the extent they pertain to the Wheatland 
Facility, including, without limitation, any right to receive payment, any right to receive goods and services and any right to 
assert claims and take other rightful actions in respect of breaches, defaults and other violations of such contracts and 
Leases, and (ii) the vehicles identified on Schedule 2.1 (a)(ii) (collectively, the "AESC Transferred Assets"). 

(b) Upon the terms and subject to the conditions set forth in this Agreement, at the Closing, the Sellers will sell, 
transfer, convey, assign and deliver to the Buyers, and the BiJyer~ will purchase, acquire and assume from the Sellers, all 
of the Sellers' right, title and interest in and to the properties and assets that are owned by the Sellers (tangible or 
intangible, including goodwill), wherever located, including, without limitation, the Sellers' right, title and interest in and to 
the following assets (collectively, together with the AESC Transferred Assets, the "Acauired Assets"): 

(i) the Site and the Wheatland Facility; 

cii) the machinery, equipment, Inventories, furniture, boats, vehicles and other personal property owned by the 
Sellers and located at or in transit to the Wheatland Facility (including, without limitation, the step-up transformers and the 
items of personal property described in Schedule 2.1 lbMii) and all applicable warranties against manufacturers or 
vendors, to the extent that such warranties are transferable without further action by the Sellers, and all items of personal 
property due under applicable warranties), in each case as in existence on the Closing Date; 

(iii) to the extent transferable, all Permits and Environmental Permits set forth in Schedule 2.1 1bHiiij; 

(iv) all of the rights of the Sellers under the Material Contracts and Leases set forth in Schedule 2.1 (b)liv) and any 
similar contracts or leases entered into, in accordance with Section 7.1 (a), after the date hereof and prior to the Closing 
Date (collectively, together with the contracts and Leases included within the definition of AESC Transferred Assets, the 
"Assumed Contracts"), including, without limitation, any right to receive payment, any right to receive goods and services 
and any right to assert claims and take other rightful actions in respect of breaches, defaults and other violations of the 
Assumed Contracts: 

(v)  all books, records, manuals, regulatory documents, real estate documents, engineering designs, blueprints, 
as-built plans, specifications, procedures, studies, reports and equipment repair, safety, maintenance or service records, 
lists of present and former 



suppliers, lists of pxcsent and former customers, and othei such malerials (in any Corm or medium) of the Scllers. including the 
Transferring Employec Records; 

(vi) all rights in and to any causes of action, lawsuits, judgments, clairns arid dernands of any nature available to or 
being pursued by or on behalf of the Sellers, whether arising by way of counterclaim or otherwise; 

(vii) except for prepaid expenses and deposits of the Sellers attributable to any Excluded Assets or Excluded 
Liabilities, all prepaid expenses, progress payments and deposits of or by the Sellers, rights to receive a prepaid expense, 
deposit or progress payment, arid cash in transit that coristitutes a prepaid expense, progress payrnent or deposit, relating 
to any Acquired Asset or Assumed Liability; 

(viii) subject to Section 7.1 (a)(xvi), all Emission Allowances set forth on Schedule 2.1 (bNviii2, all Emissions Allowances 
specifically issued or allocated to the Wheatland Facility by environmental agencies of the United States of America or the 
State of Indiana with a vintage year of 2005 or later (to the extent not already identified or1 Schedule 2.1 (bNviii)), and any 
Errlissioris Allowance purchased by the Sellers specifically for the Wheatland Facility or1 or before the date hereof; 

(ix) all Intellectual Property and associated licenses, including rights to sue for and remedies against past, present 
and future infririyemerits thereof, and rights of priority arid protection of interests therein under the laws of any jurisdiction 
worldwide and all tarigible embodiments thereof; and 

(x) all other assets, rights arid interests of the Sellers; 

provided. however, that the Acquired Assets shall not iriclude the Excluded Assets. 

2.2. Excluded Assets. Notwithstanding any provision herein to the contrary, the Acquired Assets shall exclude the 
following assets (collectively, the "Excluded Assets"): 

(a) all cash, cash equivalents, bank deposits, accounts receivable of the Sellers or with respect to the Wheatland 
Facility as of the Closing and any Tax receivables of the Sellers; 

(b) any refund or credit of Taxes paid by the Seller Parties in respect of the Sellers or the Acquired Assets or for 
which the Seller Parties are required to reimburse the Buyers, whether such payrrient is actually received as a refund or 
as a credit against Taxes payable; 

(c) all interests in and to the Allegheny Marks, and the Maximo software licerise (it being understood that the 
database information, including historical information, related to the Wheatlarid Facility used with the Maxirrio software 
shall be an Acquired Asset); 

(d) all personnel, medical and benefits records of the Seller Parties or their Affiliates, other than Transferring 
Employee Records; 





(e) any amount received after the Closing Date for electricity sold and delivered on or prior to the Closing Date; 

(f) those contracts arid Leases listed on Schedule 2.2(fl; 

(g) any asset sold, transferred or otherwise disposed of in accordance with Section 7.1 (a)(v); and 

(h) all properties and assets of AESC other than the AESC 'Transferred Assets. 

2.3. Assumed Liabilities. On the terms and subject to the conditions set forth herein, from and after the Closing, the 
Buyers shall assume and satisfy or perform all of the Liabilities of the Seller Parties that relate directly or indirectly to, in respect of; or 
otherwise arising from the ownership. use or operation of the Acquired Assets (collectively, the "Assumed Liabilities"), including, 
without limitation, the following Liabilities: 

(a) all Liabilities of the Seller Parties arising under the Assurned Contracts in accordance with the terms thereof 
(other thari Liabilities attributable to any failure by any of the Seller Parties prior to or on the Closing Date to cornply with 
the terms thereof); 

(b) all Liabilities relating to any Environrriental Law other than Retained Environmental Liabilities; and 

(c) all Liabilities in respect of Taxes attributable to the Acquired Assets for taxable periods, or portions thereof, 
beginning after the Closing Date (as prorated under Section 3.4(a)(i) for Taxes described therein), and all Liabilities for 
Transfer Taxes pursuant to Section 7.9(a); 

provided, however, that the Assumed Liabilities shall not include the Excluded Liabilities. 

2.4. Excluded Liabilities. Notwithstanding the provisions of Section 2.3, the Buyers shall not assume the following 
Liabilities (collectively, the "Excluded Liabilities"), which shall remain the exclusive responsibility of the Seller Parties or their 
Affiliates: 

(a) the Retained Envirorimental Liabilities; 

(b) any Liability of the Seller Parties or their Affiliates arid predecessors in respect of or otherwise arising from the 
Excluded Assets, except to the extent caused by the acts or orriissions of the Buyers or the Buyers' Representatives or by 
the Buyers' ownership, lease, maintenance or operation of the Acquired Assets; 

(c) any Liability of the Seller Parties or their Affiliates and predecessors arising from the execution, delivery or 
performance of this Agreement or any Ancillary Agreement or the transactions conternplated hereby or thereby; 



(d) any Liability of the Seller Parties or their Affiliates and predecessors under contracts or Leases which are not 
Assumed Contracts, except to the extent caused by the 



acts or omissions of the Buyer or the Buyers' Representatives or by the Buyers' ownership, lease, maintenance or operation of the 
Acquired Assets; 

(e) any Liability of the Seller Parties or their Affiliates arid predecessors for any fines or penalties imposed by a 
Governrnental Entity resulting from any (i) investigation or proceeding by a Governmental Entity pending on or prior to the 
Closing Date or (ii) acts or omissions of the Seller Parties or their Affiliates and predecessors on or prior to the Closing 
Date; 

(f) any Liability in respect of Taxes attributable to the Acquired Assets for taxable periods, or portions thereof, ending 
on or before the Closing Date (as prorated under Section 3.4(a)(i) for Taxes described therein), except for Transfer Taxes 
pursuant to Section i'.9(a); 

(g) any Liability of the Seller Parties or their Affiliates arising frorn the breach or default by the Seller Parties or their 
Affiliates, prior to the Closing Date, of any Assumed Contracts or any other contract, license, agreement or personal 
property lease entered into by any of the Seller Parties or their Affiliates with respect to the Purchased Assets; 

(h) any Liability of the Seller Parties or their Affiliates and predecessors relating to any cause of action pending, or 
threatened in writing, prior to the Closing Date against the Seller Parties or their Affiliates and predecessors or their 
assets; 

(i) any Liabilities relatirig to any matters identified on Schedule 2.4(il; and 

(i all Liabilities of the Seller Parties for Indebtedness incurred on or prior to the Closing. 

2.5. Procedures for Acquired Assets Not Transferable. If any consent required to transfer or assign any of' the 
Assumed Contracts, Permits, Environmental Permits or any other property or rights included in the Acquired Assets cannot be 
obtained prior to the Closing Date and the Closing occurs, or, if an attempted assignment thereof would be ineffective or would 
adversely affect the rights of any of the Seller Parties thereunder so that the Buyers would not in fact receive all such rights, this 
Agreement and the related instruments of transfer shall not constitute an assignment or transfer thereof and the Buyers shall not 
assume the Seller Parties' obligations with respect thereto. In the event any such consent is not obtained on or prior to the Closing 
Date. the Seller Parties shall continue to use Commercially Iieasonable Efforts to obtain any such consent after the Closing Date until 
such consent has been obtained. If such efforts are unsuccessful, the Seller Parties and the Buyers will cooperate to achieve a 
mutually agreeable arrangement under which the Buyers would obtain the benefits and assume the obligations from and after the 
Closing Date in accordance with this Agreement, including subcontracting, sublicensing or subleasing to the Buyers, or under which 
the Seller Parties would enfbrce for the benefit of the Buyers any and all rights of the Seller Parties against a third party thereto, in any 
case with the Buyers assuming the Seller Parties' obligations to the extent such obligations would have constituted an Assumed 
Liability if such assignment had occurred on the Closing Date. Each Seller will pay promptly to the Buyers when received all monies 
received by such Seller after the Closing Date under any such contracts for any claim or right or any benefit 



arising thereunder to the extent that the Buyers would be entitled thereto pursuant hereto. Nothing in  this Section 2.5 shall be deelnetl 
to (a) constitute an agreement to exclude from the Acquired Assets any assets described in Section 2.1 or (b) alter the rights or 
obligations ol the Buyers pursuant to Section 7.6 or Section 8.l(c). 

ARTICLE 111 
PURCHASE PRICE 

3.1. Purchase Price. Upon the terms and subject to the conditions set lorth in this Agreement, at the Closing, in  
exchange for the Acquired Assets, the Buyers shall pay to the Sellers an amount equal to One Hundred Million Dollars 
($100,000,000) (the "Purchase Price") and shall assume the Assulned L.iabilities. The parties acknowledge that the Final 
Extraordinary Capital Expenditures Amount, if any, shall be treated as a post-Closing adjustment to the Purchase Price. 

3.2. Possible Purchase Price Adjustment. 

(a) Before expending any f1Jnd.S for an Extraordinary Capital Expenditure, (i) the Seller Parties shall give the Buyers 
written notice of such proposed Extraordinary Capital Expenditure, including supplementary materials explaining the 
proposed Extraordinary Capital Expenditure and, if applicable, diagrams or technical drawings, and, if requested by the 
Buyers, reasonable supporting materials supporting the Seller Parties' conclusion that the Extraordinary Capital 
Expenditure is required by a change in Law or by any Governmental Entity or quasi regulatory agency, at least 10 
Business Days prior to the date of the proposed Extraordinary Capital Expenditure, (ii) the Sellers shall consider in good 
faith the Buyers' reasonable comments on the proposed Extraordinary Capital Expenditure, and (iii) the parties shall have 
attempted in good faith to agree on the appropriate response to the circumstance that requires the Extraordinary Capital 
Expenditure. The amount of Extraordinary Capital Expenditt~res, if any, to be included in the Capital Expenditures 
Statement and the Final Extraordinary Capital Expenditures Amount shall be reduced, in an amount to be mutually agreed 
upon by the parties in good faith, to account for the ownership and usage of any project or addition funded by an 
Extraordinary Capital Expenditure (including, if appropriate, the fair depreciation of such project or addition under United 
States generally accepted accounting principles ("GAAP") allocable to the period in which the Seller Parties owned the 
project) by the Seller Parties prior to the Closing Date. 

(b) In the event the Seller Parties have incurred an Extraordinary Capital Expenditure in accordance with 
Section 3.2(a), then within 30 days after the Closing, the Seller Parties will prepare and deliver to the Buyers a statement 
(the "Ca~ital Ex~enditures Statement") setting forth the Extraordinary Capital Expenditures, if any, including detailed 
supporting material. The Buyers agree to cooperate with the Seller Parties in connection with the preparation of the 
Capital Expenditures Statement and related information, and shall provide to the Seller Parties such books, records and 
information as may be reasonably requested from time to time. 



(c) During the 30-day period following the delivery by the Seller Parties of the Capital Expenditures Statement, the 
Buyers arid the Buyers' Representatives rriay review such statement. The Seller Parties agree to cooperate with the 
Buyers in such review and to provide the Buyers with the information used to prepare the Capital Expenditures Staternen" 
and any other related information as reasonably requested by the Buyers. The Buyers shall provide any comments or 
objections they have with respect to the Capital Expenditures Statement to the Seller Parties in writing within such 30-day 
period (the "Notice of Disaareement"). The Buyers and the Seller Parties shall attempt in good faith to resolve any 
differences and issues as set forth in the Notice of Disagreement. If no Notice of Disagreement is delivered or the matters 
set forth in the Notice of Disagreenierit are so resolved, then the Capital Expenditures Statement, as adjusted for any 
changes as are agreed upon by the Buyers and the Seller Parties, shall be final and biriding upon the Buyers and the 
Seller Parties and shall constitute the "Final Extraordinarv Cawital Exweriditures Amount." If the matters raised by the 
Buyers in the Notice of Disagreement cannot be resolved between the Buyers and the Seller Parties within 15 days 
following delivery by ttie Buyers of the Notice of Disagreement, the question or questioris in dispute shall be promptly 
submitted to ttie lndependent Accounting Firrn, which shall be instructed to determine and report to the parties, within 30 
days after receiving such submission, upon such remaining disputed amounts, and such report shall be final, binding and 
coriclusive on the parties hereto with respect to the amounts disputed. Any amount (i) rnutually agreed to in writing by the 
Seller Parties and the Buyers with respect to an amount that was disputed by the Buyers or (ii) finally determined by the 
lndependent Accounting Firm shall be the "Final Extraordinarv Ca~ i ta l  Exoenditures Amount." The fees arid 
disbursements of the Independent Accounting Firrn shall be borne equally by the Buyers and the Seller Parties. 
Notwithstanding any other provision of this Agreement, in no everit shall the Final Extraordinary Capital Expenditures 
Amount exceed $2,000,000. 

(d) Within five Business Days after the final determination of the Final Extraordinary Capital Expenditures Amount, if 
any, the Buyers shall pay to the Seller Parties an amount equal to the Final Extraordinary Capital Expenditures Amount. 
Any arnount paid under this Section 3.2(d) shall be paid with interest for the period commencing on the Closing Date 
through the date of payment, calculated at the YO-day U.S. treasury bill rate as published in The Wall Street Journal in the 
"Money Rates" section on the Closing Date, and in cash by federal or other wire transfer of imrriediately available funds to 
the bank account or accounts designated by the Seller Parties in writing. 

3.3. Allocation of Purchase Price. The Buyess and the Seller Parties shall use Commercially Reasonable Efforts to 
agree upon an allocation among the Acquired Assets of the portion of the Purchase Price set forth in Section 3.1, together with 
Assumed Liabilities, consistent with section 1060 of the Code and the treasury regulations thereunder within 180 days of the date of 
this Agreement but in no event less than 30 days prior to the Closing. Any post-Closing adjustments with respect to the Purchase 
Price for purchase price allocation purposes shall be jointly made and agreed to within 30 days following the determination of the 
Final Extraordinary Capital Expenditures Amount in a manner consistent with the allocation determined pursuant to this Section 3.3. 
In the event the parties are unable to agree upon such an allocation, then the matter shall be resolved in accordance with 
Section 7.9(f). Each of the Buyers and the Seller 



Parties agree to file IRS Form 8594, and all fedclal. state, local and foreign Tax Returns, in accordance with such agreed allocation. 
Each of the Buycrs and the Seller Parties shall rcpolt the transactions contemplated by this Agreement lor Tax purposes in a manner 
consistent with the allocatior~ determined pursuant to this Section 3.3. Each of the Buycrs anti the Seller Parties agrees to provide each 
other promptly with any other information reasonably required to complete Form 8594. Each of the Buyers and the Seller Parties shall 
notify each other in the evcnt of an examination, audit or other proceeding regarding the agreed upon allocation of the Purchase Price. 

3.4. Proration. 

(a) The Buyers and the Seller Parties agree that those items listed below, to the extent they relate to the Acquired 
Assets, will be prorated as of the Closing Date, with the Seller Parties liable to the extent such items relate to any time 
period through the Closing Date, and the Buyers liable to the extent such items relate to periods subsequent to the 
Closing Date: 

(i) any ad valorem taxes imposed on tangible or intangible property ("Pro~ertv Taxes") shall be prorated based on 
the number of days in such taxable period up to and including the Closing Date, and on the number of days in such 
taxable period after the Closing Date, provided that, for purposes of this Agreement, the taxable period of any Property 
Tax shall be the calendar year during which the statutory assessment date falls (for the avoidance of doubt, the items 
listed in this Section 3.4(a)(i) include, without limitation, any Property Taxes with respect to the taxable period including 
the Closing Date, and all prior taxable periods, for which the Seller Parties have not (A) received from the county treasurer 
a statement of current and delinquent taxes and special assessments, or (B) paid the amount shown as due on such 
statement); 

(ii) any permit, license, registration, or compliance assurance fees with respect to any Permit; 

(iii) sewer rents and charges for water, telephone, electricity and other utilities and similar charges of the Sellers; and 

(iv) any payment obligations for goods purchased or delivered, or services rendered, including rent under any Leases 
or leases of personal property that are Assumed Contracts by which either Seller is bound. 

(b) In connection with the prorations referred to in (a) above, in the event that actual figures are not available at the 
Closing Date, the proration shall be based upon the actual Taxes or fees for the preceding year (or appropriate period) for 
which actual Taxes or fees are available and such Taxes or fees shall be reprorated upon request of either the Seller 
Parties or the Buyers made within 30 days of the date that the actual amounts become available. The Buyers shall 
cooperate with the Seller Parties in the prosecution of tax proceedings which have not been completed by the Closing 
Date. The Seller Parties and the Buyers agree to furnish each other with such doci~ments and other records as may be 
reasonably requested in order to confirm all adjustment and proration calculations made pursuant to this Section 3.4. 



ARTICLE IV 
THE CLOSING 

4.1. 'rime and Place of Closing. Upon the terms and sub.ject to the satisfaction of the conditions contained in 
Article VIII of this Agreement, the closing of the purchase and sale of the Acquired Assets contemplated by this Agreement (the 
"Closina") will take placeat Skadden, Arps, Slate, Meagher & Floin LLP, 1440 New York Avenue, N.W., Washington, D.C., at 
10:OO A.M. (local time) on such date as the parties may agree, which date is as soon as practicable, but no later than five Business 
Days fbllowing the date on which all of'the conditions contained in Article VIII have been satisfied or waived (except fbr those 
conditions which by their nature can only be satisfied at the Closing); or at such other place or time as the parties may agree. The date 
and time at which the Closing actually occurs is hereinafter referred to as the "Closine Date." 

4.2. Payment of Purchase Price. The Buyers shall pay to the Sellers at the Closing an amount in United Statcs dollars 
in the agglegate equal to the Purchase Price, by wire transfer of immediately available funds to the bank account or accounts 
designated by the Sellers, in writing, on or prior to the 2nd Business Day immediately preceding the Closing Date. 

4.3. Deliveries by the Sellers. At the Closing. the Sellel Parties will deliver the following to the Buyers: 

(a) the Deeds; 

(b) the Bill of Sale, duly executed by the applicable Seller Parties; 

(c) the Assignment and Assumption Agreement, duly executed by the applicable Seller Parties, in recordable formi if 
necessary; 

(d) each other Ancillary Agreement required to be delivered under this Agreement, duly executed by the applicable 
Seller Parties; 

(e) the FIRPTA Affidavit, duly executed by AESC; 

(0 certificates of title for the vehicles and boats which are part of the Acquired Assets, duly executed by the 
applicable Seller Parties; 

(g) all attornment agreerrients, notices and other docurnents and instrurnents required for the assignment or other 
transfer of any of the Assumed Contracts from the applicable Seller Parties to the Buyers, duly executed by the applicable 
Seller Parties and, in the case of any leases, upon the reasonable request of the Buyers, in recordable form; 

(h) Uniform Commercial Code and other Encumbrance searches with respect to the Acquired Assets, and such duly 
executed UCC-3 Termination or Partial Release Statements and other releases as may be required to convey the 
Acquired Assets free arid clear of all Erlcurnbrances (except for Permitted Encumbrances) in accordance with this 
Agreement; 



(i copies of all consents, waivers or approvals obtained by the Sellers with respect to the transfer of the Acqi~ired 
Assets or the consummation of the transactions 



contemplated by this Agreement and thc Ancillary Agreements, to the extent required under this Ag~cement or the Ancillary 
Agreements: 

(.i 1 all of the books, records and other materials of the Sellers set forth in Section 2.1 (b)(v); 

(k) a certificate frorn an authorized officer of each of the Seller Parties in accordance with Section 8.2(e); 

(1) any aniounts for which the Seller Parties are liable pursuant to Section 3.4; 

(m) any disclosure document required to be delivered in accordance with the Indiana Resporisible Transfer Property 
Law (Ind. Code 5 13-251 -3-1 et sea.); 

(n) an ALTA (Form B-1992) Owner Policy of Title Insurance, with an endorsement providing "extended coverage" 
over the standard exceptions contained in such form of Owner Policy of Title lnsurance and such other endorserrients as 
are reasonably requested by the Buyers (the "Title Policy"), issued by Chicago Title Insurance Corripany (the "Title 
Cornuanv"), in the amount of $1 00,000,000, and insuring that (i) good and marketable title to the Owned Real Property 
arid (ii) valid easernent interests in the Other Real Property Interests are vested in the Buyers, subject to no exceptions to 
title other thari'the Permitted Encumbrances; 

(0) a survey of the Site (the "Survev") prepared by a surveyor licensed in the State of Indiana, (i) certified to the Selle 
Parties, the Buyers and the Title Company in accordance with a forrri of certification which is reasonably acceptable to the 
Buyers, such certificatiori to include a statement that the survey has been prepared in accordance with "Minimum 
Standard Detail Requirenierits for ALTAIACSM L.arid Title Surveys" jointly adopted by ALTA, ACSM and NSPS in 1999 
and including Items 1, 4, 6, 7(a), 7(b)(l), 7(c), 8-10, 11 (b) and 13-16, (ii) showing no gaps, gores, encroachments or 
other rriatters which are not Permitted Encumbrances, (iii) showing that the easements created by (A) that certain 
Easerrierit Agreement, dated March 10, 2000, between West Fork Land Developrnent Company, L.L.C. and Larry B. 
Murray and (B) that certain Easement Agreement, dated March 10,2000, between West Fork Larid Developmerit 
Company, L.L.C. and Charles L. Murray and Barbara Nell Murray, coristitute a continuous easerrierit corridor between the 
fee parcels owned by Wheatland LLC and the fee parcels owned by Lake LLC arid (iv) plotting the locatiori of the water 
pipeline, gas trarisrnission pipeline and electrical transmission poles and lines serving the Wheatland Facility and 
confirming that such pipelines, poles and lines lie wholly withiri the Owned Real Property or the Other Real Property 
Interests; and 

(p) such real estate transfer declarations, disclosures or forms arid such other documents, instruments or 
agreements, if any, as shall have been reasoriably requested by the Title Company in order to issue the Title Policy to the 
Buyers and to consummate the Closing. 

4.4. Deliveries by the Buyers. At the Closing, the Buyers will deliver the following to the Seller Parties: 

(a) the Purchase Price by wire transfer of immediately available funds, together with any amounts for which the 
Buyers are liable pursuant to Section 3.4; 



(b) the Assignment and Assumption Agreement, duly executed by the Buyers and in recordable form if necessary; 

(c) each other Ancillary Agreement required to be delivered under this Agreement, duly executed by the Buyers as 
applicable; 

(d) a certificate from an authorized officer of each of the Buyers referred to in Section 8.3(d); and 

(e) such other agreements, documents, instruments and writings as are required to be delivered by the Buyers at or 
prior to the Closing Date pursuant to this Agreement or otherwise required in connection herewith. 

ARTICLE V 
REPRESENTATIONS AND WARRANTIES OF THE SELLER PARTIES 

The Seller Partiesjointly and severally represent and warrant to the Buyers, except as set forth on the corresponding sections 
ofthc Seller Parties' Schedules. as follows: 

5.1. Organization; Qualification. Each ol the Seller Parties is a limited liability company duly organized, validly 
existing and in good standing under the laws of the State of Delaware. Each of the Sellers has all requisite limited liability company 
power and authority to own, lease and operate its respective properties and to carry out its respective business as is now being 
conducted, and is duly qualified and in good standing to do business in each jurisdiction in which the nature ot its business or the 
ownership or leasing of its assets and properties makes such qualification necessary (including Indiana, as applicable). except where 
the failure to have such power and authority, or to be so qualified or in good standing, would not, individually or in the aggregate. be 
reasonably likely to have a Material Adverse Effect. The Sellers have made available to the Buyers complete and correct copies of the 
Sellers' respective Certificates of Formation and Limited L,iability Company Agreements, each as currently in effect. 

5.2. Authority Relative to this Agreement. Each of the Seller Parties has full limited liability company power and 
authority to exdcute and deliver this Agreement and, as of the Closing, will have full limitcd liability company power and authority to 
cxecute and deliver the Ancillary Agreements, as applicable, and to consummate the transactions contemplated hereby and thercby. 
The execution and delivery of this Agreement and the consummation of the transactions contemplated hereby have been, and, as of the 
Closing, the execution and delivery of the Ancillary Agreements and the consummati on of the transactions contemplated thercby will 
have been, duly and validly authorized by the Boards of Managers of each of the Seller Parties, and no other limited liability company 
proceedings on the part of the Seller Parties are necessary to authorize this Agreement or, as of the Closing, the Ancillary Agreements, 
as applicable, or to consummate the transactions contemplated hereby and thereby. This Agreement has been, and, as of the Closing, 
the Ancillary Agreements, as applicable, will be, duly and validly executed and delivered by the Seller Parties, as applicable. 
Assuming that this Agreement and, as of the Closing, the Ancillary Agreements constitute valid and binding agreements of the 
respective Buyers, subject to receipt of the Sellers Required Regulatory Approvals and the Buyers Regulatory Required Approvals, 
this Agrcement constitutes, and the Ancillary Agreements will 



constitute, valid and binding agreements of the Seller Parties, enforceable against the Seller Parties in accordance with their respective 
terms, subject to bankruptcy, insolvency, fraudulent transfer, reorganization, ~noratorium and similar laws of general applicability 
relating to or. affecting creditors' rights and to general equity principles (the "Bankruntcv and Eouitv Excention"). 

5.3. Capitalization and Other Matters. AESC owns. beneficially and of record, all ofthe issued and outstanding 
limited liability company interests in the Sellers, free and clear of  all Encumbrances, other than Encumbrances pursuant to the 
Existing Debt Documents. Neither of the Sellers has any equity or other investment interest in any other Person. 

5.4. Consents and Approvals; No Violation. 

(a) Other thari obtaining the Sellers Required Regulatory Approvals and the Buyers Required Regulatory Approvals, 
and except as set forth on Schedule 5.4(al, neither the execution and delivery of this Agreernerit and, on the Closing 
Date, the Ancillary Agreements, as applicable, by the Seller Parties nor the sale by the Sellers of the Acquired Assets 
pursuant to this Agreement or performance by the Seller Parties under this Agreement or the Ancillary Agreements, as 
applicable, will (i) conflict with or result in any breach of ariy provision of the respective Certificates of Formation or Limited 
Liability Company Agreements of the Seller Parties; (ii) require any consent, approval, authorization or permit of, or filing 
with or notification to, any Governrnerital Entity, except (A) where the failure to obtain such consent, approval, 
authorizatiori or permit, or to make such filing or notification, would not, individually or in the aggregate, be reasonably 
likely to have a Material Adverse Effect or (B) for those requirements which become applicable to the Sellers as a result of 
the specific regulatory status of the Buyers (or any of their Affiliates) or as a result of any other facts that specifically relate 
to the business or the activities in which either of the Buyers (or any of their Affiliates) is or proposes to be engaged; 
(iii) require any consent, approval or notice, or result in a default (with or without notice or lapse of time or both) (or give 
rise to any right of termination, caricellation or acceleration), under any of the terms, conditions or provisions of any note, 
bond, mortgage, indenture, license, agreement or other instrumerit or obligatiori to which any of the Seller Parties is a 
party, other thari the Existing Debt Documents, or by which any of the Seller Parties may be bound, except for such 
defaults (or rights of termination, cancellation or acceleration) as to which requisite waivers or coriserits have beer1 
obtained or which would not, individually or in the aggregate, be reasoriably likely to have a Material Adverse Effect; or 
(iv) violate any Law or Perrnit applicable to any of the Seller Parties, or their respective assets, which violation would, 
individually or in the aggregate, be reasonably likely to have a Material Adverse Effect; and without limiting the generality 
of ttie foregoing, the transactions coritemplated by this Agreement comply with the provisions of the Existing Debt 
Documents and the Seller Parties have obtained the board approval and the appraisal required urider 
Section 5.02(e)(v) of the Credit Agreement. 

(b) Except for (i) any filings or approvals required under the Federal Power Act, (ii) the filings by the Seller Parties 
required by the HSR Act and the expiration or earlier termination of all waiting periods urider ttie HSR Act, and (iii) the 
required approvals from the Indiana Utility Regulatory Comrnission (the "IURC") (the filings arid approvals referred to in 
clauses (i) through (iii) are collectively referred to as the "Sellers Reauired Reaulatory Approvals"), no declaration, filing or 
registration with, or notice to, or authorizatiori, consent or 



approval of any Governmental Entity is necessary for the consumlnation by the Seller Parties of the transactions contemplated hereby 
or by the Ancillary Agreements, other than such declarations, filings, registrations, notices, authorizations, consents or approvals 
which, if not obtained or made, would not, individually or in the aggregate, be reasonably likely to have a Material Adverse Effect. 

5.5. Reports. Except as set forth in Schedule 5.5, since January I, 2004, each of thc Seller Parties has filed or caused to 
be timely filed with the SEC (limited to filings on Form 10-K and Form 10-Q, and any amendments thereof, with respect to filings 
under the Exchange Act) and the Federal Energy Regulatory Commission (the "FERC"), as the case may be, all material forms, 
stalernents. reports and documents (including all exhibits, amend~nents and supplements required to be filed by them) with respect to 
the business and operations of the Sellers under each of the Federal Power Act and the Holding Company Act and the respective 
rules and regulations thereunder, all of which complied in all material tespecls with all applicable requirements ol the appropriate act 
and the rules and regulations thereunder in effect on the date each such report was filed, and there are no material misstatements or 
omissions in respcct of such reports. 

5.6. Absence of Certain Changes or Events; No Undisclosed Liabilities. 

(a) Except as disclosed in Schedule 5.61a), since December 31, 2004, each of the Sellers has conducted its business 
only in the ordinary course of business consistent with past practice and Good Utility Practice and there has not been: 
(i) any Material Adverse Effect; (ii) any damage, destruction or casualty loss with respect to the Acquired Assets, whether 
covered by insurance or not, which would, individually or in the aggregate, be reasonably likely to have a Material Adverse 
Effect; (iii) any entry into any agreement, commitment or transaction (including, without limitation, any Indebtedness, 
capital expenditure or capital financing) by any of the Seller Parties, which is material to the business or operations of the 
Sellers; (iv) any change in financial or Tax accounting methods, principles or practices, of the Sellers, or with respect to 
any of the Acquired Assets, except as required under GAAP; (v) any election, revocation, or amendment of any Tax 
election of the Sellers or with respect to any of the Acquired Assets; (vi) any filing of any amended Tax Return of the 
"sellers or with respect to any of the Acquired Assets; (vii) an entry into any closing agreement affecting any Tax liability or 
iefund of the Sellers or with respect to any of the Acquired Assets; or (viii) a settlement or compromise of any Tax liability 
or refund of the Sellers or with respect to any of the Acquired Assets. 

(b) There are no Liabilities of the Seller Parties relating to the Wheatland Facility or the Site of a nature that woiild be 
required to be accrued in accordance with GAAP on a balance sheet of any Seller Party if such Seller Party had prepared 
such a balance sheet. 

5.7. Indebtedness of the Sellers. Except for Indebtedness pursuant to the Existing Debt Documents, neither Seller has 
any Indebtedness. 

5.8. Real Property and Related Matters. 

(a) Except as set forth in Schedule 5.8(a) and except for Permitted Encumbrances, (i) Wheatland LLC holds 
(A) good, valid and marketable title in fee simple to 



each parcel included in the Wheatland Owned Real Property and (B) a valid perpetual easement to each parcel subject to the Other 
Real Property Interests that are appurtenant to the Wheatland Owned Real Property and (ii) Lake LLC holds (A) good, valid and 
marketable title in l e  simple to each parcel included in the Lake Owned Real Property and (B) a valid perpetual easement to each 
parcel suk).ject to the Other Real Property Interests that are appurtenant to the Lake Owned Real Property. The Other Real Property 
Interests are in full force and effect. The Owned Real Property is the only real property owned by the Sellers, and the Other Real 
Property Interests constitute all easements, rights-of-way or other rights of the Sellers to use real property owned by 
Persons other than the Sellers. The Site is the only real property rlecessary for the use and operation of the Wheatland 
Facility as curreritly used and operated. No other Person has, directly or indirectly, any interest in the Site (whether legal 
or equitable), except for Permitted Encumbrances, and no other Person has any contract, option, right of first refusal or 
other agreerrierlt to purchase the Site or any part thereof. 

(b) To the Seller Parties' Knowledge, each of the Wheatlarid Owned Real Property and the Lake Owned Real 
Property is an independent property that does not rely on any facilities, Improvements or easements (other than public 
facilities arid public roads) located on any property other than the Site to fulfill any requirement of any Governmental 
Entity, for the furnishing to the Wheatland Owned Real Property or the Lake Owned Real Property of any access, 
essential building systems or utilities or for the use or operation of the Wheatland Facility. 

( c )  Each of the Wheatland Owned Real Property and the Lake Owned Real Property is a separate real estate tax 
parcel, separate and apart from any property other than the Owned Real Property. The Seller Parties have not received 
any notice of any real property special tax assessrrients or reassessment of the Site. There are no uripaid charges, debts, 
Liabilities or claims arising from the construction, occupancy, use or operation of the Site which could give rise to any 
mechanic's or materialrnari's or other statutory lien against the Site other than charges incurred in the ordinary course of 
business and which shall be timely paid. 

(d) To the Seller Parties' Knowledge, true and accurate copies of the existing owner's title irisurarice policy with ' 

respect to the Site issued to Wheatland LLC and Lake LLC and the lender's title insurance policy issued to Citibarik, N.A:, 
as Collateral Agent, are attached hereto as Schedule 5.8(dl. 

(e) There are no tax proceedings pending in respect of the Site. 

(0 Schedule 5.8(f) describes all of the leases, licenses and occupancy agreements affecting the Site and to which 
either of the Seller Parties is a party, whether as lessor or lessee (the "Leases"). No third party has any occupancy or use 
rights with respect to the Owned Real Property except pursuant to the Leases. All Leases are in full force and effect. All 
material obligations of the Seller Parties under the Leases and, to the Seller Parties' Knowledge, all material obligations of 
the other parties to the Leases under such Leases, in each case, to be performed through the date hereof have beer1 
perforrned in full. The Seller Parties have not received any notice of default by either of the Sellers under any of the 
Leases. 



(g) There are no surface conditions, and to the Seller Parties' Knowledge, there are no subsixface conditions, upon 
the Site which constitute, or which with the passing of time may constitute, a public nuisance. To the Seller Parties' 
Knowledge, the Site does not contain any archeological artifacts, human remains or other historical or archeological 
materials which are regulated under any Laws. 

(h) To the Seller Parties' Knowledge, there are no public improvements pending, contemplated or proposed relating 
to the Site. None of the Seller Parties have commenced any improvements upon the Owned Real Property, nor to the 
Seller Parties' Knowledge, are any such improvements contemplated or proposed to be commenced upon the Owned 
Real Property. 

(i) The Site is sewed by public electric, telephone and utility services which are made available to the Site from 
public utility easements, appurtenant insured easements or public rights-of-way. All such utilities are adequate and have 
sufficient capacity for operation and use of the Wheatland Facility as currently operated and l ~ ~ e d  and for compliance with 
the Assumed Contracts. 

(i > (i) The obligations of the Sellers with regard to all applicable covenants, easements and restrictions affecting the 
Site have been and are being performed in a proper and timely manner by the Sellers, except for such matters which 
would not, individually or in the aggregate, be reasonably likely to have a Material Adverse Effect, (ii) the Sellers are not 
currently in default under any agreement, order, judgment or decree relating to the Site, and no conditions or 
circumstances exist which, with the giving of notice or passage of time, would constitute a default or breach with respect 
to any such agreement, order, judgment or decree, except for such default or breach which would not, individually or in 
the aggregate, be reasonably likely to have a Material Adverse Effect, (iii) the Sellers have received no notice of, and are 
not otherwise aware of, any claims, causes of action, lawsuits or legal proceedings pending or threatened regarding the 
ownership, use or possession of the Site including, without limitation, condemnation or similar proceedings and (iv) the 
Sellers have received no notice of any violation of any zoning, subdivision, platting, building, fire, insurance, safety, health, 
anvironmental or other applicable laws, ordinances or regulations (whether related to the Site or the occupancy thereof). 

(k) The Wheatland Facility is located entirely on the Owned Real Property (other than improvements required to 
connect the Wheatland Facility with the electric transmission grid, natural gas pipelines and water reserves, which are 
properly located on real property si~bject to the Other Real Property Interests). 

5.9. Insurance. All material policies of fire, liability, worker's compensation and other lorms of insurance owned or 
held by the Seller Parties or their Affiliates that insure any of the Acquired Assets are in full force and effect, subject to the terms of 
each policy, all premiums with respect thereto have been paid (other than retroactive premiums which may be payable with respect to 
comprehensive general liability and worker's compensation insurance policies), and no notice of cancellation or termination has beell 
received with respect to any such policy which was not replaced on substantially similar terms prior to the date of such cancellation 
During the past 12 months, the Seller Parties or their Affiliates have not been refused any insurance with 



respcct to the Acquired Assets nor has such coverage been limited by any insurance carrier to which Seller Parties or their Affiliates 
has applied for any such insurance or with which it has carried insurance. 

, 

5.10. Environmental Matters. 

(a) Except as set forth in Schedule 5.1 0(al, arid except for such matters that would not, individually or in the 
aggregate, be reasonably likely to have a Material Adverse Effect: 

(i) The Sellers have obtained all permits, licenses, registrations, exemptions and other authorizations which are 
required under the Environrnerital Laws for the ownership, use and operation of the Wheatland Facility and the Owned 
Real Property as presently operated ("Envirorimental Permits"). All such Envirorimental Permits are in effect, arid, to the 
Seller Parties' Knowledge, no appeal or any other action is pending to revoke any such Environrriental Permits. Ttie 
Sellers have filed (or will have filed by the Closing Date) all applications necessary to renew any necessary Environmerital 
Perrriits in a tirnely fashion. 

(ii) The Sellers have been and are in compliance with applicable Environmental Laws and Environmental Permits. 
To the Seller Parties' Knowledge, predecessor owners and operators of the Wheatland Facility and the Owned Real 
Property were in compliance with applicable Envirorirriental Laws and Environmental Permits. 

(iii) Ttie Sellers have made available to the Buyers complete copies of all the environmental studies on the 
Wheatland Facility or the Owned Real Property in their possession, including, without limitation, environmental audit 
reports and Phase I or Phase II envirorimental assessments, if any. 

(iv) There is no civil, criminal or administrative action, suit, demand, claim, hearing, notice of violation, investigation, 
proceeding, riotice or demand letter existing or pending that has not been resolved with no further obligations on the part 
of the Sellers or, to the Seller Parties' Knowledge, threatened, relating to the Wheatland Facility or the Site pursuant to 
any Environmental Laws or relating Hazardous Substances, including, without limitation, claims for personal or bodily 
injury with respect to exposure to Hazardous Substances. 

(v) The Sellers have not, and, to the Seller Parties' Knowledge, no other Person has Released any Hazardous 
Substances on, beneath or adjacent to the Site, except for Releases of Hazardous Substances that are not likely to result 
in a claim against the Sellers. To the Seller Parties' Knowledge, there are no Hazardous Substances present on, beneath 
or adjacerit to the Site, except for such Hazardous Substances that are not likely to result in a claini against the Sellers. 

(vi) To the Seller Parties' Knowledge, no Release or Response Action has occurred at the Site that could reasoriably 
be expected to result in the assertion or creation of an Encumbrance on the Site by any Governmental Entity with respect 
thereto, nor has 



any such assertion of an Encumbrance been made by any Governmental Entity with respect thereto. 

(vii) Neither of the Sellers has entered into or agreed to any outstanding consent decree or order, or is subject to any 
outstanding judgment, judicial or administrative decree or judicial or administrative order relating to compliance with any 
Environmental Law or to Response Actions to address a Release or threatened Release of Hazardous Substances under 
any Environmental Law. 

(b) The Seller Parties have listed the current Environmental Permits in Schedule 5.10fb1, and have made available to 
the Buyers a complete copy of each Environmental Permit. 

(c) Schedule 5.10lc) lists all Emission Allowances for 2005 and futr~re years that have been (i) issued or allocated by 
the U.S. Environmental Protection Agency or the Indiana Department of Environmental Management specifically for the 
Wheatland Facility or (ii) purchased by the Sellers specifically for the Wheatland Facility on or before the date hereof. 

(d) The representations and warranties made in this Section 5.1 0 are the exclusive representations and warranties of 
the Seller Parties relating to Environmental Laws, Environmental Permits or other environmental matters, and no other 
provision of this Agreement shall be deemed to constitute, directly or indirectly, a representation or warranty with respect 
to such matters. 

5.11. Labor and Employment Matters. With respect to the business or operations of the Sellers, except for such matiers 
that would not, individually or in the aggregate. be reasonably likely to have a Material Adverse Effect: (a) each of the Seller Parties 
1s in compliance with all applicable Laws respecting employment and employment practices, terms and conditions of employment, 
health and safety, and wages and hours; (b) none of the Seller Parties has received notice of any charge or complaint against it pending 
before the Equal Employment Opportunity Commission, the National Labor Relations Board or any other Governmental Entity 
regarding an unlawful employment practice; (c) there is no labor strike, slowdown or work stoppage actually pending or, to the Seller 
Parties' Knowledge, threatened against or affecting the Seller Parties and none of the Seller Parties has experienced any strike, 
slowdown or work stoppage in the past 5 years; (d) none of the Seller Parties has received notice that any representation petition 
respecting the employees of the Seller Parties has been filed with the National Labor Relations Board, no union claims to represent 
any of the employees of the Seller Parties, and there has been no labor union, prior to the date hereof, organizing or attempting to 
organize any employees of the Seller Parties into one or more collective bargaining units; (e) there are no complaints, lawsuits. 
arbitrations or other proceedings pending or, to the Seller Parties' Knowledge, threatened by or on behalf of any present or former 
employee of the Seller Parties arising out of or relating in any way to any present or former employee's hiring by, employment with or 
separation from the Seller Parties, specifically including, without limitation, any claim for breach of any express or implied contract of 
employment, wrongful termination or infliction of emotional distress, or any claim under any applicable Law respecting employment, 
employment practices, terms and conditions of employment, health and safety, and wages and hours; and (f) to the Seller Parties' 
Knowledge, no Sellers' Employee, during the course of and 



as part of his or her employment with the Sellers or their Affiliates, has been exposed to Hazardous Substances exceeding permissible 
exposure limits established by applicable Law. Schedule 5.1 1 lists the three employees of the Seller. Parties or their Affiliates who 
p~ovide services on a full time basis for the Wheatland Facility as of the date hereof (collectively, the "Sellers' Emplovees'?) and 

i 
identifies the employer of each such Selless' Employee. 

5.12. ERISA; Employee Benefit Plans. 

(a) Schedule 5.1 2(a\ lists all deferred corripensation, incentive compensation, bonus, vacation, equity compensation 
and equity based or ownership plans, policies, programs, agreements arid arrangements, all other "employee benefit 
plaris," within the meaning of section 3(3) of ERlSA and all employment, retention, consulting, change in control, 
termination or severance agreements, prograrris, plans, policies or arrangements, covering the Sellers' Employees, 
including such policies of any Person that is considered a single ernployer with any of the Seller Parties under 
section 4001 of ERlSA or section 414 of the Code (each, an "ERISA Affiliate") (collectively, the "Benefit Plans"). True and 
complete copies of all Benefit Plans (or if ttie Beriefit Plari is not a written plan, a description thereof), ariy related trust or 
other funding vehicle, the latest version of any reports or surrirnaries required under ERlSA or the Code including, without 
limitation, summary plan descriptions and summary material rnodificatioris, a copy of the three most recent annual reports 
and actuarial reports, to the extent required by ERlSA or the Code, and the most recent deterrnination letter received from 
the Interrial Revenue Service (the "m) with respect to each Benefit Plan intended to qualify under section 401 of the 
Code have been provided or made available to the Buyers. The Sellers have had no eniployees and do not sponsor, 
maintain or contribute to Benefit Plans on behalf of the Sellers' Employees. 

(b) All Benefit Plans that are subject to ERISA, other than "multiemployer plans" within the meaning of sections 3(37) 
or 4001 (a)(3) of ERISA, are in compliance with their terms, and in rriaterial cornpliance with all applicable Laws, including, 
without limitation, the Code and ERISA. Each Benefit Plan interided to be qualified within the meaning of 
sectiori 401 (a) of the Code has received a current favorable IRS determination letter with respect to such qualifications. 
None of the Seller Parties or, to ttie Seller Parties' Knowledge, any ERISA Affiliate has erigayed in a transaction with 
respect to any Beriefit Plari that could subject any of the Seller Parties to a tax or penalty irriposed by either sections 4975 
or 4976 of the Code or section 409 or 502(i) of ERlSA in an amount that would be material. 

(c) There has been no amendment to, or announcement or other corrimunication by the Seller Parties or, to the 
Seller Parties' Knowledge, any ERlSA Affiliate regarding any change in employee participation or coverage under, any 
Benefit Plari which would increase materially the benefits provided to the Sellers' Erriployees under such plan above the 
level of the benefits provided thereunder for the most recent fiscal year. Neither the execution of this Agreement nor the 
consummation of any of the transactions contemplated hereby or the termination of employment after the date hereof will 
entitle any Sellers' Erriployees to severance pay or other payments (but not including any payrrients made pursuant to any 
tax-qualified retirerrient plan), ariy increase in severance pay or other payments, or ariy acceleration of vesting of any 
payment or benefit, or would result in any funding of any payment or benefit by the Seller Parties. 



(4 Neither the Seller Parties nor any ERISA Affiliate (i) has failed to fulfill its obligations under the minimum 
funding requirements of section 302 of ERISA, to the extent applicable; or ( i i )  has any actual or potential withdrawal liability resulting 
lrom a complete or partial withdrawal (as defined in sections 4203 and 4205 of ERISA) from any multiemployer plan (as defined in  
mtions 3(37) and 4001 (a)(?) 01 ERISA). No Liability under Title IV of ERISA has been incurred by the Seller Parties or any ERISA 
Affiliate that has not been satisfied in full as of the date of this Agreement. No event has occurred in connection with any of the 
employee benefit plan of the Seller Parties or any ERISA Afliliate that has, will or may result in  any L,iability for which any transferee 
of assets of the Sellers may be responsible, whether by operation of Law, by contract or otherwise. The transactions contemplated by 
this Agrcement will not, either alone or i n  combination with any other event or events, cause the Buyers to incur any Liabilities under 
Title IV of ERISA 01 section 4980B ol the Code. 

(e) To the Seller Parties' Knowledge, none of the Seller Parties nor any ERISA Affiliate has used the services 
of workers provided by third party contract labor suppliers, temporary employees, "leased employees" (as that term is defined in 
section 414(n) of thc Code), or independent contractors to an extent that would reasonably be expected to result in the disqualification 
of any of the Benefit Plans or the imposition of penalties or excise taxes with respect to the Benefit Plans by the IRS, the Department 
of L.abol, or the Pension Benefit Guaranty Corporation. 

( f) Except as set forth in Schedule 5.12(Q, there are no pending or threatened claims by or on behalf of any 
Benefit Plan, by any employee, beneficiary or alternate payee against any such Benefit Plan, or otherwise involving any such Benefit 
Plan (other than routine claims for benefits) against the Seller Parties or any ERISA Affiliate. 

5.13. Contracts. 

(a) Schedule 5.13(a) lists the following agreements and contracts to which any of the Seller Parties (limited in 
[he case of AESC, to the extent such agreements or contracts are included in the definition of AESC Transferred Assets) is a party or 
by which either of the Sellers or the Wheatland Facility is bound (the "Material Contracts"): 

(i) gas pipeline interconnection agreements, gas supply agreements, gas purchase and sale agreements, and 
gas transportation agreements; 

(ii) power purchase agreements, electricity transmission agreements, and electricity interconnection 
agreements; 

(iii) swap, exchange, commodity option or hedging agreements; 

(iv) material operating and maintenance agreements; 

(v) material equipment lease, purchase and sale contracts; 

(vi) any contract (i) requiring known or liquidated expenditures or payments by any of the Seller Parties in 
excess of $100,000 in any calendar year or (ii) that cannot 



be terminated without penalty by the Scller Party that is a party to such contract upon 90 days' notice or less; 

(vii) any pending sale 01 lcase of real property of either Seller or any pending sale or lease of personal property 
of either Seller (other than sales of electric energy in the ordinary course of business) in excess of $100,000; 

(viii) any contlact that contains a covenant not to compete applicable to any Seller Party; 

(ix) any other agreement material to either Seller. the Acquired Assets or the Wheatland Facility; and 

(x) any amendment relating to any ofthe foregoing. 

(b) The Seller Parties have provided or made available to the Buyers true, correct and complete copies of all 
the Material Contracts. 

(c) Each of the Material Contracts (i) constitutes a valid and binding obligation of the respective Seller Parties 
and, to the Seller Parties' Knowledge, constitutes a valid and binding obligation of the other parties thereto, (ii) is in full force and 
effect, and (iii) except as set forth in Schedule 5.13(c), may be transferred to the Buyers pursuant to this Agreement, without the . 
consent of, or notice to, any third party. 

(d) No Seller Party and, to the Seller Parties' Knowledge, no other party to any of the Material Contracts, is in 
breach or default under. and, to the Seller Parties' Knowledge, no event has occurred that, with notice or lapse of time, would 
constitute a breach or default or permit termination, modification or acceleration of, any of the Material Contracts, except for such 
breaches, defaults or events as to which requisite waivers have been, or prior to the Closing will have been, obtained or that would not, 
individually or in the aggregate, be reasonably likely to have a Material Adverse Effect. 

5.14. Legal Proceedings. Since December 31,2004, there have been no claims, actions, proceedings or investigations 
pending or, to the Seller Parties' Knowledge. threatened in writing against any Seller before any Governmental Entity, which 
(a) involve in the aggregate an amount greater than $100,000 or (b) if adversely determined would, individually or in the aggregate, be 
reasonably likely to have a Material Adverse Effect. Neither the Sellers, the Acquired Assets nor the Assumed Liabilities are subject 
to any outstanding judgments, rules, orders, writs, injunctions or decrees of any Governmental Authority relating specifically to the 
Sellers, the Acquired Assets or the Assumed Liabilities that would, individually or in the aggregate, be reasonably likely to have a 
Material Adverse Effect. 

5.15. Compliance with Permits and Laws. 

(a) Each of the Sellers has all material permits, subdivision approvals, variances, licenses, franchises and other 
governmental authorizations, consents and approvals (other than with respect to Environmental Laws which are addressed in 
Section 5.10) (collectively, "Permits") necessary to operate its respective businesses as presently conducted. 



Except as set forth in Schedule 5.15(al, no Seller has received any notification that it or the Site is in material violation of any Permits 
or Laws applicable to it or the Acquired Assets. Each Seller and the Site is in material compliance with all Permits and Laws 
applicable to it or the Acquired Assets. 

(b) Schedule 5.1 5(b) lists all Permits obtained by the Sellers in  connection with the ownership or operation of 
the Wheatland Facil i t~~ and the Sitc and all consent orders to which any Seller is subject. The Seller Parties have provided or made 
available to the Buyers true, correct and complete copies of' all Permits and consent orders. All such Permits havc become final and 
nonappealable and. except as would, individually or in the aggregate. be reasonably likely to have a Material Adverse Effect, are valid 
and in full force and effect. 

5.16. Regulation; Sole Purpose. 

( 4  Wheatland L,L,C is an "exempt wholesale generator" as defined by the Holding Company Act and is 
authorized by the FERC to sell electric energy at marlcet-based rates pursuant to an approved rate schedule on file with the FERC. 
The Wheatland Facility is an "eligible facility" as defined in the Holding Company Act. Neither Seller is subject to regulation as a 
public utility, public service company or an electric company or similar entity subject to regulation by a Governmental Authority. 

(b) Wheatland L.LC has not conducled, and is not conducting, any business or operations, other than the 
development. construction, ownership, operation and maintenance of the Wheatland Facility, including the generation and sale of 
electric energy at wholesale from the Wheatland Facility, and the ownership of the Wheatland Owned Real Property. 

5.17. Tax Matters. 

(a) Except as set forth in Schedule 5.1 7, (i) all material Tax Returns required to be filed on or before the 
Closing Date, by or with respect to any Seller or any of the Acquired Assets, have been or will be timely filed on or before the Closing 
Date in all jurisdictions in which such Tax Returns are required to be filed; (ii) such Tax Returns are or will be true, correct, and 
complete in all material respects; and (iii) all Taxes shown to be due on such Tax Returns have been or will be timely paid in full. 

(b) No statute of limitations of any jurisdiction regarding the assessment or collection of any Tax of either 
Seller or with respect to any of the Acquired Assets has been extended or waived, which extension or waiver remains in effect. 

(c) There are no audits, claims, assessments, levies, administrative proceedings, or lawsuits pending, or to the 
Seller Parties' Knowledge, threatened against either Seller or with respect to any of the Acquired Assets by any taxing authority. 

(d) The Sellers have each qualified as, and been treated as, an entity disregarded as separate from its owner for 
federal, state and local income Tax purposes at all times since the date of its formation. 



(el There are no Encumbrances for Taxes on any of the Acquired Assets, except for Permitted Encumbrances. 

(1) To the Seller Parties' Knowledge, no claim has ever been made by an authority in a jurisdiction where a 
Tax Retu~n is not filed by, or with respect to, eithcr Seller or any of the Acquired Asscts, that either Seller or any of the Acquired 
Assets are or may be subject to taxation in that jurisdiction. 

(g) Thc Scllcrs have cach withheld and paid all material Taxes required to have been paid in connection with 
amounts paid or owing to any employee, independent contractol, creditor, member or other third party. 

(h) True and complete copies of all Income Tax Returns filed by either Seller, or any Tax Returns (other than 
Income Tax Returns) filed with rcspect to any of the Acquired Assets, and all written communications to or from any taxing authority 
since January 1,2003 have been made available to the Buyers for inspection. 

(i) None of the assets of the Sellers (i) is required to be treated as "tax-exempt use property" within the 
meaning of section 168(h) of the Code, (ii) is subject to the provisions of section 168(f) of the Code, or (iii) directly 01. indirectly 
secures any debt the intcrest on which is tax exempt under section 103(a) of the Code. 

5.18. Related Party Matters. Except as set forth in Schedule 5.1 8, neither Seller is party to any agreement. contract, 
commitment, transaction or proposed transaction with any of its Affiliates. 

5.19. Assets Other than Real Property Interests. 

(a) Except as set forth in Schedule 5.19(a), each of the Seller Parties has good and valid title to all of its 
respective properties and assets constituting the Acquired Assets other than the Site (it being understood that the Site is covered by 
Section 5.8), in each case free and clear of all Encumbrances except any Permitted Encumbrances. 

(b) All the material tangible personal property of the Sellers has been maintained in all material respects in 
accordance with the past practice of the Sellers and Good Utility Practice. Each item of material tangible personal property of the 
Sellers is in all material respects in good working order, ordinary wear and tear excepted. All leased personal ploperty of the Sellers is 
in all material respects in the condition required of such property by the terms of the lease applicable thereto during the term of the 
lease and upon the expiration thereof. 

(c) Other than the Acquired Assets and the Excluded Assets listed in clauses (a) through (g) of Section 2.2, 
none of' the Seller Parties or their Affiliates owns any material assets relating to the Site or the Wheatland Facility. 

5.20. Intellectual Property. The Sellers own, or possess licenses or other valid rights to use, all patents, patent rights, 
trademarks, trademark rights, trade names, trade name rights, copyrights, service marks, service mark rights, trade secrets, applications 
to register, and registrations for, the foregoing trademarks, service marks, know-how and other proprietary rights 



and information (collectively, the "Intellectual Pronertv") necessary in connection with the business of the Sellers as currently 
conducted, except where the failure to possess such rights or licenses or valid righls to use would not, individually or in the aggregate, 
he reasonably likely to have a Material Adverse Effect. The conduct of the businesses of the Sellers as currently conducted does not 
Infringe upon any Intellectual Property of any third party, except where such infringement would not, individually or in the aggregate, 
be reasonably likely to have a Material Adverse Effect. No person is infringing upon any Intellectual Property of the Sellers, except 
where such infringement would not. individually or in the agglegate, be reasonably likely to have a Material Adverse Effect. Except 
as set forth in Schedule 5.20, the execution and delivery of this Agreement and the consummation of the transactions contemplated 
hereby will not result in the loss of, or any Encumbrance on, the rights of the Sellers with respect to the Intellectual Property owned or 
used by them, except where such loss or encumbrance would not, individually or in the aggregate, be reasonably likely to have a 
Material Adverse Effect. 

5.21. Due Diligence Materials. All of the Due Diligence Materials that are photostatic, facsimile or electronic copies 
conform in all material respects with the original documents. 

5.22. No Knowledge of Certain Conditions. To the Seller Parties' Knowledge, and assuming the accuracy of the 
Buyers' representations and warranties in this Agreement, the parties' compliance with their obligations under this Agreement, and the 
making or obtaining, as applicable, of the Buyers Required Regulato~y Approvals, the Sellers Required Regulatory Approvals and any 
other third party consents contemplated herein, no condition or circumstance exists as of the date of this Agreement that will excuse 
the Seller Parties from their timely performance of their obligations under this Agreement. 

5.23. Disclaimer of Other Representations and Warranties. 

(a> EXCEPT FOR THOSE REPRESENTATIONS AND WARRANTIES EXPRESSLY SET FORTH 
IN THIS ARTICLE V OR ELSEWHERE IN THIS AGREEMENT OR THE ANCILLARY AGREEMENTS, THE SELLER 
PARTIES MAKE NO REPRESENTATIONS OR WARRANTIES OF ANY KIND OR NATURE, EXPRESS OR IMPLIED, 
AS TO THE ACQIJIRED ASSETS, INCLUDING, WITHOUT LIMITATION, THE SITE OR THE WHEATLAND 
FACILITY, THE OPERATIONS OF THE WHEATLAND FACIIJTY, OR THE PROSPECTS (FINANCIAL AND 
OTHERWISE), RISKS AND OTHER INCIDENTS OF THE WHEATLAND FACILITY OR THE ACQIJIRED ASSETS, 
INCLUDING, WITHOUT LIMITATION, WITH RESPECT TO THE ACTUAL, OR RATED GENERATLNG CAPABI1,ITY 
OF THE WHEATL,AND FACI1,ITY OR THE ABILITY OF THE BUYERS TO GENERATE OR SELL, EI,ECTRICAI, 
ENERGY. 

(b) WITHOUT LIMITING THE FOREGOING, AND EXCEPT FOR THOSE REPRESENTATIONS 
AND WARRANTIES EXPRESSLY SET FORTH IN THIS ARTICLE V OR ELSEWHERE IN THIS AGREEMENT OR 
THE ANCILLARY AGREEMENTS, THE SELLER PARTIES MAKE NO REPRESENTATIONS OR WARRANTIES OF 
MERCHANTABILITY, USAGE OR SIJITABILITY OR FITNESS FOR ANY PARTICU1,AR PIJRPOSE WITH RESPECT 
TO THE ACQIJIRED ASSETS OR ANY PART THEREOF, OR AS TO THE WORKMANSHIP THEREOF, OR THE 
ABSENCE OF ANY DEFECTS THEREIN, WHETHER LATENT OR PATENT, OR COMPLIANCE OF SIJCH 
PROPERTIES OR ASSETS WITH ANY LAWS, INCLUDING, WITHOIJT LIMITATION, ENVIRONMENTAL LAWS, 
OR AS TO THE CONDITION OF THE ACQUIRED ASSETS OR ANY PART THEREOF, OR AS TO THE ABSENCE OF 



HAZARDOUS SUBSTANCES OR LIABILI'I'Y OR POTENTIAL LIABILITY UNDER ENVIRONMENTAL LAWS WITH 
RESPECT TO THE ACQUIRED ASSETS. ANY SUCH OTHER REPRESENTATIONS AND WARRANTIES ARE 
HEREBY EXPRESSLY DISCLAIMED. 

(c) EXCEPT FOR THOSE REPRESENTATIONS AND WARRANTIES EXPRESSLY SET FORTH 
IN THIS ARTICLE V OR ELSEWHERE IN THIS AGREEMENT OR THE ANCILLARY AGREEMENTS, THE 
ACQUIRED ASSETS ARE SOLD "AS IS, WHERE 1s" ON THE CLOSING DATE, AND IN THEIR CONDITION ON THE 
CLOSING DATE "WITH ALL FAULTS." 

(d) WITHOUT LIMITING THE FOREGOING, EXCEPT AS OTHERWISE SET FORTH IN THIS 
AGREEMENT OR 'THE ANCILLARY AGREEMENTS, NO MATERIAL OR INFORMATION PROVIDED BY OR 
COMMUNICATIONS MADE BY THE SELLER PARTIES OR THE SELLER PARTIES' REPRESENTATIVES, 
INCLUDING, WITHOUT LIMITATION, ANY INFORMATION OR MATERIAL CONTAINED IN THE DUE 
DILIGENCE MATERIALS OR IN THE INFORMATION MEMORANDUM, WILL CAUSE OR CREATE ANY 
WARRANTY, EXPRESS OR IMPLIED, AS TO 'I'HE TITLE, CONDITION, VALUE OR QUALITY OF THE ACQUIRED 
ASSETS. 

ARTICLE VI 

REPRESENTATIONS AND WARRANTIES OF THE BUYERS 

The Buyers jointly and severally represent and warrant to the Seller Parties, except as set forth on the corresponding sections 
of the Buyers' Schedules, as follows: 

6.1. Organization. PSI Energy is a corporation duly organized, validly existing and in good standing under the laws of 
the State of Indiana. CG&E is a corporation duly organized, validly existing and in good standing under the laws of the State of 
Ohio. Each of PSI Energy and CG&E has all requisite corporate power and authority to own, lease and operate its properties and to 
carry out its respective business as is now being conducted, and is duly qualified and in good standing to do business in each 
jurisdiction in which the nature of its business or the ownership or leasing of its assets and properties makes such qualification 
necessary, except where the failure to have such power and authority, or to be so qualified or in good standing, would not individually 
or in the aggregate, be reasonably likely to prevent or materially delay or impair such Buyer's ability to consummate the transactions 
contemplated by this Agreement. The Buyers have made available to the Seller Parties complete and correct copies of their respective 
Articles of Incorporation and By-Laws, each as currently in effect. 

6.2. Authority Relative to this Agreement. Each of the Buyers has full corporate power and authority to execute and 
deliver this Agreement and, as of the Closing Date, will have full corporate power and authority to execute and deliver the Ancillary 
Agreements, as applicable, and to consummate the transactions contemplated hereby and thereby. The execution and delivery of this 
Agreement and the consummation of the transactions contemplated hereby have becn, and, as of the Closing, the execution and 
delivery of the Ancillary Agreements and thc consummation of the transactions contemplated thereby will have been, duly and validly 
authorized by the Boards of Directors of each of the Buyers, and no other corporate proceedings on the part of the Buyers are 
necessary to authorize this Agreement and, as of the Closing, the Ancillary Agreements, as applicable, or to consummate the 
transactions contemplated hereby or 



thereby. This Agree~nent has been, and, as of the Closing, the Ancillary Agreements, as applicable, will have been, duly and validly 
executed and delivered by the Buyers, as applicable. Assuming that this Agreement and, as of the Closing, the Ancillary Agreements 
constitute valid and binding agreements of the respective Seller Parties, subject to receipt of the Sellers Required Regulatory 
Approvals and the Buyers Required Regulatory Approvals. this Agreement constitutes, and the Ancillary Agreements will constitute, 
valid and binding agreements of the Buyers, enforceable against the Buyers in accordance with their respective terms, subject to the 
Bankruptcy and Equity Exception. 

6.3. Consents and Approvals; No Violation. 

( 4  Other than obtaining the Sellers Required Regulatory Approvals and the Buyers Required Regulatory 
Approvals, neither the execution and delivery of this Agreement and, on the Closing Date, the Ancillary Agreements, as applicable. by 
the Buyers nor the purchase by the Buyers of the Acquired Assets pursuant to this Agreement or performance by the Buyers under this 
Agreement or the Ancillary Agreements, as applicable, will (i) conflict with or result in any breach of any provision of the respective 
Articles of Incorporation or By-L,aws of the Buyers, (ii) require any consent, approval, authorization or permit of, or filing with or 
notification to, any Governmental Entity, except where the failure to obtain such consent, approval, authorization or permit, or'to 
make such filing or notification, would not, individually or in the aggregate, be reasonably likely to prevent or materially delay or 
impair the Buyers' ability to consummate the transactions contemplated by this Agreement, (iii) require any consent, approval or 
notice, or result in a default (with or without notice or lapse of time or both) (or give rise to any right of termination, cancellation or 
acceleration). under any of the terms, conditions or provisions of any note, bond, mortgage, indenture, license, agreement, lease or 
other instrument or obligation to which any of the Buyers or their respective Subsidiaries is a party or by which any of the Buyers or 
their respective Subsidiaries may be bound, except for such defaults (or rights of termination, cancellation or acceleration) as to which 
requisite waivers or consents have been obtained or which, individually or in the aggregate, are not reasonably likely to prevent or 
materially delay or impair the Buyers' ability to consummate the transactions contemplated by this Agreement, or (iv) violate any L.aw 
or permit applicable to any of the Buyers, or their respective assets, which violation would, individually or in the aggregate, be 
reasonably likely to prevent or materially delay or impair the Buyers' ability to consummate the transactions conte~nplated by this 
Agreement. 

(b) Except for (i) any filings or approvals under section 203 and section 205 the Federal Power Act (the 
"FERC Annrovals"); (ii) the filings by the Buyers required by the HSR Act and the expiration or earlier termination of all waiting 
periods under the HSR Act; and (iii) subject to Section 11.16, (A) IURC approval of a certificate of public convenience and necessity 
("CPCN") and deferred ratemaking treatment for transaction costs, capital improvement costs, carrying costs and depreciation costs 
(i.e., return on and return of) associated with the Acquired Assets consistent with the Indiana Settle~nent Agreement and (B) any 
required approvals from the SEC under the Holding Company Act (the filings and approvals referred to in clauses (i) through (iii), 
collectively, the "Buvers Reauired Reeulatorv A~~rovals") ,  no declaration, filing or registration with, or notice to, or authorization, 
consent or approval of any Governmental Entity is necessary for the consummation by the Buyers of the transactions contemplated 
hereby or by the Ancillary Agreements, other than such declarations, filings, 



registrations, notices. authorizations, consents 01 approvals which, if not obtaincd 01 made, are not reasonably likely to prevent or 
materially delay or impair the Buyers' ability to consummate thc transactions contemplated by this Agreemcnt. 

(c) On or p ~ i o r  to the date hereof, the Buyers executed a settlement agreement with the IURC staff and the 
Indiana Office of Utility Consumer Counselor concerning both CPCN authority and latemaking tleatment regarding the Wheatland 
Facility, a copy of which is attached hereto as Exhibit E (the "Indiana Settlement Aw.ecmcnt"). 

6.4. Availability of Funds. Each Buyel has access to, and at thc Closing will have available, sufficient funds to enable 
it to pay its portion of the Purchase Price on the terms and conditions of this Agreement. The Buyers' obligations hereunder are not 
subject to any conditions regarding the Buyers' ability to obtain financing for the consummation of the transactions contemplated 
hereby. 

6.5. Litigation. There are no claims, actions, ploceedings or investigations pending or, to thc Buyers' Knowledge. 
threatened against 01 relating to either Buyer before any Governmental Entity, which question, challenge the validity of, or are 
reasonably likely to have the effect of preventing, delaying, making illcgal or otherwise interfering with, this Agreement or the 
Ancillary Agreements, the t~ansactions contemplated herein or thcrein or any action taken or proposed to be taken by the Buyers 
pursuant hereto or thereto or in connection with the tlansactions contemplated herein or therein. 

6.6. No Knowledge of Certain Conditions. To the Buyers' Knowledge. and assuming the accuracy of the Seller 
Parties' representations and warranties in this Agreement. the parties' compliance with their obligations under this Agreement, and the 
making or obtaining, as applicable, of the Buyers Required Regulatory App~ovals, the Sellers Required Regulato~ y Approvals and any 
othe~ third party consents contemplated herein, no condition or circumstance exists as of the date of this Agreement that will excuse 
the Buyers from their tirr~ely perfbrmance of their obligations under this Agreement. 

6.7. Due Diligence Investigation and Other Acknowledgements. 

(a) Each of the Buyers acknowledges and agrees that it has conducted and is relying exclusively upon the 
Seller Parties' representations and warranties in this Agreement and any Ancillary Agreement and its own inspections and 
investigation in order to satisfy itself as to the condition and suitability of the business, Inventories, assets, real and personal 
properties, Liabilities, results of operations, condition (financial or otherwise) and prospects of the Wheatland Facility and of the 
Acquired Assets. 

(b) Each of the Buyers acknowledges and agrees that, except as provided in this Agreement and any Ancillary 
Agreement, the Seller Parties make no representations or warranties (express, implied, at common law, statutory or otherwise) with 
respect to the accuracy or completeness of the Information Memorandum or the Due Diligence Materials now, previously or hereafter 
made available to the Buyers in connection with this Agreement (including any description of the Wheatland Facility, revenue, price 
and expense assumptions, electricity demand forecasts or environmental information). or of any other information 



furnished to the Buyers or the Buyers' Representatives by the Seller Parties or the Seller Parties' Representatives. 

6.8. Disclaimer of Other Representations and Warranties. EXCEPT FOR THOSE REPRESENTATIONS AND 
WARRANTIES EXPRESSLY SET FORTH IN THIS ARTICLE VI OR THE ANCILL,ARY AGREEMENTS, THE BUYERS 
MAKE NO REPRESENTATIONS OR WARRANTIES OF ANY KIND OR NATURE, EXPRESS OR IMPLIED. 

ARTICLE VII 
COVENANTS OF THE PARTIES 

7.1. Conduct of Business. 

(a) Except as specifically contemplated in this Agreement, except as described in Schedule 7.1 (a), except as 
required as a result of any change in Law. except with respect to the Excluded Assets, and except as necessitated by Good Utility 
Practices in circumstances where time does not permit the Seller Parties to obtain the prior written consent of the Buyers (in which 
case the Seller Parties shall notify the Buyers promptly after any such circumstance), during the period from the date of this 
Agreement to the Closing Date, each of the Sellers shall, and AESC shall cause each Seller to, operate its respective business in the 
usual, regular and ordinary course consistent with Good Utility Practice and shall use Commercially Reasonable Efforts to preserve 
intact its respective business and the goodwill and relationships with customers, suppliers, Governmental Entities, local communities 
and others having dealings with it. Without limiting the generality of the foregoing, and, except as specifically contemplated in this 
Agreement, except as described in Schedule 7.l(a), except as required as a result of any change in L,aw, except with respect to the 
Excluded Assets, and except as necessitated by Good IJtility Practices in circumstances where time does not permit the Seller Parties 
to obtain the prior written consent of the Buyers (in which case the Seller Parties shall notify the Buyers promptly after any such 
circumstance), prior to the Closing Date, without the prior written consent of the Buyers, which will not be unreasonably withheld or 
delayed, the Sellers shall not, and AESC shall not pennit the Sellers to, directly or indirectly: 

( 9  amend their respective certificates of formation or limited liability company agreements; 

(ii) (A) issue any new limited liability company interests in the Sellers; (B) grant any stock option, warrant or 
other right to purchase limited liability company interests in the Sellers; or  (C) issue any security convertible into limited 
liability company interests in the Sellers; 

(iii) (A) except for Permitted Encumbrances, create, incur, assume or suffer to exist any Indebtedness secured 
by, or any Encumbrances on, the Acquired Assets; or (B) assume, guarantee, endorse or otherwise become liable or 
responsible (whether directly or indirectly, contingently or otherwise) for the obligations of any Person; 

(iv) make any material change in the levels of Inventory customarily maintained by the Sellers, other than 
consistent with Good Utility Practice; 



(v) sell, lease (as lessor). transfer or otherwise dispose of, any asset, other than assets used, consumed or 
replaced in the o~dinary course of business consistent with past practice and Good Utility Practice; 

(vi) terminate, extend, request 01 g~ant a waiver under, or otherwisc amend, in any material respect, any 
Material Cont~act or Lease, or enter into any contract, agreement, commitlner~t or arrangement which, had it been in effect as 
of the date he1 eof, would havc constituted a Mate1 ial Contract; 

(vii) execute, enter into, tesminate or otherwise amend, in  any material respect, (A) any of the Permits or 
Environmental Permits, other than routine renewals or (B) any other agreement, order, decree or judgment relating to any 
current or new Permits or Environmental Permits; 

(viii) enter into any power sales commitments othcr than those on customary terms and market pricing and that 
havc terms that expire on or before November 20, 2005 or such other date that the parties mutually agree to be the date on 
which the Closing is expected to occur; 

(ix) permit the Seller Parties 01 their Affiliates to (A) amend or cancel any liability or casualty insurance 
policies related to the Acquired Assets 01 (B) fail to maintain, by self insurance or with financially responsible insurance 
companies, insurance in such amounts and against such risks and losses as was in place as of the date of this Agreement and 
as is consistent with Good Utility Practice for the Acquired Assets; 

(XI enter into any commitment 01 contract not addressed in clauses (i) through (ix) above that will be 
delivered or performed after the Closing, in an amount greater than $100,000; 

(xi) acquire (including by merger, consolidation or acquisition of stock or assets) any Person or any division 
thereof or material portion of the assets thereof; 

(xii) liquidate, dissolve or wind up either of the Sellers or commence a voluntary bankruptcy or similar 
proceeding in respect of either of the Sellers or appoint a custodian. receiver, liquidator or similar official or make an 
assignment for the benefit of creditors or admit in writing of its inability to pay its debts; 

(xiii) make less than 100% of its Maintenance Expenditures, unless the projects associated with such 
expenditures are duly completed at a price below the cost indicated on Schedule 7.1 (aMxiii), or fail to make any capital 
expenditures required in accordance with Good Utility Practice; 

(xiv) enter into any agreement or arrangement with any Affiliates other than such agreements and arrangements 
as me entered into in the ordinary course of business and which have been negotiated on an arm's-length basis and are no 
less favorable to the Sellers than the Sellers would have obtained from an unaffiliated third party, and provided that the 
Sellers shall have notified the Buyers in writing prior to entering into 



any such Affiliate transactions and, further, that the termination date of any such agreement or arrangement shall be not later 
than the Closing Date; 

(xv) take any action that alters the regulatory status of the Sellers, the Site or the Wheatland Facility; 

(xvi) sell, lease, dispose of, transfcr or otherwise convey Emission Allowances issued with respect to the 
Whcatland Facility, including the transfer of Emission Allowances to other accounts maintained by the Sellers or their 
Affiliates, except to the extent that such translers do not result in a breach of the provisions ofthis Agreement with respect to 
the Emission Allowances to be transferred to the Buyers; provided that, in any event, if the Closing occurs prior to 
November 30, 2005, the Sellers shall transfer to the Buyers, in addition to the Emission Allowances to be transferred to the 
Buyers as set forth in Section 2.l(b)(viii), additional Emission Allowances sufficient for the Wheatland Facility to comply 
with the Indiana NOx Budget Program for NOx emissions occilrring in 2005 up to and including thc Closing Date: provided 
further, that if the Closing occurs on or after November 30, 2005, the Sellers shall not be obligated to transfer Emissions 
Allowances with a vintage year of 2005 to the Buyers to the extent necessary for the Sellers to comply with the Indiana NOx 
Budget Program with respect to the emissions from the Whcatland Facility; or 

(xvii) enter into any written or oral contract, agreement, commitment or arrangement with respect to any of the 
transactions set forth in the foregoing paragraphs (i) through (xvi). 

(b) Except as specifically contemplated in this Agreement. except as described in Schedule 7.l(b), except as 
required as a result of any change in Law, except with respect to the Excluded Assets, and except as necessitated by Good 'IJtility , 

Practices in circumstances where time does not permit the Seller Parties to obtain the prior written conscnt of the Buyers (in which 
case the Seller Parties shall notify the Buyers promptly after any such circumstance), during the period from the date of this 
Agreement to the Closing Date, AESC shall, with respect to the Sellers and the Wheatland Facility only, opcrate its business in the 
usual, regular and ordinary course consistent with Good IJtility Practice and shall, with respect to the Sellers and the Whcatland 
Facility only, use Commercially Reasonable Efforts to preserve intact its respective business and the goodwill and relationships with 
customers, suppliers, Governmental Entities, local communities and others having dealings with it. Without limiting the generality of 
the foregoing, and, except as specifically contemplated in this Agreement, except as described in Schedule 7.1 (b), except as required 
as a result of any change in Law, except with respect to the Excluded Assets, and except as necessitated by Good Utility Practices in 
circumstances where time does not permit the Seller Parties to obtain the prior written conscnt of the Buyers (in which case the Seller 
Parties shall notify the Buyers promptly after any such circumstance), prior to the Closing Date, without the prior written consent of 
the Buyers, which will not be unreasonably withheld or delayed, AESC shall not, and shall not permit the Sellers or any of their 
Affiliates to, directly or indirectly: 

(i) make any change in the compensation payable or to become payable to any of the Sellers' Employees 
(other than normal recurring adjustments of salaries and 



wages payable to the Sellers' Employees, which ad.justments arc in the ordinary course of business consistent with past 
practice); 

(ii) enter into 01 amend any employment, severance. change in control, retention, const~lting, termination or 
other compensation-related agreement or arrangement with 01 with respect to, or make any loan or advance tb, any 01 the 
Sellers' Employees. except for loans permitted undel any 401(h) plan sponsored by any ERISA Affiliate in which the Sellers' 
Employees participate; 

(iii) (A) pay or make any accrual or arrangement for payment of any pension, profit-sharing, retirement 
allowance or other employee benefit pursuant to any existing plan, agreement, policy or arrangement to any of the Sellers' 
Employees, except to the extent AESC or the Sellers are obligated to do so on the date hereof, (B) adopt or pay, grant, issue, 
accelerate or accrue salary or other payments or benefits pursuant to any pension, profit-sharing, bonus, extra compensation, 
incentive, deferred compensation, stock purchase, stock option, stock appreciation right, group insurance, termination, 
severance pay, retention, retirement or other employee benefit plan, agreement or arrangement, or any employment or 
consulting agreement with or for the benefit of any of the Sellers' Employees, except to the extent AESC or the Sellers are 
obligated to do so on the date hereof", or (C) amend in any material respect any existing employee benefit plan, agreement or 
arrangement in a manner inconsistent with the foregoing, except as required by applicable Law; 

(iv) hire any new employee to provide services in connection with the businesses of the Sellers with an annual 
salary in excess of'$50,000 or terminate the employment of any such employee other than for cause, or engage any additional 
corlsultants or independent contractors or enter into or extend the term of any consulting or independent contractor 
relationship; 

(v) encumber, mortgage, pledge, lease, transfer or otherwise dispose of the AESC Transferred Assets; 

(vi) take any action which alters the regulatory status of the Sellers; 

(vii) (A) change any financ~al or Tax accounting methods, policies or practices of either Seller or with respect 
to any of the Acquired Assets, except as required under GAAP, (B) make, revoke or amend any Tax election of either Seller 
or with respect to any of the Acquired Assets, (C) file any amended Tax Return of either Seller or with respect to any of the 
Acquired Assets, (I)) enter into any closing agreement affecting any material Tax liability or refund of either Seller or with 
respect to any of the Acquired Assets, (E) settle or compromise any material Tax liability or refund of either Seller 01 with 
respect to any of the Acquired Assets, or (F) extend or waive the application of any statute of limitations regarding the 
assessment or collection of any Tax of either Seller or with respect to any of the Acquired Assets; 

(viii) terminate. extend, request or grant a waiver under, or otherwise amend, in any material respect, any 
Material Contract or Lease, or enter into any contract, 



agreement, commitment 01 arrangement which, had it been in effect as of the date hereof. would have constituted a Material 
Contl act; or 

(ix) enter into any written or oral contract, agreement, commitment or arrangement with respect to any of the 
transactions set forth in the foregoing paragraphs (i) through (viii). 

7.2. Access to Information. 

(4 Between thc date of this Agreement and the Closing Date, the Seller Parties will, during ordinary business 
hours and upon reasonable noticc. ( i )  give the Buyers and the Buyers' Replcsentatives reasonable access to all books, lecords, 
personnel. plants, offices and other facilities and properties oi the Seller Parties (limited, in  the case of AESC, to the extent they 
pertain to the Sellers or otherwise relate directly to this Agreement. the Ancillary Agrcements and the transactions contemplated 
hereby and thereby), (ii) permit the Buyers and the Buyers' Representatives to make such reasonable inspections thereof as the Buyers 
may reasonably lequest, (iii) furnish the Buyers and the Buyers' Representatives with such financial and operating data and other 
information regarding the Wheatland Facility as the Buyers may from time to time reasonably request; provided. however, that the 
Seller Parties will not be required to create special reports or perform any studies, and (iv) furnish the Buyers a copy of each material 
report, schedule or other document filed or received by it with or from the SEC, FERC or any other Governmental Entity with respect 
to the Wheatland Facility; provided, however, that (A) any such investigation shall be conducted in such manner as not to unduly 
interfere with the operation of the Seller Parties' respective businesses and operations, (B) none of the Seller Parties shall be required 
to take any action which would constitute a waiver of the attorney-client privilege, and (C) none of the Seller Parties need supply the 
Buyers with any information which such Person is under a legal obligation not to supply. Notwithstanding anything in this 
Section 7.2 to the contrary, (x) the Seller Parties will only furnish copies of or provide such access to Transferring Employee Records 
and any other personnel, medical and benefits records to the extent allowed by Law, and (y) the Buyers shall not have the right to 
perform or conduct any environmental sampling or testing at. in, on or underneath any property or facility or real estate owned by any 
of the Seller Parties. 

(b) Until the Closing Date, all information furnished to or obtained by the Buyers and the Buyers' 
Representatives pursuant to this Section 7.2 or the Ancillary Agreements shall be subject to the provisions of the Confidentiality 
Agreement. At the Closing, the Seller Parties shall execute a confidentiality and non-use agreement (the "Sellers Confidentialitv 
Aoreemcnt") on substantially similar terms to the Confidentiality Agreement which shall require the Seller Parties to maintain the 
confidentiality of all information related to the Acquired Assets and the Assumed Liabilities for a period of five years from the 
Closing Date. Promptly following the date hereof, the Seller Parties shall request, if they have not previously done so, the return or 
destruction of all non-public information provided by the Seller Parties or their Affiliates or the Seller Parties' Representatives prior 
to the date hereof to other potential purchasers of the Acquired Assets in connection with a confidentiality agreement executed in 
connection with such a potential sale of the Acquired Assets. 



(c) For a period of seven years after the Closing Date, each of the parties hereto shall have reasonable access 
to all of the books and records of the other parties (limited, in  the case of AESC, to the extent they pertain to the Sellers or the 
Acquired Assets and, in the case ofthe Buyers, to the extent they pertain to the Accluired Assets, or, in either case, to the extent 
otherwise related to this Agreement, the Ancillary Agreements and the transactions contemplated hereby and theseby), including all 
Transferring Employee Records, to the extent that such access may reasonably be required by such party. Such access shall be 
afforded by the party or parties in possession of such books and records upon receipt of' reasonable advance notice and during normal 
business hours. 'The party or parties exercising this right of' access shall be solely responsible lor any costs or expenses incurred by it 
or them pursuant to this Section 7.2(c). If the party or parties in possession of such books and records shall desire to dispose of any 
such books and records upon or prior to the expiration of such seven-year period, such party or parties shall, prior to such disposition, 
give the other party or parties a reasonable opportunity, at such other party's or pasties' expense, to segregate and remove such books 
and records as such other party 01. pasties may select. 

(d) AESC agrees not to release any Person (other than the Buyers) frorn any confidentiality agreement now 
existing with respect to the Sellers or the transactions contemplated hereby, or waive or amend any provision thereof. From and after 
the Closing, AESC shall assign to the Buyers (or, if assignment is not permitted, enforce for the benefit of the Buyers) any such 
existing confidentiality agreements with other potential purchasers in connection with a potential sale of; or other transaction relating 
to, the Sellers; provided, however, that AESC will not be obligated to assign any existing confidentiality agreement if such 
confidentiality agreement contemplates, in addition to a transaction relating to the Sellers, the consummation of other potential 
transactions with AESC or any of its Affiliates and instead AESC will enforce such confidentiality agreement for the benefit of the 
Buyers to the extent it relates to a potential sale of, or other transaction relating to, the Sellers or the Acquired Assets. 

7.3. Expenses. Except as set forth in Section 7.9 and as otherwise specifically provided herein, whether or not the 
transactions contemplated hereby are consummated, all costs and expenses incurred in connection with this Agreement and the 
transactions contemplated hereby shall be borne by the party incurring such costs and expenses, except that (i) the fee payable in 
connection with the filing required by the HSR Act shall be shared one-half by the Seller Parties and one-half by the Buyers and 
(ii) the premium for the 'Title Policy, including the costs of any endorsements, and ttie cost of the Survey shall be paid solely by the 
Seller Parties. 

7.4. Further Assurances. Subject to the terms and conditions of this Agreement, each of the parties hereto will use 
Commercially Reasonable Efforts to take, or cause to be taken, all action, and to do, or cause to be done, all things necessary, proper 
or advisable under applicable Laws to consummate and make effective the sale of the Acquired Assets pursuant to this Agreement, 
including, without limitation, using Commercially Reasonable Efforts to ensure satisfaction of the conditions precedent to each party's 
obligations hereunder. None of the parties hereto will, without prior written consent of ttie other parties, except as contemplated by 
this Agreement. take or fail to take any action, which would reasonably be expected to prevent or materially impede, interfere with or 
delay the transactions contemplated by this Agreement. From time to time after the date hereof, without further consideration, each 
party shall, at its own expense, execute and deliver such and take such further actions as may reasonably be requested 



by the other party in order to consummate the transactions contemplated by this Agreement in accordance with the terms hereof. 

7.5. Public Statements. Prior to the Closing, the parties shall consult with each other plior to issuing any public 
announcement, statement or other disclosure with respect to this Agreement or the Ancillary Agreements or the transactions 
contemplated hereby or thereby anci shall not issue any such public announcement, statement or other disclosure prior to such 
consultation, except as may be ~cquired by L,aw or by any securities exchange and except that the palties may make public 
announcements, statements or othe~ disclosures with respect to this Agreement and thc transactions contemplated hereby to the extent 
and under the circumstances in which the parties arc expressly permitted by the Confidentiality Agreement to make disclosures. 

7.6. Consents and Approvals; Other Obligations. 

(a) The Seller Parties and the Buyers shall cooperate and consult with each other and keep each other informed of 
the status and (i) prepare and file all necessary documentation and (ii) effect all necessary applications, notices, petitions 
and filings and execute all agreements and documents, in each case, to obtain as promptly as practicable all necessary 
consents, approvals and authorizations of all Persons (other than any Governmental Entity) necessary or advisable to 
consummate the transactions contemplated by this Agreement or required by the terms of any note, bond, mortgage, 
indenture, deed of trust, license, franchise, permit, concession, contract, lease or other instrument to which any of the 
Seller Parties or the Buyers are a party or by which any of them is bound. 

(b) As promptly as practicable after the date hereof, the Seller Parties or their Affiliates and the Buyers (or the 
ultimate parent entity of the Buyers, if necessary) shall each file or cause to be filed with the Federal Trade Commission 
and the United States Department of Justice any notifications required to be filed under the HSR Act and the rules and 
regulations promulgated thereunder with respect to the transactions contemplated hereby. The parties shall consult with 
each other as to the appropriate time of filing such notifications and shall use Commercially Reasonable Efforts to make 
such filings at the agreed upon time, to respond promptly to, and consult with each other with respect to, any requests for 
additional information made by either of such agencies, and to cause the waiting periods under the HSR Act to terminate 
or expire at the earliest possible date after the date of filing. 

(c) The Seller Parties and the Buyers shall cooperate with each other and promptly prepare and file notifications 
with, and request Tax clearances from, state and local taxing authorities in jurisdictions in which a portion of the Purchase 
Price may be required to be withheld pursuant to such state and local Tax Law. 

(d) The Seller Parties, at their sole expense, will use all Commercially Reasonable Efforts to cause the transactions 
contemplated by this Agreement to be permitted, as of the Closing, under the Existing Debt Documents. In addition, the 
Seller Parties, at their sole expense, will timely seek, and will use all Commercially Reasonable Efforts to obtain, the 
release of Allegheny Energy, Inc. or its Affiliates from the guarantees and other security obligations with respect to the 
Wheatland Facility set forth on Schedule 7.6td) (the "Suooort 



Obliuations"). The Buyers will use Comniercially Reasonable Efforts to arrange for the Seller Parties and their Affiliates to be 
released, as of'the Closing, kom their obligations under the Support Obligations, including by providing any substitute guarantee or 
other security in like amount, i f  necessary. Il'the Buyers and the Seller Parties are not successful in obtaining such releases of the , #  

Support Obligations prior to the Closing, then the Buyers shall indemnify and hold the Seller Parties and their Affiliates har~nless fro. 
any claims made against tlhe Seller Parties or their Affiliates with respect to the Wheatland Facility that are attributable to the period 
on or after the Closing Date or are otherwise in respect of Assurned Liabilities. 

7.7. Regulatory Approvals. 

(a) The Seller Parties and the Buyers shall cooperate arid consult with each other and keep each other informed of 
the status and (i) prepare and file all necessary documentation and (ii) effect all necessary applications, notices, petitions 
arid filings and execute all agreernents and documents, in each case, to obtain as promptly as practicable all necessary 
consents, approvals and authorizations of all Governrrierital Entities (including, without limitation, the Sellers Required 
Regulatory Approvals and the Buyers Required Regulatory Approvals) or required by the terms of any note, bond, 
mortgage, indenture, deed of trust, license, franchise, perrnit, concession, contract, lease or other iristrurrierit to which any 
of the Seller Parties or the Buyers are a party or by which any of them is bound. The parties hereto have exchanged, and 
agreed to, drafts of the joint application to be filed with the FERC under section 203 of the Federal Power Act related to 
this Agreement and the transactions contemplated hereby, and of the applicatiori to be filed by the Buyers with the FERC 
under section 205 of the Federal Power Act related to this Agreernerit and the transactions conterriplated hereby, arid 
such agreed drafts will be filed with the FERC on or about May 6,2005. Each of the Seller Parties and the Buyers shall 
have the right to review in advance all characterizations of the information relating to the transactions contemplated by 
this Agreement which appear in any filing made in connectiori witti the transactions conternplated hereby. 

(b) The Buyers have retained arid will use, at their expense, a qualified economist to prepare any arialyses 
necessary to support such application. 

(c) The Buyers will use Commercially Reasonable Efforts to obtain SEC approval pursuant to the Holding Company 
Act in parallel with all required FERC and state regulatory approvals. 

7.8. Fees and Commissions. 'The Seller Parties and the Buyers each represent and warrant to the other that except for 
Banc of Amerlca Securities LLC, which is acting for and at the expense of the Seller Parties. no broker, finder or other Person is 
entitled to any brokerage fees, commissions or finder's fees in connection with the transactions contemplated hereby. The Seller 
Parties shall be solely responsible for paying all fees or commissions of Banc of America Securities LLC. 

7.9. Tax Matters. 

(a) Notwithstanding any other provision of this Agreement, all applicable sales, transfer, use, stamp, conveyance, 
value added, recording, excise, and other similar Taxes, 



if any, together with all recording or filing fees, notarial fees and other similar costs of Closing. that may be imposed upon, or payable, 
collectible or incurred in connection with the tiansfer of the Acquired Assets to the Buyers or otherwise as a result of the transfer 01 
the Acquired Assets ("Transfer Taxes") shall be borne solely by the Buyers. The Buyers, at their own expense, will file, to the extent 
iequired by applicable Law. all necessary Tax Returns and other documentation with respect to all such Transfer Taxes, and if 
required by applicable L,aw. the Seller Parties will join in the execution of any such Tax Returns oi other documentation. 

(b) With respect to Taxes to be prorated in accordance with Section 3.4, the Buyers shall prepare and timely file all 
Tax Returns required to be filed after the Closing with respect to the Acquired Assets, if any, and shall duly and timely pay 
all such Taxes shown to be due on such Tax Returns. The Buyers' preparation of any such Tax Returns that are material 
shall be subject to the Seller Parties' approval, which shall not be unreasonably withheld, conditioned or delayed. The 
Buyers shall make such Tax Retilrns available for the Seller Parties' review and approval not later than 15 Business Days 
prior to the due date for filing such Tax Return and shall make such changes as are reasonably requested by the Seller 
Parties. Within 10 Business Days after the Buyers' payment of such Taxes, the Seller Parties shall pay to the Buyers, or 
the Buyers shall pay to the Seller Parties, as appropriate, the difference between (i) the Seller Parties' proportionate share 
of the amount shown as due on such Tax Return determined in accordance with Section 3.4 and (ii) the amount paid by 
the Seller Parties at the Closing Date pursuant to Section 4.3(1). 

(c) Each of the Buyers and the Seller Parties shall provide the other with such assistance as may reasonably be 
requested in connection with the preparation of any Tax Return, any audit or other examination by any taxing authority, or 
any judicial or administrative proceedings relating to Liability for Taxes, and each will retain and provide the requesting 
parties with any records or information that may be relevant to such return, audit, or examination, proceedings or 
determination. Any information obtained pursuant to this Section 7.9(c) or pursuant to any other Section hereof providing 
for the sharing of information or review of any Tax Return or other schedule relating to Taxes shall be kept confidential by 
the parties hereto. 

1 d) The Buyers shall remit to the Seller Parties any refund or credit of Taxes, if and when actually received by the 
Buyers, to the extent such Taxes are attributable to any taxable period, or portion thereof, ending on or before the Closing 
Date. 

(el Any payment by the Buyers or the Seller Parties to the other pursuant to this Section 7.9 shall be treated for all 
purposes by both parties as an adjustment to the Purchase Price, to the maximum extent permitted by Law. 

( f) In the event that the Buyers and the Seller Parties disagree as to the amount or calculation of any payment to be 
made under this Agreement relating to Taxes, or the interpretation or application of any provision under this Agreement 
relating to Taxes, the parties shall attempt in good faith to resolve such dispute. If such dispute is not resolved within 60 
days following the commencement of the dispute, the Buyers and the Sellers shall jointly retain the Independent 
Accounting Firm to resolve the dispute; provided. however, that neither party shall be entitled to dispute any individual Tax ' 

item that involves an amount of less than $25,000. The 



Independent Accounting Firrn shall act as an arbitrator to resolve all points of disagreement and its decision shall be final and binding 
upon all parties involved. Following the decision of the Independent Accounting Firm, the Buyers and the Seller Parties shall each 
take or cause to be taken any action necessary to implement the decisiorl of the Independent Accounting Firm. The fees and expense 
relating to t11c Independent Accounting Firm shall be borne fifty percent (50%) by the Buyers and fifty percent (50%) by the Seller 
Parties. 

7.10. Employees. 

(a) Not later than 15 days prior to the Closing Date, the Buyers will offer employment to each of the Sellers' 
Employees that is actively employed with any of the Seller Parties or their Affiliates irnrriediately prior to the Closing Date, 
on such terms and conditions as the Buyers may determine in their sole discretion. Each such offer of employrnerit shall 
be made contirigerit upon the Sellers' Employees passing the Buyers' standard screening procedures, which include drug 
screening arid background checks. The Seller Parties shall cooperate with the Buyers' reasonable requests for access to 
the Sellers' Employees for purposes of rriakirig employmerit offers. Each of ttie Sellers' Eniployees who passes ttie 
Buyers' standard screening procedures, accepts the Buyers' offer of ernployment and actually corrimences work with the 
Buyers or their Affiliates shall be a "Buvers' Ernulovee" for purposes of this Agreernent upon the later of the Closing Date 
or the commencement of such Sellers' Employee's active employment with the Buyers. Except as required by Law, 
neither the Buyers nor their Affiliates shall be required to continue the employment of any Buyers' Erriployee for any 
period of tirne, each such employee shall be an at-will employee, and the employment of any Buyers' Ernployee may be 
terminated in the Buyers' sole discretiori at any time in accordance with applicable Law. 

(b) With respect to each Buyers' Erriployee, effective as of 12:01 a.m. or1 the date such employee becomes a 
Buyers' Ernployee, such Buyers' Employee shall cease to participate in the employee welfare benefit plans (as such term 
is defined in ERISA) maintained or sponsored by the Sellers or their Affiliates (the "Prior Welfare Plaris"), except as may 
be required under COBRA, and shall, if applicable, commence to participate in welfare benefit plans of the Buyers or thei 
Affiliates (the "Re~lacement Welfare Plans"). The Buyers shall use reasonable efforts (i) to waive all limitations as to 
pre-existing condition exclusions arid waiting periods with respect to the Buyers' Employees under the Replacement 
Welfare Plaris, other than, but only to the extent of, limitations or waiting period that were in effect with respect to such 
employee under the Prior Welfare Plaris and that have not beer1 satisfied as of the Closing Date, and (ii) to provide the 
Buyers' Employees with credit for any co-payments and deductibles paid prior to the Closing Date in satisfying any 
deductible or out of pocket requirements under the Replacement Welfare Plari (on a pro rata basis in the event of a 
difference in plan years). With respect to each Buyers' Employee (including any beneficiary or the dependant thereof), 
the Seller Parties shall retain all liabilities and obligations arising under any Prior Welfare Plan whether arising on, prior to 
or following the Closing Date. 

(c) Effective not later than the date a Sellers' Employee becomes a Buyers' Employee, the Seller Parties shall 
cause such Buyers' Employee to cease to participate in the Benefit Plans, except as may be required under COBRA, and 
the Buyers shall cause such employee if applicable and to the extent that such ernployee satisfies any applicable 
conditions arid requirements, to commence participation in certain of ttie employee benefit plans, programs 



and fringe benefit plans, programs and fringe benefit arrangements of the Buyers ("Buvers Benefit Plans"). The Buyers' Employees 
shall bc given years of service credit, solely for purposes of eligibility for vacation allotment and not for (i) eligibility for any other 
i3urpose. (ii) vesting, (iii) benefit accrual, (iv) scrvicc related to benefit lcvel or (v) any other purpose, for all service with the Sellers 
mder the Buyers Benefit Plans, if any, in which they become participants to the same extent such employees were credited with 
service under cornpasable Benefit Plans. Neither the Buyers nor their Affiliates shall assume any Benefit Plan, including, without 
limitation, any severance plan, policy, program, agreement or arrangement of the Seller Parties or any of their Affiliates, nor, except to 
thc extent otherwise provided in subsection (d) below, shall there be any transfer of assets or Liabilities of any Benefit Plan to any 
Buyers Benefit Plans. No provision of this Agreement shall be construed to limit the authority ol the Buyers or their Affiliates to 
discontinue, suspend or modify any particular benefit or compensation plan or program providcd to the Buyers' E~nployees at any 
time, or to terminate employment of any Buyers Employees at any time alter the Closing Date. 

(4 The Buyers will, with respect to any 401 (k) plan of the Seller Parties or their ERISA Affiliate in which any of the 
Sellers' Employees participates, take all necessary action to cause the trustee of any defined contribution plan of the 
Buyers or any of the Buyers' ERISA Affiliates in which a Sellers' Employee becomes a participant to, if elected by the 
Sellers' Employee, accept a direct "rollover" of the employee's "eligible rollover distribution," as such terms are defined in 
Code section 401 (a)(31), in cash, but solely to the extent such distribution is allowable by applicable Law and satisfies the 
requirements for such a rollover pursuant to applicable Law. 

(e) The Seller Parties or their Affiliates (and not the Buyers or their Affiliates) shall be responsible for any and all 
Liabilities attributable to the Sellers' Employees, including without limitation, any and all Liabilities arising out of or 
resulting from any claim by any Sellers' Employee which arises under any Law (including, without limitation, any claims for 
wrongful discharge or otherwise), or under any policy, agreement, understanding or promise, written or oral, formal or 
informal, between the Seller Parties or any of their Affiliates and the Sellers' Employee, whether arising out of actions, 
events or omissions that occurred (or, in the case of omissions, failed to occur) before, on or after, the Closing Date), 
other than Liabilities attributable to any Buyers' Employees in respect of the period after the Closing Date (or such later 
date as the individual becomes a Buyers' Employee). Without limiting the generality of the preceding sentence, the Seller 
Parties shall be responsible for satisfying continuation coverage provisions under section 4980B of the Code and sections 
601-608 of ERISA with respect to any Sellers' Employee (including any Sellers' Employee that becomes a Buyers' 
Employee) and any eligible spouse or dependent who experiences a "qualifying event," as defined in Code 
section 4980B(f)(3), on or before the Closing Date. The Seller Parties shall pay to each Buyers' Employee on or before 
the Closing Date (or such later date as the individual becomes a Buyers' Employee) all sums such Buyers' Employee is 
due as of such date for any accrued but unpaid salary and wages, including, without limitation, accrued but l~npaid 
vacation days, personal days, and expense reimbursements. In addition, the Seller Parties shall be solely responsible for 
any and all severance payments or benefits arising under any Benefit Plan, or otherwise with respect to the transactions 
contemplated by this Agreement, and the Buyers shall have no Liabilities with respect thereto. 



(0 Nothing contained in this Section 7.1 0, whether express or implied, is intended to confer upon any Sellers' 
Ernployee or forrner ernployee of ariy of the Seller Parties or their Affiliates or any Buyers' Employee ariy right or remedy, 
including, without lirnitation, any right as a third-party beneficiary. i 

i 

(8) Effective as of the Closing Date, the Sellers shall pay to each Buyer's Ernployee who was a participant in the 
Annual lnceritive Plan of any of the Seller Parties the annual bonus that such employee would have received had such 
employee remained employed with any of the Seller Parties until the last day of the plan year, prorated to reflect a partial 
plan year ending as of the Closing Date and based on such other assumptions as the Seller Parties reasonably need to 
make to calculate such bonuses. 

7.1 1. Risk of Loss. 

(a) From the date hereof through the Closing Date, all risk of loss or damage to the Acquired Assets shall be borrie 
by the Seller Parties, except that loss or damage caused by the acts or omissions of the Buyers or the Buyers' 
Representatives will be the responsibility of the Buyers. 

(b) If, before the Closing Date, all or any portion of the Acquired Assets is (i) corideniried or taken by eminent 
dorriairi or is the subject of a pending or, to the Seller Parties' Knowledge, contemplated taking which has not been 
consummated, or (ii) niaterially damaged or destroyed by fire or other casualty, theri the Seller Parties shall notify the 
Buyers promptly in writing of such fact. If that condernriation, taking, darnage, or destruction results in the failure of any 
conditiori in Sections 8.1 or 8.2 to be rriet or results in a Material Adverse Effect, then the Buyers may terminate this 
Agreement. Unless the Buyers terminate this Agreement pursuant to the foregoing sentence, (x) in the case of a 
condemnation or taking, the Seller Parties shall assign or pay, as the case rnay be, any net proceeds thereof to the 
Buyers at the Closing, and (y) in the case of a fire or other casualty, the Seller Parties shall either restore such damage ob 
assign the insurance proceeds therefor to the Buyers at the Closing. 

7.12. Tax Clearance Certificates. The parties hereto shall use Commercially Reasonable Efforts to obtain from any 
taxing authority any certificate. permit, license, or other document necessary to mitigate, reduce or eliminate any Taxes (including 
additions theseto or interest and penalties thereon) that otherwise would be imposed with respect to the transactions contemplated in 
this Agrecment. 

7.13. Non-Use of Allegheny Marks After the Closing. 

(a) The Allegheny Marks appear on.sorrie of the Acquired Assets, including on signage at the Wheatlarid Facility, 
and on supplies, materials, stationery, brochures, advertising materials, manuals and similar consurriable items. The 
Buyers acknowledge and agree that they do riot have and, upon consurnmation of the transactions conternplated by this 
Agreement, will riot have, any right, title, interest, license or other right to use the Allegheny Marks. 

(b) The Buyers will (i) within 60 days after ttie Closing Date, remove the Allegheny Marks from, or cover or conceal 
the Allegheny Marks on, the Acquired Assets, 



including signage at the Wheatland Facility, and provide written verification thereof to the Seller Parties pro~nptly after completing 
such removal, (ii) within 14 days after the Closing Date. return or destroy (with proof of destruction) all other Acquired Assets that 
contain any Allegheny Marks that ale not removable, and ( i i i )  within 30 clays after the Closing Datc, submit notifications or 
amendments with respect to any Permits or Environmental Pc~mits that use any Allegheny Marks. 

(c) Each Buyer agrees never to challenge Allegheny Energy, Inc.'s or its Affiliates' ownership of the Allegheny 
Marks or any application for registration thereof or any registration thereof or any rights of the Seller Parties or their 
Affiliates therein as a result, directly or indirectly, of its ownership of the Acquired Assets. 

(4 The Buyers will not will conduct any business oroffer any goods or services under any Allegheny Marks, except 
as expressly permitted during the transaction period pursuant to Section 7.13(b) or as permitted pursuant to Allegheny 
Energy, Inc.'s written consent. 

(el No Buyer will send, or cause to be sent, any correspondence or other materials to any Person on any stationery 
that contains any Allegheny Marks or otherwise operate Wheatland Facility in any manner that would or might reasonably 
be expected to confuse any Person into believing that such Buyer has any right, title, interest or license to use any 
Allegheny Marks. 

7.14. Insurance. The Buyers acknowledge that, after the Closing, the Acquired Assets shall not be covered by any 
insurance policy in respect of fire, liability, worker's co~npensation or otherwise maintained by the Seller Parties or any of their 
Affiliates. Accordingly, the parties agree that the Buyers shall be responsible lor procuring insurance in respect of the Acquired . 
Assets after the Closing Date. 

7.15. No Solicitation. From the date hereof through the Closing. none of the Seller Parties, their Affiliates nor the 
Sellers' Representatives (including, without limitation, investment bankers, attorneys and accountants) shall, directly or indirectly, 
enter into, solicit, initiate or continue any discussions or negotiations with. or encourage or respond to any inquiries or proposals by, or 
participate in any negotiations with, or provide any information to, or otherwise cooperate in any other way with, any Person or group, 
concerning any sale of all or a portion of the Acquired Assets, the Sellers or any equity interest therein, or any merger, consolidation, 
liquidation, dissolution or similar transaction involving the Sellers (each such transaction being referred to herein as a "Proposed 
Acauisition TI-ansaction") other than with the Buyers, their Affiliates and the Buyers' Representatives. None of the Seller Parties 
shall, directly or indirectly, through any Affiliate, officer, director, employee, Sellers' Representative or otherwise, solicit, initiate or 
encourage the submission of any proposal or offer from any Person (including, without limitation, a "person" as defined in 
Section 13(d)(3) of the Exchange Act) relating to any Proposed Acquisition Transaction. The Seller Parties represent that they are not 
now engaged in discussions or negotiations with any Person other than the Buyers with respect to a Proposed Acquisition Transaction. 



7.16. Notifications. 

(a) Subject to the terms and conditions of this Agreement, each of the parties will use Commercially Reasonable 
Efforts to (i) promptly notify the other parties of (A) any representation or warranty made by it contained in this Agreernent 
that is qualified as to materiality becoming untrue or inaccurate as so qualified in any respect or any such representation 
or warranty that is riot so qualified becorning untrue or inaccurate in any material respect, (B) the failure by it to cornply in 
any material respect with or satisfy in any rriaterial respect any covenant, condition or agreernent to be complied with or 
satisfied by it under this Agreement, and (C) any change or event which, individually or in the aggregate, has had a 
material adverse effect on the Buyers or a Material Adverse Effect; and (ii) promptly provide the other party with copies of 
all filings made by such party or any Affiliates thereof with any Goverrirriental Entity in connection with this Agreement and 
the transactions contemplated hereby. 

(b) The Seller Parties will, frorri time to time prior to the Closirig (but no more than orice in any 30-day period), 
promptly supplernent or arriend any of ttie Seller Parties' Sctiedules relating to Article V with respect to any matter that 
existed as of the date of this Agreement and should have been set forth or described in such Schedule. If the matters 
disclosed on such supplernented or amended Schedules would, individually or in the aggregate, be reasonably likely to 
have a Material Adverse Effect, then the Buyers may elect to terminate this Agreement within 15 days after receipt of the 
supplemented or amended Schedule, by providing written notice thereof to ttie Seller Parties. If the Buyers elect to 
terminate this Agreement pursuant to this Section 7.16(b), then the Seller Parties will have a 20-day period to cure the 
everit causing the amended or supplemented Schedule, provided that, if so cured withiri such 20-day period, this 
Agreement shall not be terminated. No disclosure by the Seller Parties pursuant to this Section 7.16(b), however, will be 
deerned to arnerid or supplement any of the Seller Parties' Schedules, to have qualified the representations and 
warranties contained in this Agreerrierit or to have reduced or limited in any way the iridernriificatiori obligations of the 
Seller Parties pursuant to Article IX, uriless the Buyers expressly consent to such supplement in writing. 

(c) The Seller Parties will, from time to time prior to the Closing (but no more than once in any 30-day period), 
promptly supplement or amend any of the Seller Parties' Schedules relating to Article V with respect to any matter arising 
after the date of this Agreerrient, which, if existing as of the date of this Agreement, would have been required to be set 
forth or described in such Schedule in order to rriake any representation or warranty set forth in ttiis Agreernerit true and 
correct as of such date. If the matters disclosed on such supplernented or amended Schedules would, individually or in 
the aggregate, be reasonably likely to have a Material Adverse Effect, then the Buyers may elect to terrriinate this 
Agreement, within 15 days after receipt of the supplemented or anierided Schedules, by providing written notice thereof to 
the Seller Parties; provided, however, that if the Buyers do not exercise such right to terminate this Agreemerit within such 
15-day period, then (i) the Buyers will be deemed to have forever waived any right to terrriinate this Agreement based 
upon such supplerrient or ameridinerit, except when considered in the aggregate with subsequent supplements or 
amendments, (ii) the Buyers will be deemed to have accepted such supplement or amendment, subject to (and in no way 
limiting) the Buyers' right to receive the indemnity set forth in the last 



sentence of this Section 7.16(c), and (iii) such supplement or amendment will be deemed to suppleinent or amend the Sellers' 
Schedules, subject to (and in  no way limiting) the Buyers' right to receive the indemnity set forth in  the last sentence of this 
Section 7.1 6(c). If the Buyers elect to terminate this Agreement pursuant to this Section 7.16(c), then the Seller Parties will have a 
20-day period to cure the event causing the amended or supplemented Schedule, provided that. if so cured within such 20-day period, 
this Agreement shall not be terminated. In the event the Closing occurs, the Seller Parties shall indernniry the Buyers for all Liabilities 
associated with or arising out or the matters disclosed in any supplemented or amended Schedules delivered pursuant to this 
Section 7.16(c) in accordance with Article IX. 

(d) The BtJyerS will, from time to time prior to the Closing (but no more than once in any 30-day period), promptly 
supplement or amend any of the Buyers' Schedules relating to Article VI with respect to any matter that existed as of the 
date of this Agreement and should have been set forth or described in such Schedule. If the matters disclosed on si~ch 
supplemented or amended Schedule W O L J ~ ~ ,  individually or in the aggregate, be reasonably likely to prevent, materially 
delay or impair the Buyers' ability to consummate the transactions contemplated by this Agreement, then the Seller 
Parties may elect to terminate this Agreement within '15 days after receipt of the supplemented or amended Schedule, by 
providing written notice thereof to the Buyers. If the Seller Parties elect to terminate this Agreement pursuant to this 
Section 7.1 6(d), then the Buyers will have a 20 day period to cure the event causing the amended or supplemented 
Schedule, provided that, if so cured within such 20.-day period, this Agreement shall not be terminated. No disclosure by 
the Buyers pursuant to this Section 7.1 6(d), however, will be deemed to amend or supplement any of the Buyers' 
Schedules, to have qualified the representations and warranties contained in this Agreement or to have reduced or limited 
in any way the indemnification obligations of the Buyers pi~rsi~ant to Article IX, unless the Seller Parties expressly consent 
to such supplement in writing. 

(e) The Buyers will, from time to time prior to the Closing (but no more than once in any 30-day period), promptly 
supplement or amend any of the Buyers' Schedules relating to Article VI with respect to any matter arising after the date 
of this Agreement, which, if existing as of the date of this Agreement, would have been required to be set forth or 
described in such Schedule in order to make any representation or warranty set forth in this Agreement true and correct 
as of such date. If the matters disclosed on such si~pplemented or amended Schedule wotJld, individually or in the 
aggregate, be reasonably likely to prevent, materially delay or impair the Buyers' ability to consummate the transactions 
contemplated by this Agreement, then the Seller Parties may elect to terminate this Agreement, within 15 days after 
receipt of the supplemented or amended Schedule, by providing written notice thereof to the Buyers; provided. however, 
that if the Seller Parties do not exercise such right to terminate this Agreement within such 15-day period, then (i) the 
Seller Parties will be deemed to have forever waived any right to terminate this Agreement based upon such supplement 
or amendment, except when considered in the aggregate with subsequent supplements or amendments, (ii) the Seller 
Parties will be deemed to have accepted si~ch supplement or amendment, and (iii) such supplement or amendment will be 
deemed to supplement or amend the Buyers' Schedules. If the Seller Parties elect to terminate this Agreement pursuant 
to this Section 7:16(e), then the Buyers will have a 20-day period to cure the event causing the amended or 
supplemented Schedule, provided that, if so cllred within such 20-day period, this Agreement shall not be terminated. 



(0 Together with any supplement or amendment to the Schedules pursuant to this Section 7.1 6, the party delivering 
such supplement or amendment shall also deliver supplementary material, and any other explanatory material with 
respect to such arnendment or supplernent as reasonably requested by any other party, to the other parties (the 
"Reviewinu Parties"). Notwithstanding any other provision in this Agreement, and regardless of whether the conditioris tc 
the Closing in Article Vlll have been satisfied or waived, in no event shall ttie Closing occur during the 15-day review 
period granted to the Reviewing Parties as provided in this Section 7.16 without the written consent of the Reviewing 
Parties. 

7.17. Notice of Allocation of Acquired Assets. The Buyers shall deliver to thc Sellel Partics, no late1 than foul Business 
Days prior to the expccted Closing Date, a written notice indicating the respective ownc~ship percentage of each of PSI Energy and 
CG&E with rcspect to the Acquired Assets and Assumed Liabilities as of the Closing. The parties hereto agree to use Comlne~cially 
Reasonable Efforts to prepaIe the Ancillary Agreclnents to rctlect the ownership percentages contained in  such notice. 

7.18. Post-Closing Start-Up. 

(a) In the event that the Buyers conduct a start-up (other than a Sellers-Initiated Start-up) of the Wheatlarid 
Facility (a "Buvers-Initiated Start-UP") within three months after the Closing Date, the Buyers shall give the Seller Parties 
written notice at least three days, or such shorter period as may be reasonably be required under the circumstances, prior 
to the planned date of the first Buyers-Initiated Start-Up, and the Buyers shall allow up to two individuals who are Seller 
Parties' Representatives to atterid the first Buyers-Initiated Start-Up in order to observe the operation of the Wheatland 
Facility. The Seller Parties shall solely be observers of the Buyers-Initiated Start-Up and shall have no authority with 
respect to the bperatiorial parameters of any Buyers-Initiated Start-,Up. Ttie Buyers shall be solely responsible for all 
costs related to any Buyers-Initiated Start-Up. 

(b) Within 30 days after the Closing Date, the Seller Parties may deliver a written notice to the Buyers requesting 
that the Buyers initiate one start-up of ttie Wheatland Facility (a "Sellers-Initiated Start-Uo"). In the event such a notice 
is delivered, the Buyers shall use Conimercially Reasonable Efforts to conduct such Sellers-Initiated Start-Up within 30 
days of the delivery of such notice to the Buyers, subject to reasonable delay for weather conditioris, fuel availability and 
other reasonable factors that might delay such Sellers-Initiated Start-Up. Tiie Buyers shall allow up to two individuals 
who are Seller Parties' Representatives to atterid the Sellers-Initiated Start-Up in order to observe the operation of the 
Wheatland Facility. Ttie Seller Parties shall solely be observers of the Sellers-Initiated Start-Up and shall have no 
authority with respect to the operational parameters of the Sellers-Initiated Start-Up. The Seller Parties shall pay to the 
Buyers the difference between the market price of the electricity sold during the Sellers-Initiated Start-Up and the price of 
the natural gas used to generate such electricity, also known as the spark spread. 

(c) Notwithstanding Sections 7.18(a) and (b), in no event shall the Buyers be obligated to (i) conduct a 
Sellers-Initiated Start-Up if the Buyers have already conducted a Buyers-Initiated Start-Up in compliance with 
Section 7.1 8(a) or (ii) allow ttie Seller Parties' 



Representatives to observe more than one start-up of the Wheatland Facility, regardless of whether such observed start-up was a 
Buyers-Initiated Start-Up or a Sellers-Initiated Start-Up. 

(dl For the avoidance of doubt, the occurrence of a Buyers-Initiated Start--1Jp or a Sellers-Initiated Start-1Jp shall in 
no way limit or modify (i) the representations and warranties of the Seller Parties, including those contained in 
Section 5.19(b), (ii) the indemnification obligations of the Seller Partiers pursuant to Article IX or (iii) the survival periods of 
any of the provisions of this Agreement as set forth in Section 1'1.3. 

7.19. Waiver of Indiana Responsible Transfer Property Law. The Sellers shall co~nply with the provisions of 
section 2(b) of the Indiana Responsible Transfer Property Law (Ind. Code S 13-25-3), to the extent applicable, in connection with the 
conveyance of the Owned Real Property to the Buyers; provided. however, that each of the Buyers hereby (a) waives the 30 day 
advance delivery requirement set forth in section 13-25-3-2(a) oS the Indiana Responsible Transfer Property Law, and 
(b) acknowledges its awareness of the purpose and intent of the disclosure doculnent referred to therein 

7.20. Certain Transmission Matters. On or prior to the Closing Date, the Seller Parties shall, and shall cause their 
Affiliates to, take all necessary actions required to delist all of the units at the Wheatland Facility as capacity resources for PJM. From 
and after the Closing Date, the Seller Parties shall not, and shall cause their AMliates not to, use any of the units at the Wheatland 
Facility for any capacity obligations of the Seller Parties or their Affiliates. No later than May 31,2006, the Seller Parties shall, and 
shall cause their Affiliates to, cease utilizing any of the units at the Wheatland Facility as a source for the purposes of transmission 
service or transmission service reservations. If any of the Seller Parties or any of their Affiliates have an existing transmission service 
reservation from the Wheatland Facility on June 1, 2006, such Seller Parties shall, or shall cause their Affiliates to, either terminate 
such transmission service reservation or, if reasonably acceptable to both the Seller Parties and the Buyers. assign such transmission 
service agreement to the Buyers. 

ARTICLE VIII 
CONDITIONS 

8.1. Conditions to Each Party's Obligations to Effect the Transaction. The respective obligations of each party to 
effect the sale and purchase of the Acquired Assets shall be subject to the fulfillment at or prior to the Closing Date of the following 
conditions, except as may be waived in writing pursuant to Section 11.2 by the joint action of the parties hereto: 

(a) The waiting period ilnder the HSR Act applicable to the consummation of the sale of the Acquired Assets 
contemplated hereby shall have expired or been terminated; 

(b) No preliminary or permanent injunction or other order or decree by any federal or state court which prevents the 
consummation of the sale of the Acquired Assets contemplated hereby shall have been issued and remain in effect (each 
party agreeing to use Commercially Reasonable Efforts to have any such injunction, order or decree lifted); and no Law 
shall have been enacted by any Governmental Entity which prohibits the consummation of the sale of the Acquired 
Assets; 



(c) All consents arid approvals for the consurrlmation of the sale of the Acquired Assets required under the terrris of 
any note, bond, mortgage, indenture, contract, Permit or other agreement to which the Seller Parties or the Buyers, or any 
of their Subsidiaries, are a party shall have been obtained, other than those which if not obtained, would not, individually 
or in the aggregate, be reasonably likely to have a Material Adverse Effect; and 

(dl Subject to Section 11 "1 6, the Sellers Required Regulatory Approvals arid the Buyers Required Regulatory 
Approvals shall have been obtained by a Firial Order. 

8.2. Conditions to Obligation of the Buyers. The obligation of the Buyers to effect the purchase of the Acquired 
Assets contemplated by this Agreement shall be sub.ject to the fulfillment at or prior to the Closing Date of the following additional 
conditions, except as may be waived by the Buyers in writing pursuant to Section 11.2: 

(a) There shall not have occurred since the date of this Agreement and be continuirig a Material Adverse Effect or 
any events or conditions which are reasonably likely to have a Material Adverse Effect; 

(b) The Seller Parties shall have performed and complied with in all rnaterial respects the covenarits and 
agreements contained in this Agreement that are required to be perfornied arid complied with by the Seller Parties or1 or 
prior to the Closing Date; 

(c) Each of the representations and warranties of the Seller Parties set forth in this Agreement that are not qualified 
by materiality or Material Adverse Effect shall be true and correct in all rriaterial respects as of the date of this Agreement 
and as of the Closing Date, with the same effect as though such representations and warranties had been made on arid 
as of the Closing Date, except that such representations and warranties that are made as of a specific date need only be 
true arid correct as of such date; 

(d) Each of the representations and warranties of the Seller Parties that are qualified by materiality or Material 
Adverse Effect shall be true and correct as of the date of this Agreement and as of the Closing Date, with the same effect 
as thougti such representations arid warranties had been made or1 arid as of the Closing Date, except that such 
representations and warrarities that are made as of a specific date need only be true and correct as of such date; 

(e> Eacti of the Buyers shall have received a certificate frorri an authorized officer of each of the Seller Parties, 
dated the Closing Date, to the effect that the conditioris set forth in Sections 8.2(a), 8.2(b), 8.2(c) and 8.2(d) have been 
satisfied; 

( f) The Seller Parties shall have complied with the delivery requirements of Section 4.3; 

(8) All Permits and material Erlvironmental Permits shall have beer1 transferred to the Buyers or, if such Permits and 
Environmental Permits are not transferable, shall have been modified or reissued to the Buyers, except to the extent that 
applicable Laws (including, without limitation, applicable Environmental Laws) would allow the Buyers to lawfully own and 
operate the Wheatland Facility and the Site after the Closing Date in the rrianner in which they are currently operated 
without such conditions having been satisfied; 



(h) Subject to Section I 1.16, the Final Orders of any Governmental Entity having authority over the 
transactions contemplated by this Agreement shall have been received, and such Final Orders shall not impose terms or conditions 
which would, individually or in  the agglegate, be reasonably likely to have a Material Adverse Effect or a material adverse effect on 
the business, assets, operations or conditions of eithcr of the Buyers, in  the context of the transaction contemplated hereby and as 
determined by the board of directors of either of the Buyers based on the advice of the Buyers' Representatives; and 

(i) The Seller Parties shall have delivered evidence, reasonably satisfactory in  form and substance to the 
Buyers, of the full and irrevocable release of all Encumbrances on the Acquired Assets arising under or relating to the Existing Debt 
Documents. 

8.3. Conditions to Obligation of the Seller Parties. The obligation of the Seller Parties to effect the sale of the 
Acquired Assets contemplated by this Agreement shall be subject to the fulfillment at or prior to the Closing Date of the following 
additional conditions, except as may be waived by the Seller Parties in writing pursuant to Section 11.2: 

(4 The Buyers shall have performed and complied with in all material respects the covenants and agreements 
contained in this Agreement that are required to be performed and complied with by the Buyers on or prior to the Closing Date; 

(b) Each of the representations and warranties of the Buyers set forth in this Agreement that are not qualified 
by materiality shall be true and correct in all material respects as of the date of this Agreement and as of the Closing Date, with the 
same effect as though such representations and warranties had been made on and as of the Closing Date, except that such 
representations and warranties that are made as of a specific date need only bc true and correct as of such date; 

(c) Each of the representations and warranties ofthe Buyers that are qualified by materiality shall be true and 
correct as of the date of this Agreement and as of the Closing Date. with the same effect as though such representations and warranties 
had been made on and as of the Closing Date, except that such representations and warranties that are made as of a specific date need 
only be true and correct as of such date; 

(d) The Seller Parties shall have received a certificate from an authorized officer of each of the Buyers, dated 
the Closing Date, to the effect that the conditions set forth in Sections 8.3(a), 8.3(b) and 8.3(c) have been satisfied; 

(e) The Buyers shall have complied with the delivery requirements of Section 4.4; and 

( f )  Subject to Section 11.16, the Final Orders of any Governmental Entity having authority over the 
transactions contemplated by this Agreement shall have been received, and such Final Orders shall not impose terms or conditions 
which would, individually or in the aggregate, be reasonably likely to have a material adverse effect on the business, assets. operations 
or conditions of any of the Seller Parties, in the context of the transactions contemplated hereby and as determined by the board of 
directors of AESC based on the advice of the Seller Parties' Representatives. 



ARTICLE IX 
INDEMNIFICATION 

9.1. Indemnification. 

(a) From arid after the Closing Date, subject to the limitations set forth in this Section 9.1 (a), and provided that the 
Buyers Indemnified Party makes a written claim for indemnification against the Seller Parties pursuant to Section 11.4 
within the survival period set forth in Section 11 -3, the Seller Parties shall, jointly and severally, indemnify, defend and 
hold harmless each of the Buyers and their Affiliates, and their respective directors, officers, employees, shareholders and 
agents (each, a "Buvers lndernnifiecl Party") from and against any and all claims, demands or suits (by any Person), 
losses, Liabilities, damages, obligations, payments, costs and expenses (including, without limitation, the costs and 
expenses of any and all actions, suits, proceedings, assessrnerits, judgments, settlements and corripromises relating 
thereto and reasonable attorneys' fees and reasonable disbursements in connection therewith) (each, an "lndemnifiable 
Loss") asserted against or suffered by the Buyers Indemnified Parties relating to, resulting frorri or arising out of (i) any - 
breach by any of the Seller Parties of any of the representations and warranties of the Seller Parties contained in this 
Agreement, or ariy inaccurate statement in the certificate delivered pursuant to Section 8.2(e), (ii) any breach by any of 
the Seller Parties of any covenant or agreement of the Seller Parties coritained in this Agreement, (iii) any Excluded 
Liabilities, (iv) any failure of ttie Seller Parties to comply with applicable bulk sales Laws or (v) the matters disclosed on 
any supplemented or arnerided Schedules provided by the Seller Parties pursuant to Section 7.1 6(c). Notwithstanding the 
foregoing, (A) the Seller Parties stiall have no Liability under Sections 9.1 (a)(i) or 9.1 (a)(v) for lndemnifiable Losses (other 
than lridemriifiable Losses pursuant to Section 7.8), unless and until the aggregate lnderrinifiable Losses incurred by the 
Buyers lnderririified Parties exceed $750,000 in which case the Seller Parties shall be jointly and severally liable for all 
losses in excess of $750,000, (B) in no event shall the Seller Parties' aggregate Liability under Sections 9.1 (a)(i) and 
9.1 (a)(v) exceed $50,000,000 in the aggregate; (C) in no event shall the Seller Parties' aggregate Liability under 
Section 9.1 (a)(ii) exceed the amount of the Purchase Price; and (D) for purposes of calculating the arnourit of 
lndemnifiable Losses, all references to materiality or similar qualifiers or Material Adverse Effect shall be disregarded. 

(b) Frorri and after the Closing Date, subject to the limitations set forth in this Section 9.1 (b), and provided that the 
Sellers lriderrinified Party makes a written claim for indernnificatiori against the Buyers pursuant to Section 11.4 within ttie 
survival period set forth in Section 11.3, the Buyers shall, jointly and severally, indemnify, defend and hold harmless each 
of the Seller Parties and their Affiliates, and their respective directors, officers, employees, shareholders arid agents 
(each, a "Sellers Indemnified Party") from and against all lndemnifiable Losses asserted against or suffered by ttie Sellers 
lriderririified Parties relating to, resulting from or arising out of (i) any breach by either of the Buyers of any of the 
representations and warranties of the Buyers contained in this Agreement, or any inaccurate statement in the certificate 
delivered pursuant to Section 8.3(d), (ii) any breach by either of the Buyers of any covenant or agreement of the Buyers 
contained in this Agreement, or (iii) the Assumed L.iabilities. Notwithstanding the foregoing, (A) the Buyers shall have no 
Liability under Section 9.1 (b)(i) for lndemnifiable Losses (other than lnderririifiable Losses pursuant to Section 7.8), uriless 
arid until the aggregate lnderrinifiable Losses incurred by ttie Sellers Indemnified Parties 



exceed $750.000 in which case the Buyers shall be jointly and severally liable for all losses i n  excess of $750,000; (B) in no event 
shall the Buyers' aggregate L,iability under Section 9.1 (b)(i) exceed $50,000,000; ( C )  in no cvent shall the Buyers' aggregate Liability 
~vnder Section 9.l(b)(ii) exceed the amount of the Purchase Pricc; and (D) for purposes ol calculating the amount of Indemnifiablc 
L.osses, all references to materiality, material adverse effect or similar qualifiers shall be disregarded. 

(c) Any Person entitled to receive indemnification under this Agreement (an "Indemnitee") having a claim under 
these indemnification provisions shall make a good faith effort to recover all lndemnifiable Losses from insurers of such 
lndemnitee under applicable insurance policies so as to reduce the amount of any lndemnifiable Loss hereunder; 
provided that in no event shall an lndemnitee be required to initiate litigation or arbitration against an insurance provider 
before receiving payment for any lndemnifiable Loss pursuant to this Article IX. The amount of lndemnifiable Loss will be 
(i) reduced to the extent that lndemnitee receives any insurance proceeds with respect to an lndemnifiable Loss and 
(ii) reduced or increased to take into account any net Tax benefit or burden recognized by the lndemnitee arising from the 
recognition of the lndemnifiable Loss and any payment actually received with respect to an lndemnifiable Loss. 

( 4  The expiration, termination or extinguishment of any representation, warranty, covenant or agreement pursuant 
to Section 11.3 shall not affect the parties' obligations under this Section 9.1 if the lndemnitee provided the Person 
required to provide indemnification under this Agreement (the "lndemnifvina Partv") with proper notice of the claim or 
event for which indemnification is sought prior to such expiration, termination or extinguishment. 

(e) Following the Closing and except with respect to intentional breaches of this Agreement, willful misconduct or 
fraud, the remedies set forth in this Article IX will be the sale and exclusive remedies for any and all claims, damages, 
complaints, demands, causes of action, investigations, hearings, actions, suits or other proceedings in connection with, 
arising from or relating to this Agreement and the Ancillary Agreements and the transactions contemplated hereby and 
thereby and are in lieu of any and all other rights and remedies which the Seller Parties or the Buyers may have tlnder this 
Agreement or otherwise for relief (monetary or otherwise) with respect to any breach of or failure to perform under this 
Agreement and the Ancillary Agreements or otherwise with respect to the transactions contemplated hereby and thereby, 
including with respect to the Assumed Liabilities or Excluded Liabilities. Each party waives any provision of Law to the 
extent that it would limit or restrict the agreements contained in this Article IX. Nothing herein shall prevent either party 
from terminating this Agreement in accordance with Article X. 

(f) Any indemnity payment under this Agreement shall be treated as an adjustment to the Purchase Price for Tax 
purposes, to the maximum extent permitted by applicable Law. 

9.2. Defense of Claims. 

(a) If any lndemnitee receives notice of the assertion of any claim or of the commencement of any claim, action, or 
proceeding made or brought by any Person who is not a 



party to t h ~ s  Agreement or an Affiliate of a party to this Agreement (a "Thirci Partv Claim") with respect to which indemnification is 
to be sought from the Indemnifying Party, the Indemnitee will give the Indemnifying Party reasonably prompt written notice thereof, 
but in any event not later than 15 days after the Indemnitee's ~eceipt  of written notice of such Third Party Claim. Such notice shall 
describe the nature of the Third Party Clairn in reasonable detail and shall indicate the estimated amount, if practicable. of the I 

Indemnifiable Loss that has been or may be sustained by the Indemnitee. The Indemnilying Party will have the right to palticipate in 
or, by giving written notice to the Indernnitee. to elect to assume the defense of any Third Party Claim at the Indemnifying Palty's 
own expense and by the Indemnifying Party's own counsel (reasonably acceptable to the Indemnitee), and the Indemnitee will 
cooperate in good faith in such defense at such Indemnitce's own expense. 

(b) If within 10 days after an Indemnitee provides written notice to the lnderrinifying Party of any Third Party Claim 
the lndemnitee receives written riotice from the lnderrlnifying Party that the Indemnifying Party has elected to assume the 
defense of such Third Party Claim as provided in the last sentence of Section 9.2(a), the Indernnifying Party will riot be 
liable for any legal expenses subsequently incurred by the lridemnitee in connectiorl with the defense thereof; provided, 
however, that if at ariy time the Indemnifying Party fails to take reasonable steps necessary to defend diligently such Third 
Party Clairri within 10 days after receiving notice from the lndemnitee that the lndemnitee believes the lndemnifying Party 
has failed to take such steps, the lndernnitee may assume its own defense, and the lridemnifying Party will be liable for all 
reasonable experises thereof; provided further, that if, under applicable standards of professional conduct, a conflict with 
respect to any significant issue between any Indernnitee and the Indemnifying Party exists in respect of such Third Party 
Clairn, the lndemnifying Party shall pay reasonable fees and expenses of one additional counsel as may be required to be 
retained in order to resolve such conflict. The lnderririifyirig Party shall be liable for the fees and expenses of counsel 
employed by the lndernnitee for any period during which the lndemnifying Party has not assumed ttie defense of any such 
Third Party Claim (other than during any period in which the lndemnitee has failed to give notice of the Third Party Claim 
as provided above). If the lndemnifying Party assumes such defense, the lndemnitee shall have the right to participate in 
the defense thereof and to erriploy counsel, at its own expense, separate from the counsel employed by the Indemnifying 
Party, it being understood that the lndemnifying Party shall control such defense. If the Indemnifying Party chooses to 
defend or bring any Third Party Clairn, the lnderririitee shall agree to any settlement, comprorriise or discharge of such 
Third Party Clairrl that the lndernnifying Party may recommend and that, by its terms, discharges the lndernriitee and its 
Affiliates from the full amount of Liability in connection with such Third Party Claim; provided. however, that, without the 
consent of the Indemnitee, the lriderrinifying Party shall not consent to, and the lridemnitee shall not be required to agree 
to, ttie entry of any judgment or entry into ariy settlement that (i) provides for injunctive or other nori-monetary relief 
affecting the lndernnitee or any of its Affiliates or (ii) does not include as an unconditional term thereof the giving of a 
release frorrl all Liability with respect to such claim by each claimant or plaintiff to each lnderririitee that is the subject of 
such Third Party Claim. 

(c) Any claim by an lridemnitee on account of an lndemnifiable L.oss which does not result frorn a Third Party Claim 
(a "Direct Claim") will be asserted by giving the lndemnifying Party reasonably prompt written notice thereof, stating the 
nature of such claim in reasonable detail and indicating the estimated arnount, if practicable, and the lnderririifying Party 



will have a period of 30 days within which to respond to such Direct Claim. If the Indemnifying Party does not respond within such 
30-day period, the Indemnifying Party will be dee~ned to have accepted such claim. If the Indemnifying Party rejects such claim. the 
Indelnnitee will be free to scck enforcement of its rights to indemnification under this Agreement. 

(d) If the amount of any lndemnifiable L.oss, at any time subsequent to the making of an indemnity payment in 
respect thereof, is reduced by recovery, settlement or otherwise under or pursuant to any insurance coverage, or pursuant 
to any claim, recovery, settlement or payment by or against any other Person, the amount of such reduction, less any 
costs, expenses or premiums incurred in connection therewith will promptly be repaid by the lndemnitee to the 
lndemnifying Party, but in any event not later than 30 days after receipt of such reduction by the Indemnitee. Upon 
making any indemnity payment, the lndemnifying Party will, to the extent of such indemnity payment, be subragated to, 
and the lndemnitee shall provide the lndemnifying Party a written assignment of, all rights of the lndemnitee against any 
third party (including any insurer) in respect of the lndemnifiable Loss to which the indemnity payment relates; provided, 
however, that (i) the lndemnifying Party will then be in compliance with its obligations under this Agreement in respect of 
such lndemnifiable Loss and (ii) until the lndemnitee recovers full payment of its lndemnifiable Loss, any and all claims of 
the lndemnifying Party against any such third party on account of said indemnity payment is hereby made expressly 
subordinated and sllbject in right of payment to the Indemnitee's rights against such third party. Without limiting the 
generality or effect of any other provision hereof, each such lndemnitee and the lndemnifying Party will duly execute upon 
request all instruments reasonably necessary to evidence and perfect the above-described subrogation and 
subordination rights, and otherwise cooperate in the prosecution of such claims at the direction of the lndemnifying Party. 
Nothing in this Section 9.2(d) shall be construed to require any party hereto to obtain or maintain any insurance coverage. 

(e) A failure to give timely notice as provided in this Section 9.2 will not affect the rights or obligations of any party 
hereilnder except if, and only to the extent that, as a result of such failure, the party which was entitled to receive such 
notice was actually prejudiced as a result of such failure. 

ARTICLE X 
TERMINATION AND ABANDONMENT 

10.1. Termination. 

(a) This Agreement may be terminated at any time prior to the Closing Date by mutual written consent of the Seller 
Parties and the Buyers. 

(b) 'This Agreement may be terminated by the Seller Parties or the Buyers if the Closing contemplated hereby shall 
have not occurred on or before December 31, 2005 (the "Termination Date"); provided. however, that the right to 
terminate this Agreement under this Section 10.1 (b) will not be available to any party whose failure to fulfill any obligation 
under this Agreement has been the cause of, or resulted in, the failure of the Closing to occur on or before such date. 



(c) This Agreement may be terminated by the Seller Parties or the Buyers if (i) one or rnore courts of cornpetent 
jurisdiction shall have issued an order, judgment or decree permanently restraining, erijoiriing or otherwise prohibiting the 
Closing, and such order, judgment or decree shall have become final and nonappealable or (ii) any Law shall have been 
enacted by any Governmental Entity which prohibits the corisummation of the Closing. 

(dl This Agreement may be terminated by the Buyers if there shall have been a material breach of any 
representation or warrarity, or a rriaterial breach of any covenant or agreement of ttie Seller Parties hereunder, which 
breach would, individually or in the aggregate, be reasonably likely to have a Material Adverse Effect and such breach has 
not been cured by ttie Seller Parties within 30 Busiriess Days after the Seller Parties have Knowledge of such breach. 

(e) This Agreement may be terminated by the Seller Parties if there shall have been a material breach of any 
representation or warrarity, or a material breach of any covenant or agreement of ttie Buyers hereunder, which breach 
would prevent, materially delay or materially impair the Buyers' ability to consummate the transactions contemplated by 
this Agreement arid such breach has riot been cured by the Buyers within 30 Business Days after the Buyers have 
Knowledge of such breach. 

(0 This Agreement rnay be terminated by the Buyers as contemplated in Section 7.1 1 (b). 

(g) This Agreement may be terminated by the Seller Parties or the Buyers in accordance with the provisions of 
Section 7.1 6. 

10.2. Procedure and Effect of Termination. In the cvent of termination of this Agreement and abandonment of the 
transactions contemplated hereby by either the Seller Parties or the Buyers pulsuant to Section 10.1, written notice thereof shall 
forthwith be given by the terminating party to the other parties and this Agreement shall terminate and the transactions contemplated 
hereby shall be abandoned, without further action by any of the parties hereto. If this Agreement is terminated as provided herein: 

( 4  None of ttie parties hereto nor any of their respective trustees, directors, officers, Affiliates, as the case niay be, 
shall have ariy Liability or further obligation to the other parties or any of ttieir respective trustees, directors, officers or 
Affiliates, as the case may be, pursuant to this Agreement, except (i) that nothing herein shall relieve any party from 
Liability for any material breach of any representation, warranty, covenant, or agreement of such party contained in this 
Agreement arid (ii) that Sections 7.2(b), 7.3, 7.8, 10.2, 11 . l ,  11.2, 11.4 through 11.6, and 11.8 through 11.10 and 11.12 
through 11 .I 5 shall survive such termination; and 

(b) All filings, applications and other subrriissions made pursuant to this Agreement, to the extent practicable, shall 
be withdrawn from the Governmental Entity or other Person to which they were made. 



ARTICLE XI 
MISCELLANEOUS PROVISIONS 

11.1. Amendment and Modification. Subject to applicable Law. this Agreement may be amended, modified or 
supplelncnted only by written agreement of the Seller Parties and the Buyers. 

11.2. Waiver of Compliance. Except as otherwise provided in this Agreement, any lailure of any ofthe parties to 
comply with any obligation. covenant. agreement or condition herein may be waived by the party entitled to the benefits thereof only 
by a written instrument signed by the party expressly granting such waiver, but such waiver or failure to insist upon strict cornpliance 
with such obligation, covenant, agreement or condition shall not operate as a waiver of, or estoppel with respect to, any othel failure. 

11.3. Survival. 

(4 The representations and warranties of the Seller Parties contained herein or in any certificates or documents 
delivered pursuant to this Agreement on the Closing Date shall survive the Closing for a period of 24 months following the 
Closing Date; provided. however, that (i) the representations and warranties set forth in Section 5.1 0 shall survive for a 
period of five years following the Closing Date, (ii) the representations and warranties set forth in Section 5.1 9(b) shall 
survive for a period of three months following the Closing Date, and (iii) the representations and warranties set forth in 
Sections 5.2, 5.3, 5.8, 5.17, 5.19(a), 5.22 and 5.23 shall survive i~nti l  90 days after the expiration of the applicable statute 
of limitations (giving effect to extensions or waivers thereof; provided. however, that nothing contained in this Agreement 
shall be deemed to require any of the parties to agree to any such extension or waiver). 

(b) The representations and warranties of the Buyers contained herein or in any certificates or documents delivered 
pursuant to this Agreement on the Closing Date shall survive the Closing for a period of 24 months following the Closing 
Date; provided. however, that the representations and warranties set forth in Sections 6.2, 6.6, 6.7 and 6.8 shall survive 
until 90 days after the expiration of the applicable statute of limitations (giving effect to extensions or waivers thereof; 
provided, however, that nothing contained in this Agreement shall be deemed to require any of the parties to agree to any 
such extension or waiver). 

(c) The covenants and agreements in Article IX shall survive the Closing and shall remain in full force and effect for 
such period as is necessary to resolve any claim made with respect to any representation, warranty, covenant or 
agreement contained herein during the survival period thereof, and the covenants and agreements of the parties 
contained in Articles 11, Ill, VII and XI of this Agreement shall survive the Closing for (i) the time period(s) set forth in the 
respective Sections contained in such Articles, or (ii) if no time period is so specified, until 90 days after the expiration of 
the applicable statute of limitations. 

11.4. Notices. All notices and other communications hereunder shall be in writing and shall be deemed given if delivered 
personally or by facsimile transmission, telexed or mailed by overnight courier or registered or certified mail (return receipt 
requested), postage prepaid, to the 



parties at the following address (01 at such other address for a party as shall be specified by like notice; provided that notices of a 
change of address shall be elfcctive only upon rcceipt thereof): 

(a) If to the Seller Parties, to: 

Allegheny Energy Supply Company, LLC 

4350 Northern Pike - 4 North 

Monroeville, PA 15 146-2841 

Facsimile: (4 12) 856-2'789 

Attention: Deputy General Counsel 

with a copy to: 

Allegheny Energy, Inc. 

800 Cabin Hill Drive 

Greensburg, PA 15601-1689 

Facsimile: (724) 830-5 151 

Attention: President 

and 

Gray, Plant, Mooty, Mooty & Bennett, P.A. 

500 IDS Center 

80 South Eighth Street 

Minneapolis, MN 55402 

Facsimile: (612) 632-4388 

Attention: Joseph T. Kinning, Esq. 

(b) If to PSI Energy, to: 

PSI Energy, Inc. 

1000 East Main Street 

Plainfield, IN 46 168 



Facsimile: (31 7) 838-21 11 

Attention: Kay E. Pashos, President 

with a copy to: 

Cinelgy Corp. 

139 East Fourth Street 

Cincinnali, OH 45202 

Facsimile: (5 13) 287-4090 

Attention: Douglas C. Taylor, Vicc President, Corporate Develop~ncnt 

and 



Skadden, Arps. Slatc, Meagher & Flom LLP 

1440 New York Avenue, N.W. 

Washington, UC 20005 

Facsimile: (202) 393-5760 

Attention: Pankaj K. Sinha, Esq. 

If to CG&E, to: 

The Cincinnati Gas & Electric Company 

139 East Fourth Street 

Cincinnati, OH 45202 

Facsimile: (5 13) 287-403 1 

Attention: Gregory C. Ficke, President 

with a copy to: 

Cinergy Corp. 

139 East Fourth Street 

Cincinnati, OH 45202 

Facsimile: (5 13) 287-4090 

Attention: 1)ouglas C. Taylor, Vice President, Corporate Development 

and 

Skadden, Arps, Slate, Meagher & Flom LLP 

1440 New York Avenue, N.W. 

Washington, DC 20005 

Facsimile: (202) 393-5'760 

Attention: Pankaj K. Sinha, Esq. 

11.5. Assignment; No Third-Party Beneficiaries. This Agreement and all of the provisions hereof shall be binding 
upon and inure to the benefit of the parties hereto and their respective successors and permitted assigns, but neither this Agreement nor 
any of the rights, interests or obligations hereunder may be assigned by any party hereto, including by operation of Law without the 
prior written consent of the other party, nor is this Agreement intended to confer upon any other Person except the parties hereto any 
rights or remedies hereunder. Without limiting the generality of the foregoing, no provision of this Agreement will create any 



third-party beneficiary rights in any employee or former e~nployee of the Seller Parties or any of their Affiliates (including any 
beneficiary or dependent thereof) in respect of continued employment or resumed employment, and no provision of' this Agreement 
will create any rights in any such Persons in respect of any benefits that may be provided, directly or indirectly, under any employee 
benefit plan or arrangement cxcept as expressly provided for thereunder. 

11.6. Governing Law. This Agleement shall be governed by and construed in accordance with the Laws of the State of 
Indiana (regardless of the Laws that might otherwise govern undel applicable Indiana principles of conflicts of law) as to all matters, 
including, 



without limitation, matters of validity, construction, effect, performance and remedies, except where Indiana Law is preempted by 
federal Law, in which event federal Law shall govern. 

11.7. Counterparts. This Agleement may be executed and delivered (including via facsimile) in two or more 
counterparts, each of which shall be deemcd an original, but all of which together shall constitute one and the same instrument. 

11.8. Interpretation. The articlc and section headings contained in this Agreement are solely for the purpose of 
refelence, are not part of thc agreement of the parties and shall not in any way affect the meaning or interpretation of this Agreement. 

11.9. Schedules and Exhibits. All Exhibits and Schedules referred to herein are intended to be and hereby arc 
specifically made a part of this Agreement. 

11.10. Entire Agreement. This Agreement, the Confidentiality Agreement and the Ancillary Agreements including the 
Exhibits, Schedules, documents, certificates and instruments referred to herein or therein, embody the entire agreement and 
understanding of the parties hereto in respect of the transactions contemplated by this Agreement. There are no restrictions, promises, 
representations, warranties, covenants or undertakings, other than those expressly set forth or referred to herein or therein. This 
Agreement and the Ancillary Agreements supersede all prior agreements and understandings, whether written or oral, between the 
parties with respect to such transactions other than the Confidentiality Agreement. 

11.11. Bulk Sales or Transfer Laws. 'The Buyers acknowledge that the Seller Parties will not comply with the provision 
of any bulk sales or transfer Laws of any jurisdiction in connection with the transactions contemplated by this Agreement. The Buyer 
hereby waive compliance by the Sellers with the provisions of the bulk sales or transfer Laws of all applicable jurisdictions. 

11.12. Consent to Jurisdiction. Each party hereby irrevocably submits to the exclusive jurisdiction of the federal or state 
courts located in the State of Indiana in any action, suit or proceeding arising out of or relating to this Agreement or the Ancillary 
Agreements or any of the transactions contemplated hereby or thereby, provided. however, that such consent to jurisdiction is solely 
for the purpose referred to in this Section and shall not be deemed to be a general submission to the jurisdiction of said courts or in the 
State of Indiana other than for such purpose. Each party hereby irrevocably waives, to the fullest extent permitted by Law, any 
objection that ir may now or hereafter have to the laying of the venue of any such action, suit or proceeding brought in such a court 
and any claim that any such action, suit or proceeding brought in such a court has been brought in an inconvenient forum. 

11.13. Waiver of Jury Trial. THE PARTIES HERETO HEREBY IRREVOCABLY WAIVE, TO THE FULLEST 
EXTENT PERMITTED BY LAW, ANY AND ALL RIGHT TO TRIAL BY JURY IN ANY LEGAL PROCEEDING 
ARISING OUT OF OR RELATING TO THIS AGREEMENT OR THE ANCILLARY AGREEMENTS OR ANY OF THE 
TRANSACTIONS CONTEMPLATED HEREBY OR THEREBY. 

11.14. Waiver of Consequential, Etc. Damages. NOTWITHSTANDING ANYTHING TO THE CONTRARY IN 
THIS AGREEMENT, EXCEPT TO THE EXTENT RESULTING FROM ANY THIRD PARTY CLAIM OR FROM FRAUD 
OR WILLFUL MISCONDUCT, THE BUYERS SHALL NOT BE LIABLE 



TO THE SELLER PARTIES, NOR SHALL, THE SELLER PARTIES BE LIABLE TO THE BUYERS, FOR ANY 
EXEMPLARY, PUNITIVE, SPECIAL, INDIRECT, CONSEQUENTIAL, REMOTE OR SPECULATIVE DAMAGES 
(INCLUDING, WITHOUT LIMITATION, ANY DAMAGES ON ACCOIJNT OF LOST PROFITS OR OPPORTUNITIES) 
RESULTING FROM OR ARISING OUT OF THIS AGREEMENT OR THE ANCILLARY AGREEMENTS OR THE 
TRANSACTIONS CONTEMPLATED HEREBY OR THEREBY. 

11.15. Specific Performance. The parties hereto agree that irreparable damage would occur in the event any of thc 
p~ovisions of this Agreement were not to be performed in accordance with the terms here01 and that prior to the Closing, the palties 
will be entitled to specific performancc of thc terms hcreof in addition to any other remedies at law or in equity. 

11.16. Change of Structure: Notwithstanding anything in this Agreement to the contrary, (a) if, with respect to Buyers 
Required Regulatory Approvals, all requi~ed IURC approvals with respect to PSI Energy have not been obtained by November 20, 
2005, and all required FERC and SEC approvals have been obtained by November 30, 2005, then, subject to the satisfaction of the 
other contiitions contained in Article VIII, CG&E alone will acquire the Wheatland Facility pursuant to this Agreement and all 
references in this Agreement to "Buyers" shall be deemed to refer to CG&E only (and not PSI Energy) and PSI Energy shall have no 
further rights or obligations under this Agreement, or (b) if,  with respect to Buyers Required Regulatory Approvals, all required IURC 
approvals and FERC Approvals have been obtained, but all required SEC approvals under the Holding Company Act for CG&E have 
not been obtained by November 30, 2005. then, subject to the satisfaction of the other conditions contained in Article VIII, PSI Energy 
alone will acquire the Wheatland Facility pursuant to this Agreement and all references in this Agreement to "Buyers" shall be 
deemed to refer to PSI Energy only (and not CG&E) and CG&E shall have no further rights or obligations under this Agreement. 
Notwithstanding the foregoing, the Seller Parties acknowleclge that, prior to November 20, 2005, the Buyers shall have sole discretion 
to allocate the ownership of the Acquired Assets and the Assumed Liabilities between the Buyers (including by allocating 100% of the 
Acquired Assets and Assumed L.iabilities to one Buyer) provided the Buyer Required Regulatory Approvals necessary for Closing the 
transaction with the selected allocation have been received by November 20,2005. In the event the Buyers determine, and give 
written notice pursuant to Section 7.17, that either PSI Energy or CG&E shall acqui~e 100% ot the Acquired Assets and Assumed 
Liabilities. all relerenees in this Agreement to "Buyers" shall bc deemed to refer to the one applicable Buyer (and not the other Buyer) 
and the other Buyer shall have no further rights or obligations under this Agreement. The parties hereto agree to use their 
Commercially Reasonable Efforts to amend this Agreement and the Ancillary Agreements if necessary to reflect any revised 
transaction structure discussed in this Section 1 1.16. 

11.17. Certain Approvals. The parties hereto agree that in the event FERC approval under section 203 of the Federal 
Power Act, in  form and substance sufficient to satisfy the requirements of Section 8.2(h), is received on or before December 20, 2005, 
and FERC approval under section 205 ol'the Federal Power Act is not received by the Buyers on or before December 29,2005, then 
FERC approval under section 205 of the Federal Power Act shall no longer be deemed to be a Buyers Required Regulatory Approval 
(and thus shall no longer be deemed to constitute a condition to the Closing) and, subject to the satisfaction of the other conditions 
contained in Article VIII, the Closing shall occur on December 30, 2005; provided that, in no 



event shall the Closing occur if, prior to December 30,2005, the FERC has issued an adve~sc order with respect to the filing made by 
the Buyers unde~ section 205 of the Federal Power Act. 

[Remainder of this page is blank. Signature page follows.] 
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IN WITNESS WHEREOF, the Seller Parties and the Buyers have caused this Agrce~nent to bc signed by their respective 
duly authorized officers as of the date first above written. 

BUYERS: 

PSI ENERGY, INC. 

By: Is/ Kav Pashos 
Name: Kay Pashos 
Title: President 

THE CINCINNATI GAS &. EL,ECTRIC 
COMPANY 

By: Is/ Grerrorv C. Ficke 
Name: Gregory C. Ficke 
Title: President 

SELLER PARTIES: 

AL,LEGHENY ENERGY SUPPL.Y 
COMPANY, L,L,C 

By: IsIJohn P. Camabell 
Name: John P. Campbell 
Title: Vice President 

ALL,EGHENY ENERGY SUPPL.Y 
WHEATLAND GENERATING FACILJTY, L,LC 

By: Is/ John P. Cam~be l l  
Name: John P. Campbell 
Title: Vice President 

L.AKE ACQTJISITION COMPANY, L.L.C. 

By: Is/ John P. Cam~be l l  
Name: John P. Campbell 
Title: Vice President 



EXHIBIT A 

ASSIGNMENT AND ASSUMPTION AGREEMENT 

This ASSIGNMENT AND ASSUMPTION AGREEMENT (this "Agreement") is made effective as of the day of 
2005, by and among PSI Energy, Inc., an Indiana corporation ("PSI Energy"), and The Cincinnati Gas & Electric Company, an Ohio 
corporation ("CG&E" and, together with PSI Energy, collectively, the "Buvers"), and Allegheny Energy Supply Wheatland 
Generating Facility, LLC, a Delaware limited liability company and a wholly owned subsidiary of AESC ("Wheatland LLC"), Lake 
Acquisition Company, L.L.C., a Delaware limited liability company and a wholly owned subsidiary of AESC ("Lake LLC"), and 
Allegheny Energy Supply Company, LLC, a Delaware limited liability company ("AESC" and, together with Wheatland LLC and 
Lake LLC, the "Seller Parties"). 

WHEEAS, the Seller Parties and the Buyers have entered into an Asset Purchase Agreement dated as of May 5,2005 (the 
"Asset Purchase Apreement"; capitali~ed terms used herein hut not otherwise defined herein having the meanings given to such terms 
in the Asset Purchase Agreement), pursuant to which, subject to the terms and conditions set forth therein, the Seller Parties have 
agreed to assign to the Buyers all oS the Seller Parties' right, title and interest in and to the Assumed Contracts and the Leases, and the 
Buyers have agreed to assume the Assumed Liabilities, in the proportions set forth on Schedule A. 

NOW, THEREFORE, in consideration of the foregoing and the mutual covenants and agreements set forth herein, the Seller 
Parties and the Buyers hereby agree as follows: 

1. Assignment of Contracts. Subject to the terms and conditions of the Asset Purchase Agreement, the Seller Parties 
hereby assign and transfer to the Buyers (in the percentages set forth on Schedule A), and the Buyets (in the percentages set forth on 
Schedule A) hereby take assignment of and assume from the Seller Parties, all of the Seller Parties' right, title and interest in and to 
the Assumed Contracts and any other agreements or contracts included in the Acquired Assets. Notwithstanding the foregoing, the 
Seller Parties do not assign or transfer any agreement or contract or any claim or right or any benefit or obligation thereunder or 
resulting therefrom if an assignment or transfer thereof, without the consent of a third party thereto, would constitute a breach or 
violation thereof or impose any obligation or liability on the Seller Parties unless and until such a consent has been obtained. 

2. Assumntion of Liabilities. The Buyers (in the percentages set forth on Schedule A) hereby assume and satisfy, and 
agree to pay, perform, fulfill and discharge when due, the Assumed Liabilities. 

3. Asset Purchase Aereement. This Agreement is being executed and delivered pursuant and subject to the Asset 
Purchase Agreement. Nothing in this Agreement shall, or shall be deemed to, defeat, limit, alter or impair, enhance or enlarge 



any light, obligation, claim or remedy created by the Asset Purchase Agreement. In the event of any conflict between this Agreement 
and the Asset Purchase Agreement, the Asset Purchase Agreement shall control. 

4. Successor and Assi~ns .  This Agreement shall be binding upon and inure to the benefit of the parties hereto and 
their respective successors and permitted assigns. 

5. A~plicable Law. This Agreement shall be governed by and construed and enforced in accordance with the laws of 
the State of Indiana without giving effect to the principles of conflicts of law thereof. 

6. Counter~arts. This Agreement may be executed in counterparts, each of which shall be deemed an original, but all 
of which together shall constitute one and the same instrument. 



IN WITNESS WHEREOF, the undersigned have caused this Agreement to be executed and delivered as of this day of 
,2005. 

PSI ENERGY, INC. 

Name: 
Title: 

THE CINCINNATI GAS & ELECTRIC 
COMPANY 

Name: 
Title: 

ALLEGHENY ENERGY SUPPLY COMPANY, 
LLC 

Name: 
Title: 

ALLEGHENY ENERGY SUPPLY WHEATLAND 
GENERATING FACILITY, LLC 

Name: 
Title: 

LAKE ACQUISI'T'ION COMPANY, L.L.C. 

Name: 
Title: 



SCHEDULE A 

Allocation of Contracts and Assumed Liabilities Between the Buvers 

Buver Percent Allocation 

PSI Energy [ ]%( I )  

CG&E [ 1% 

(1) T o  be determined prior to Closing pursuant to the Asset Purchase Agreement. 



EXHIBIT B 

BILL OF SALE 

This BILL OF SALE (this "Bill of Sale") is made effective as of the day of ,2005, by Allegheny Ene~gy Supply 
Wheatland Generating Facility, LLC, a Delaware limited liability company ("Wheatland LLC"), Lalcc Acquisition Company. L.L.C., 
a Delaware limited liability company ("Lake LLC"), and Allegheny Energy Supply Company, LLC, a Delaware limitcd liability 
company ("AESC" and, together with Wheatland LLC and Lake LLC, the "Seller Pal tics"), to PSI Energy, Inc., an Indiana 
Corporation ("PSI Enerrrv"), and The Cincinnati Gas 8r Electric Company, an Ohio corporation ("CG&E" and, together with PSI 
Energy, the "Buvers").( 1 ) 

WHEREAS, the Seller Parties and the Buyers have entered into an Asset Purchase Agreement dated as of May 5,2005 (the 
"Asset Purchase Anreemenl"; capitalized tcrms used herein but not otherwise defined herein having the meanings given to such terms 
in the Asset Pu~chase Agreement) providing for, subject to the terms and conditions set forth therein, the salc, assignment, 
conveyance, transfe~ and delivery by the Seller Parties to the Buyers of the Acquired Assets. 

NOW, THEREFORE, in consideration of the foregoing, and for other good and valuable consideration. the receipt and 
sufficiency of which are hereby acknowledged, the Sellers hereby sell, assign, convey, transfer and deliver (or cause to be sold, 
assigned, conveyed, transferred and delivered) to the Buyers (in the percentages set forth on Schedule A) all of the Seller Parties' 
~espective rights, title and interests in and to the Acquired Assets other than the Assumed Contracts, which are being assigned and 
transferred to the Buyers pursuant to the Assignment and Assumption Agreement of even date herewith bctween the Seller Parties and 
the Buyers. 

This Bill of Sale is being executed and delivered pursuant and subject to the Asset Purchase Agreement. Nothing in this Bill 
of Sale shall, or shall be deemed to, defeat, limit, alter, impair, enhance or enlarge any right, obligation, claim or remedy created by 
the Asset Purchase Agreement. In the event of any conflict between this Bill of Sale and the Asset Purchase Agreement, the Asset 
Purchase Agreement shall control. 

This Bill of Sale shall be binding upon the Seller Parties and their successors and permitted assigns and shall inure to the 
benefit of the Buyers and their respective successors and permitted assigns. 

This Bill of Sale shall be governed by and construed and enforced in accordance with the laws of the State of Indiana without 
giving effect to the principles of conflicts of law thereof. 

(1) Note that if PSI Energy or CG&E acquires 100% of the Acquired Assets, then this Bill of Sale will be revised to remove the entity 
that is not acquiring any of the Acquired Assets. 



This Bill of Sale may be executed in counterparts, each of which shall be deemed an original, but all of which together shall 
constitute one and thc same instrument. 

IN WITNESS WHEREOF, the undersigned have caused this Bill of Sale to bc executed and delivered as of this day 01 
,2005. 

ALL,EGHENY ENERGY SUPPL,Y COMPANY, 
L.LC 

Name: 
Title: 

ALLEGHENY ENERGY S'IJPPLY WHEATL.AND 
GENERATING FACILJTY, LLC 

By: 
Name: 
Title: 

LAKE ACQIJISITION COMPANY, L.L,.C. 

By: 
Name: 
Title: 

Acknowledged and accepted as of this 

day of .2005. 

PSI ENERGY. INC. 

BY: 
Name: 
Title: 

THE CINCINNATI GAS & ELECTRIC COMPANY 

Name: 
Title: 



SCHEDULE A 

AIlocation of Assets Between the Buyers 

Buyer Percent Allocation 

PSI Energy [ I%(?) 

CG&E [ 1% 

- 

(2) To be determined prior to Closing pursuant to the Asset Purchase Agreement. 



EXHIBIT C 

FORM OF DEEDS 

This Instrument Was Prepared By: 

Gray Plant Mooty 

500 IDS Center, 80 South 8Ih St. 

Minneapolis, Minnesota 55402-3796 

Attention: John D. Giudicessi, Esq. 

After Recording, Mail To: 

CincrgyIPSI 

1000 East Main Street 

Plainfield, Indiana 461 68 

Attention: John B. Scheidler, Esq. 

Send Subsequent Tax Bills To: 

CinergyIPSI 

1000 East Main Street 

Plainfield, Indiana 46168 

Attention: Tax Department 

[SUBJECT TO FORMATTING REVISIONS TO CONFORM 

WITH LOCAL, RECORDING REQUIREMENTS] 

SPECIAL WARRANTY DEED 

THIS INDENTURE is made as of this [ ] day of [ 1,2005 from [ALLEGHENY ENERGY SUPPLY 
WHEATLAND GENERATING FACILITY, L,I,C/L,AKE ACQUISITION COMPANY, L.L.C.], a Delaware limited liability 
company having its principal place of business at 4530 Northern Pike - 4 North, Monroeville, Pennsylvania 15 146-2841 ("Grantor"), 
to PSI ENERGY, INC., an Indiana corporation having its principal place of business at 1000 East Main Street, Plainfield, Indiana 
46168 ("PSI"), and THE CINCINNATI GAS & EL,ECTRIC COMPANY, an Ohio corporation having its principal place of business 



at 139 East Fourth Street, Cincinnati, Ohio 45202 ("CG&E and collectively with PSI, "Grantee"), as tenants in common as more 
particularly set forth below. [Grantor is formerly known as West Fork Land Development Company, LLC, a Delaware limited 
liability company.] 

WITNESSETH, that Grantor, for and in consideration ofthe sum of Ten Dollars ($10.00) and other good and valuable 
consideration in hand paid by Grantee, the receipt whereof is hereby acknowledged, by these presents does DEMISE, RELEASE, 
ALIEN AND CONVEY FOREVER unto ( i )  PSI and its successors and assigns, an undivided fifty percent (50%) interest as tenant in 
comlnon and not as joint tenant with rights of survivorship and (ii) CG&E and its successors and assigns, an undivided fifty percent 
(50%) interest as tenant in common and not as joint tenant with rights of survivorship, in and to all of that certain rcal estate, situated 
in the County of' Knox and State of Indiana, which real estate is more particularly described on Exhibit A attached hereto, together 
with, all and singular, all the estate, right, title, interest, claim or demand whatsoever of'Grantor, either in law or equity, of, in  and to 
(i) the easements, rights of' way, servitudes and other hereditaments and appurtenances thereunto belonging, or in anyway 
appertaining, and the reversion and reversions. remainder and remainders, rents, issues and profits theseof, (ii) all buildings, structures, 
fixtures and other improvements located thereon and (iii) the streets adjacent thereto (collectively, the "Pronerty"), subject to the 
matters set Ibrth in Exhibit B 



attached hereto (the "Permitted  encumbrance^"): TO HAVE AND TO HOLD the Property, unto Grantee, and each of their respective 
successors and assigns forever. 

And Grantor. for itsell, and its successors, does covenant, promise and agree. to and with Grantee and each of their respective 
successors and assigns, that, except Tor Permitted Encumbrances, it has not done or suffered to be done, anything wherlby the 
Property is, or may be, in any manner encumbered or charged, except as herein recited; and that Grantor WIL.L, WARRANT AND 
DEFEND the title to the Property to said Grantee and their respective successors and assigns, against the lawful claims and demands 
of all persons claiming through or under the said Grantor or its predecessor corporations by merger, consolidation. change of name, 
etc., except for the Permitted Encumbrances. 

[Signature Page Follows] 



IN WITNESS WHEREOF, Grantor has caused its name to be signed to these presents by the undersigned authorized 
signatory as of the day and ycal first above written. 

Grantor: [ALLEGHENY ENERGY SUPPLY WHEA'I'LAND GENERATING 
FACILITY, LLCnAKE ACQUISITION COMPANY, L.L.C.], a 
Delaware limited liability company 

By: 
Name: 
Title: 

STATE OF 

COUNTY OF 

I, the unde~signed, a Notary Public in and for the County and State Aforesaid, do hereby certify that 
pe~sonally known to me to be of [ALLEGHENY ENERGY SUPPLY WHEATLAND 

GENERATING FACILITY, LLCJLAKE ACQUISITION COMPANY, L.L.C.], a Delaware limited liability company, and 
personally known to me to be the same person whose name is subscribed to the foregoing instrument, appeared before me this day in 
person and acknowledged that he signed and delivered such instrument, in his capacity as of such limited liability company, 
as his free and voluntary act and as the free and voluntary act and deed of such limited liability company, for the uses and purposes 
therein set forth. 

Given under my hand and official seal this day of ,2005. 

Notary Public 

Printed Name: 

My County of Residence: 
My Commission Expires: 



EXHIBIT A 

LEGAL DESCRIPTION OF THE PROPERTY 

[TO BE ADDED FROM FINAL, TITLE COMMITMENT] 

Tax Indentification Numbers: [ 1 

v"p%--.-.--.-.---- --.-,---..---... ".*-"- --.--.-,---.--.------.-...--- 



EXHIBIT B 

PERMITTED EXCEPTIONS 

[To Be Reasonably Agreed Upon by the Parties Prior to Closing] 

- - -..--- ."---.--.-- - 



EXHIBIT D 

CERTIFICATION OF NON-FOREIGN STATlJS 

Section 1445 of the Internal Revenuc Code of 1986, as amended, provides that a transferee 01 a U.S. real property interest 
must withhold tax if the transferor is a foreign person. For U.S. tax purposes (including section 1445), the owner of a disregarded 
entity (which has legal title to a U.S. real property interest under local law) will be the transferor of the property and not the 
disregarded entity. To inform the transferee that such withholding of tax is not required upon the disposition of a U.S. real property 
interest by Allegheny Energy Supply Company, L,LC, a Delaware limited liability company ("Transferor"), the undersigned hereby 
certifies the following on behalf of Transferor: 

1.  Transleror is not a foreign corporation, foreign partnership, foreign trust, or foreign estate (as those terms arc defined in 
the Intelnal Revenuc Code of 1986, as amended, and the Income Tax Regulations thereunder); 

2. Transferor is not a disregarded entity as defined in Treasury Regulation 3 1.1445-2(b)(2)(iii); 

3. Transferor's U.S. employer identification number is ; and 

4. Transferor's office address is 

Transferor understands that this certification may be disclosed to the Internal Revenue Service by the transferee and that any 
false statement contained herein could be punished by fine, imprisonment, or both. 

Under penalties of perjury. I declare that I have examined this certification and to the best of my knowledge and belief it is 
true, correct and complete, and I further declare that I have authority to sign this document on behalf of Transferor. 

Name: 
Title: 

Dated: ,2005 



Exhibit 31-a 

CERTIFICATION OF THE CHIEF EXECUTIVE OFFICER 

PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002 

I. James E. Rogers, certify that: 

1. I have reviewed this quarterly report on Form 10-(2 of Cinergy Corp., The Cincinnati Gas & Electric Company, PSI Energy, Inc., 
and 'The Union Light, Heat and Power Company; 

2. Based on my knowledge, this ~eport does not contain any untrue statement of a material fact or omit to state a material fact 
necessary to make the statements madc, in light of tlic circumstances under which such statements were madc, not misleading with 
respect to the period coveted by this report; 

3. Based on my knowledge, the financial statements. and other financial information included in this repott, fairly present in all 
material respects the financial condition, results ol operations and cash flows of the registrants as of, and for, the periods presented in 
this report; 

4. 'The registrants' other certifying oflicers and I are responsible lor establishing and maintaining disclosure controls and procedures 
(as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrants and internal control over financial reporting (as 
defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for Cinergy Co1-p. and have: 

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under 
oui supervision, to ensure that material information relating to the registrants, including their consolidated subsidiaries, is 
made known to us by others within those entities, particularly during the period in which this report is being prepared; 

b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be 
designed under our supervision, 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; 

c) Evaluated the effectiveness of the registrants' disclosure controls and procedures and presented in this report our conclusion, 
about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on 
such evaluation; and 

d) Disclosed in this report any change in the registrants' internal control over financial reporting that occurred during the 
registrants' most recent fiscal quarter (the registrants' fourth fiscal quarter in the case of an annual report) that has materially 
affected, or is reasonably likely to materially affect, the registrants' internal control over financial reporting; and 

5. 'The registrants' other certifying officers and I have disclosed, based on our most recent evaluation of internal control over financial 
reporting, to the registrants' auditors and the audit committee of the registrants' board of directors (or persons performing the 
eyuivalent functions): 

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting 
which are reasonably likely to adversely affect the registrants' ability to record, process, summarize and report financial 
information; and 

b) Any fraud, whether or not material. that involves management or othet employees who have a significant role in the 
registrants' internal control over financial reporting. 

Date: August 4, 2005 

IS/ James E. Rogers 
James E. Rogers 
Chief Executive Officer 





Exhibit 31-b 

CERTIFICATION OF THE CHIEF FINANCIAL OFFICER 

PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002 

I, James L. Turner, certify that: 

1. I have reviewed this quarterly report on Form 10-Q of Cinergy Corp., The Cincinnati Gas & Electric Company, PSI Energy, Inc., 
and The Union Light, Heat and Power Company; 

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact 
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with 
respect to the period covered by this report; 

3. Based on my knowledge, the financial statements, and othet financial information included in this report, fairly present in all 
material respects the financial condition, results of operations and cash flows of the registrants as of, and for, the periods presented in 
this report; 

4. The registrants' other certifying officers and I are responsible for establishing and maintaining disclosure controls and procedures 
(as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrants and internal control over financial reporting (as 
defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for Cinergy Corp. and have: 

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under 
our supervision, to ensure that material information relating to the registrants, including their consolidated subsidiaries, is 
made known to us by others within those entities, particularly during the period in which this report is being prepared; 

b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be 
designed under our supervision, 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; 

C) Evaluated the effectiveness of the registrants' disclosure controls and procedures and presented in this report our conclusion, 
about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on 
such evaluation; and 

d) Disclosed in this report any change in the registrants' internal control over financial reporting that occurred during the 
registrants' most recent fiscal quarter (the registrants' fourth fiscal quarter in the case of an annual report) that has materially 
affected, or is reasonably likely to materially affect, the registrants' internal control over financial reporting; and 

5. The registrants' other certifying officers and I have disclosed, based on our most recent evaluation of internal control over financial 
reporting, to the registrants' auditors and the audit comniittee of the registrants' board of directors (or persons performing the 
equivalent functions): 

a) All significant deficiencies and material weaknesses in the design or operation of interrial control over financial reporting 
which are reasonably likely to adversely affect the registrants' ability to record, process, summarize and report financial 
information; and 

b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the 
registrants' internal control over financial reporting. 

Date: August 4,2005 

1st James L. Turner 
James L. Turner 
Chief Financial Officer 





CERTIFICATION PURSUANT TO 
18 U.S.C. SECTION 1350, 

AS ADOPTED PURSUANT TO 
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

Exhibit 32-a 

In connection with the Quarterly Report of Cine~gy Corp., The Cincinnati Gas & Electric Company, PSI Energy, Inc. and The Union 
Light. Heat and Powel Company (the "Companies") on Forrn 10-0 for the period ending June 30,2005 as filed with the Securities 
and Exchange Commission on the date hereof (the "Report"), I, James E. Rogers, Chief Executive Officer of the Companies, certify. 
pulsuant to 18 U.S.C. $ 1350, as adopted pursuant to 5 906 of the Sarbanes-Oxley Act of 200'2, to the best of my knowledge and 
belief, that: 

(1) The Report fully co~nplies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and 

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and result of 
operations of the Companies. 

Date: August 4, 2005 

IS/ James E. Ropers 
James E. Rogers 
Chief Executive Officer 



Exhibit 32-b 

CERTIFICATION PURSIJANT TO 
18 U.S.C. SECTION 1350, 

AS ADOPTED PURSUANT TO 
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

In connection with the Quarterly Report of Cinergy Corp., The Cincinnati Gas & Electric Company, PSI Energy, Inc. Bnd The [Jnion 
Light, Heat and Powm Company (the "Companies") on Form 10-Q for the period ending June 30, 2005 as filed with the Securities 
and Exchange Commission on the date hereof (the "Report"), I, James L. Turner, Chief Financial Officer of the Companies, certify, 
pursuant to 18 U.S.C. 5 1350, as adopted pursuant to $906 of the Sarbancs-Oxley Act of 2002, to the best of my knowledge and 
belief, that: 

( I )  The Report fully cornplies with the requirenients of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and 

(2) The information contained in  the Report Sairly presents, in all material respects, the financial condition and result of 
operations of the Companies. 

Date: August 4. 2005 

IS/ James L. Turner 
James L,. Turner 
Chief Financial Officer 

Created by 1 OKWizarrl www. 1 OKWizard.com 





UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

WASHINGTON, D.C. 20549 

FORM 10-Q 

(Mark One) 

El QIJARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES 
EXCHANGE ACT OF 1934 

For the quarterly period ended March 31,2005 

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES 
EXCHANGE ACT OF 1934 

For the transition period lrom to 

Commission Registrant, State of Incorporation, I.R.S. Employer 
Pile Number Address and Telenhone Number Identification No. 

CINERGY CORP. 
(A Delaware Corporation) 

139 East Fourth Street 
Cincinnati, Ohio 45202 

(5 13) 42 1-9500 

1-1232 THE CINCINNATI GAS & ELECTRIC 
COMPANY 
(An Ohio Corporation) 
139 East Fourth Street 

Cincinnati, Ohio 45202 
(5 13) 42 1-9500 

PSI ENERGY, INC. 
(An Indiana Corporation) 

1000 East Main Street 
Plainfield, Indiana 46168 

(5 13) 421-9500 



2-7793 THE UNION LIGHT, HEAT AND POWER 31-0473080 

COMPANY 
(A Kentucky Corporation) 

139 East Fourth St~eet 
Cincinnati, Ohio 45202 

(51 3) 421-9500 

Indicate by check mark whether the registrants (1) have filed all reports required to be filed by Section 13 or 15(d) ofthe Securities 
Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrants were required to rile such 
reports), and (2) have been subject to such riling require~nents for the past 90 days. 

Yes El N o U  



Indicate by check mark whether each registrant is an accelerated filer (as defined in  Rule 12b-2 of the Act). 

Cinergy Corp. Yes El No Cl 
The Cincinnati Gas & Electric Company Yes Cl No El 
PSI Energy, Inc. Yes Cl No El 
Thc IJnion Light, Heat and Power Company Yes No El 

This combined Form 10-0 is sepasatcly filed by Cinergy Corp., The Cincinnati Gas iQ: Electric Company, PSI Energy, Inc., and 
The Union Light, Heat and Power Company. Information contained herein relating to any individual registrant is filed by such 
registrant on its own behalf. Each registrant makes no representation as to information relating to the other registrants. 

The Union Light, Heat and Power Company lncets the conditions set forth in General Instruction H(l)(a) and (b) of Form 10-Q 
and is therefore filing its company specilic information with the reduced disclosure format specified in General Instruction H(2) of 
Form 10-Q. 

As of April 30, 2005, shases 01 common stock outstanding for each registrant were as listed: 

Registrant Description Shares 

Cinergy Corp. Par value $.01 per share 198,327,844 

The Cincinnati Gas & Electric Company Par value $8.50 per share 89,663,086 

PSI Energy, Inc. 
Without par value, stated value $.01 per 
share 53,913,701 

The llnion Light, Heat and Power 
Company Par value $15.00 per share 585,333 
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CINERGY CORP. 

AND SUBSIDIARY COMPANIES 



CINERGY CORP. 

CONDENSED CONSOL,IDATED STATEMENTS OF INCOME 

Quarter Ended 
March 31 

2005 2004 
(irr ihoirvcrr,dr, esc.epi per 

rharc, ur~ro~trlic) 
(lii1ulicliiecl) 

Operating Revenues 
Electric 
Gas 
Other 

Total Operating Revenues 

Operating Expenses 
Fuel, emission allowances, and purchased power 
Gas purchased 
Costs of fuel resold 
Operation and maintenance 
Depreciation 
Taxes other than income taxes 

Total Operating Expenses 

Operating Income 

Equity in Earnings of Unconsolidated Subsidiaries 
 miscellaneous Income (Expense) - Net 
Interest Expense 
Preferred Dividend Requirements of Subsidiaries 

Income Before Taxes 

Income Taxes 

Net Income 

Average Common Shares Outstanding - Basic 

Earnings Per Common Share - Basic (Note 8) 

Average Common Shares Outstanding - Diluted 

Earnings Per Common Share - Diluted (Note 8) 

Cash Dividends Declared Per Common Share 

The accompanying notes as they relate to Cinergy Corp. are an  integral part of these condensed consolidated financial 
statements. 



CINERGY CORP. 

CONDENSED CONSOLIDATED BALANCE SHEETS 

ASSETS 

March 31 December 3 1 
2005 2004 

(dollnrrs irr rl~ourrrrrcl~) 
(irrratldited) 

Current Assets 
Cash and cash eyuivalcnts 
Notes receivable, current 
Accounts receivable less accumulated provision for doubtful accounts of $5.000 at 

March 31,2005, and $5,514 at Deccmber 31,2004 
Fuel, emission allowances. and supplies 
Energy risk management curient assets 
Prepayments and other 

Total Current Assets 

Property, Plant, and Equipment - at Cost 
Utility plant in service 
Construction work in progress 

Total Utility Plant 
Non-regulated property, plant, and equipment 
Accumulated depreciation 

Net Property, Plant, and Equipment 

Other Assets 
Regulatory assets 
Investments in unconsolidated subsidiaries 
Energy risk management non-current assets 
Notes receivable, non-current 
Other investments 
Restricted funds held in trust 
Goodwill and other intangible assets 
Other 

Total Other Assets 

Total Assets $ 15,031,132 $ 14,982,317 

The accompanying notes as they relate to Cinergy Corp. are an integral part of these condensed consolidated financial 
statements. 



CINERGY CORP. 

CONDENSED CONSOLIDATED BALANCE SHEETS 

LIABILITIES AND SHAREHOLDERS' EQUITY 

March 31 Decembcr 3 1 

Current Liabilities 
Accounts payable 
Accrued taxes 
Accrued interest 
Notes payable and other short-term obligations (Note 3) 
L.ong-term debt due within one year 
Energy risk management current liabilities 
Other 

Total Current Liabilities 

Non-Current Liabilities 
Long-term debt 
Deferred income taxes 
Unamortized investment tax credits 
Accrued pension and other postretirement benefit costs 
Regulatory liabilities 
Encrgy risk management non-current liabilities 
Other 

Total Non-Current Liabilities 

Commitments and Contingencies 

Total Liabilities 

Cumulative Preferred Stock of Subsidiaries 
Not subject to mandatory redemption 

Common Stock Equity 
Common stock - $.01 par value; authorized shares - 600.000,000; issued shares - 

198,128,516 at March 31, 2005, and 187,653,506 at December 31,2004; 
outstanding shares -- 197,989,654 at March 31, 2005, and 187,524,229 at 
December 3 1,2004 

Paid-in capital 
Retained earnings 
Treasury shares at cost - 138,862 shares at March 3 1,2005, and 129,277 shares at 

December 3 1,2004 
Accumulated other comprehensive loss 

Total Common Stock Equity 

Total Liabilities and Shareholders' Equity 

The accompanying notes as they relate to Cinergy Corp. are an integral part of these condensed consolidated financial 
statements. 





CINERGY CORP. 

CONDENSED CONSOLIDATED STATEMENTS OF CHANGES IN COMMON STOCK EQUITY 

Accumulated Total 
Other Common 

Common Paid-in Retained Treasury Comprehe~~sive Stocli 
Stock Capital Earnines Stoclc 111come (LOSS) Equity 

(drrllc~r 7 111  /ho~rccr~~rlc, ext.el11 per tlrare ar11olrr7r,) 
(llll~lll~ll/efi) 

Quarter Ended March 31,2005 

Balance a t  January 1,2005 
(187,524,229 shares) $ 1,877 $ 2,559,715 $ 1,613,340 $ (4,336) $ (54,674) $ 4,115,922 

Comprehensive income: 
Net income 117,356 117,356 
Other comprehensive income, 

net of tax effect of $2,431 
Foreign currency translation 

adjustment (5,838) (5,838) 
Unrealized loss on 

investment trusts (1,175) (1,175) 
Cash flow hedges 1,856 1,856 

Total comprehensive income 112,199 

Issuance of common stock - net 
(10,475,010 shares) 104 353,753 353,857 

Treasury shares purchased 
(9,585 shares) (299) (299) 

Dividends on common stock 
($0.48 per share) (91,879) (91,879) 

Other 6,290 (113) 6.177 

Ending balance a t  March 31, 
2005 (197,989,654 shares) 9; 1,981 $ 2,919.758 $ 1,638,704 $ (4.635) $ (59,831 ) $ 4,495,977 

Quarter Ended March 3 1,2004 

Balance at ~ a n " a r ~  1,2004 
(1 78,336,854 shares) $ 1,784 $ 2.195,985 $ 1,551,003 $ (3,255) $ (44,875) $ 3,700,682 

Comprehensive income: 
Net income 103,015 103,015 
Other comprehensive income 

(loss), net of tax effect of 
$(9 14) 
Foreign currency translation 

adjustment 986 986 
Unrealized gain on investment 

trusts 755 755 
Cash flow hedges (275) (275) 

Total comprehensive income 104.18 1 

Issuance of common stock - net 
(1,226,916 shares) 13 2 1,082 2 1,095 

Treasury shares purchased (1  8,853 
shares) (607) (607) 

Dividends on common stock ($0.47 
per share) (83,987) (83,987) 

Othcr 3.68 1 (36) 3,645 

Ending balance at March 31, 2004 
( I  79,544,917 shares) $ 1,797 $ 2.220.748 $ 1.569,995 $ (3.862) $ (43.369) $ 3.745.309 



The accompanying notes as they relate to Cinergy Corp. are an integral part of these condensed consolidated financial 
statements. 



CINERGY CORP. 

CONDENSED CONSOLJDATED STATEMENTS OF CASH F L O W S  

Cash Flows from Operations 
Operating Activities 

Nct incomc 
Adjustments to reconcile net income to net cash providcd by operating activities: 

Depreciation 
Loss on impairment or disposal of subsidiaries and investments, net 
Change in net position of energy risk management activities 
Defcrred incomc taxcs and investment tax credits - nct 
Equity in earnings of unconsolidated subsidiaries 
Allowance for equity funds used during construction 
Regulatory assetJliability deferrals 
Regulatory assets amortization 
Accrued pension and other postretirement benefit costs 
Cost of removal 
Changes in current assets and current liabilities: 

Accounts and notes receivable 
Fuel, emission allowances, and supplies 
Prepayments 
Accounts payable 
Accrued taxes and interest 

Other assets 
Other liabilities 

Net cash provided by operating activities 

Financing Activities 
Change in short-tcrm debt 
Issuance of long-term debt 
Redemption of long-term debt 
Issuance of common stock 
Dividends on common stock 

Net cash used in financing activities 

Quarter  Ended 
March 31 

2005 7004 

Investing Activities 
Construction expenditures (less allowance for equity funds used during construction) (242,511) (145,748) 
Proceeds from notes receivable 4,852 4,238 
Withdrawal of restricted cash held in trust 35,631 - 
Acquisitions and other investments (2,155) (14,317) 
Proceeds from distributions by investments and salc of investmcnts and subsidiaries 32,071 14.405 

Net cash used in investing activities 

Net increase (decrease) in cash and cash equivalents (40,433) 49,42 1 
Cash and cash equivalents at beginning of period 164,541 169.120 
Cash and cash equivalents at end of period 9; 124,108 $ 218.541 

Supplemental Disclosure of Cash Flow Information 
Cash paid during the period for: 

Interest (net of amount capitalized) $ 60,902 $ 68,397 
Income taxes $ 7,671 $ 7,057 



The accompanying notes as they relate to Cinergy Corp. are an integral part of these condensed consolidated financial 
statements. 



THE CINCINNATI GAS & ELECTRIC COMPANY 

AND SUBSIDIARY COMPANIES 



THE CINCINNATI GAS & ELECTRIC COMPANY 

CONDENSED CONSOLIDATED STATEMENTS OF INCOME AND COMPREHENSIVE INCOME 

Quarter Ended 
March 31 

2005 2004 

Operating Revenues 
Electric 
Gas 
Other 

Total Operating Revenues 

Operating Expenses 
Fuel, emission allowances, and purchased power 
Gas purchased 
Costs or fuel resold 
Operation and maintenance 
Depreciation 
Taxes other than income taxes 

Total Operating Expenses 

Operating Income 

Miscellaneous Income - Net 
Interest Expense 

Income Before Taxes 

Income Taxes 

Net Income 

Preferred Dividend Requirement 

Net Income Applicable to Common Stock 

Net Income 

Other Comprehensive Income (Loss), Net of Tax 

Comprehensive Income 

The accompanying notes as they relate to The Cincinnati Gas & Electric Company are an integral part of these condensed 
consolidated financial statements. 



THE CINCINNATI GAS & ELECTRIC COMPANY 

CONDENSED CONSOLIDATED BALANCE SHEETS 

ASSETS 

March 31 Dccembe~ 31 
2005 2004 

(clollu~ r 111 tho~rrurlcl~) 
(1111~ildlled) 

Current Assets 
Cash and cash equivalents 
Notes receivable from affiliated companies 
Accounts receivable less accumulated provision for doubtful accounts 
Accounts receivable from affiliated companies 
Fuel, emission allowances, and supplies 
Energy risk management current assets 
Prepayments and other 

Total Current Assets 

Property, Plant, and Equipment - a t  Cost 
Utility plant in service 

Electric . 
Gas 
Common 

Total Utility Plant In Service 
Construction work in progress 

Total Utility Plant 
Non-regulated property, plant. and equipment 
Accumulated depreciation 

Net Property, Plant, and Equipment 

Other Assets 
Regtilatory assets 
Energy risk management non-current assets 
Restricted funds held in trust 
Other 

Total Other Assets 

Total Assets 

The accompanying notes as they relate to The Cincinnati Gas & Electric Company are an integral part of these condensed 
consolidated financial statements. 



THE CINCINNATI GAS & ELECTRIC COMPANY 

CONDENSED CONSOLIDATED BALANCE SHEETS 

LIABILITIES AND SHAREHOLDERS' EQUITY 

Current Liabilities 
Accounts payable 
Accounts payable to affiliated companies 
Accrucd taxes 
Accrucd interest 
Notes payable and other short-term obligations (Note 3) 
Notes payable to affiliated companies (Note 3) 
Long-term debt due within one year 
Energy risk management current liabilities 
Other 

Total Current Liabilities 

Non-Current Liabilities 
Long-term debt 
Deferred income taxes 
Unamortized investment tax c~edits 
Accrued pension and other postretirement bencfit costs 
Regulatory liabilities 
Energy risk management non-current liabilities 
Other 

Total Non-Current Liabilities 

Commitments and Contingencies 

Total Liabilities 4,441,808 4.293.16 1 

Cumulative Preferred Stock 
Not sub.ject to mandatory redemption 20.485 20.485 

Common Stock Equity 
Common stock - $8.50 par value; authorized shares - 120,000,000; outstanding 

shares - 89,663,086 at March 31, 2005, and December 31, 2004 762,136 762,136 
Paid-in capital 584,176 584,176 
Retained earnings 656,391 610,232 
Accumulated other comprehensive loss 

Total Common Stock Equity 

Total Liabilities and Shareholders' Equity 9; 6,428.883 $ 6,232,359 

The accompanying notes as they relate to The Cincinnati Gas & Electric Company are an integral part of these condensed 
consolidated financial statements. 



THE CINCINNATI GAS & ELECTRIC COMPANY 

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS 

Operating Activities 
Net income 
Adjustments to reconcile net incomc to nct cash provided by operating activities: 

Depreciation 
Deferred income taxes and investment tax credits -- net 
Change in net position of energy risk management activities 
Allowance for equity funds used during construction 
Regulatory assetlliability dcfemals 
Regulatory assets amortization 
Accrued pension and other postretirement benefit costs 
Cost of removal 
Changes in cun-ent assets and current liabilities: 

Accounts and notes receivable 
Fuel, emission allowances, and supplies 
Prepayments 
Accounts payable 
Accrued taxes and interest 

Other assets 
Other liabilities 

Net cash provided by operating activities 

Financing Activities 
Change in short-term debt, including net affiliate notes 
Redemption of long-term debt 
Dividends on preferred stock 
Dividends on common stock 

Ouarter Ended 
\ 

March 31 
2005 2004 

Net cash used in financing activities (141,593) (1 55.620) 

Investing Activities 
Construction expenditures (less allowance for equity funds used during construction) (98,580) (69,857) 
Withdrawal of restricted funds held in trust 7,822 - 
Other investments 103 (2) 

Net cash used in investing activities 

Net increase in cash and cash equivalents 5,166 6,939 

Cash and cash equivalents at beginning of period 4.154 15.842 

Cash and cash equivalents at end of period 

Supplemental Disclosure of Cash Flow Information 
Cash paid during the period for: 

Interest (net of amount capitalized) 
Income taxes 

The accompanying notes as they relate to The Cincinnati Gas & Electric Company are an integral part of these condensed 
consolidated financial statements. 





PSI ENERGY, INC. 

AND SUBSIDIARY COMPANY 



PSI ENERGY, INC. 

CONDENSED CONSOLIDATED STATEMENTS OF INCOME AND COMPREHENSIVE INCOME 

Ouarter Ended 

Operating Revenues 
Elcc tric 

Operating Expenses 
Fuel, emission allowances, and purchased power 
Operation and maintenance 
Depreciation 
Taxes other than income taxes 

Total Operating Expenses 

Operating Income 

Miscellaneous Income - Net 
Interest Expense 

Income Before Taxes 

Income Taxes 

Net Income 

Preferred Dividend Requirement 

Net Income Applicable to Common Stock 

Net Income 

Other Comprehensive Income (Loss), Net of Tax 

Comprehensive Income 

The accompanying notes as they relate to PSI Energy, Inc. are an integral part of these condensed consolidated financial 
statements. 



PSI ENERGY, INC. 

CONDENSED CONSOLIDATED BALANCE SHEETS 

ASSETS 

March 31 Dccernbe~ 3 1 
2005 2004 

(do//ui 5 rrr  thorrtarrdr) 
(llrrulf(/i~e~/) 

Current Assets 
Cash and cash equivalents 
Restricted deposits 
Notes receivable from affiliated companies 
Accounls receivable less accumulalecl provision lor doubtfi~l accounts 
Accounts receivable from affiliated companies 
Fuel, emission allowances, and supplies 
Prepayments and other 

Total Current Assets 

Property, Plant, and Equipment - a t  Cost 
Utility plant in service 
Construction work in progress 

Total Utility Plant 
Accun~ulated depreciation 

Net Property, Plant, and Equipment 

Other Assets 
Regulatory assets 
Other investments 
Rcslricted funds held in trust 
Other 

Total Other Assets 

Total Assets 

The accompanying notes as they relate to PSI Energy, Inc. a re  an integral part of these condensed consolidated financial 
statements. 



PSI ENERGY, INC. 

CONDENSED CONSOLIDATED BALANCE SHEETS 

LIABILITIES AND SHAREHOLDERS' EQUITY 

March 31 Oeccmber 3 1 
2005 2004 

(dollars irl firolrrarrdr) 
(rrnarrdiied) 

Current Liabilities 
Accounts payable 
Accounts payable to affiliated companies 
Accrued taxes 
Accrued interest 
Notes payable and other short-term obligations (Note 3) 
Notes payable to affiliated co~ripanies (Note 3) 
Long-term debt due within one yeas 
Other 

Total Current Liabilities 

Non-Current Liabilities 
Long-term debt 
Delerred income taxes 
Unamortized investment tax credits 
Accrued pension and other post~etirement benefit costs 
Regulatory liabilities 
Other 

Total Non-Current Liabilities 

Commitments and Contingencies 

Total Liabilities 3,731,695 3,726,365 

Cumulative Preferred Stock 
Not subject to mandatory redemption 42,333 42,333 

Common Stock Equity 
Common stock - without par value; $.01 stated value; authorized shares - 

60,000,000; outstanding shares - 53,913,701 at March 31,2005, and December 31, 
2004 539 539 

Paid-in capital 626,019 626,019 
Retained earnings 1,068,462 1,078,617 
Accumulated other cornprehensivc loss (25,172) (23,977) 

Total Common Stock Equity 1,669,848 1,681.198 

Total Liabilities and Shareholders' Equity $ 5,443,876 $ 5,449,896 

The accompanying notes as they relate to PSI Energy, Inc. are an integral part of these condensed consolidated financial 
statements. 



PSI ENERGY, INC. 

CONDENSED CONSOL,IDATED STATEMENTS OF CASH FLOWS 

Ouarter Ended 
March 31 

1005 1004 
fdo11~11 5 it1 ~ I I O I I \ U I I ~ T )  

( ~ r ~ l u ~ ~ d i i e d )  

Operating Activities 
Net income 
Adjustments to reconcile net income to net cash provided by operating activities: 

Depreciation 
Defe~red income taxes and investment tax credits - net 
Allowance fox equity funds used during construction 
Regulatory asset/liability deferrals 
Regulatory assets alnortization 
Accrued pension and other postretirement benefit costs 
Cost of removal 
Changes in current assets and current liabilities: 

Accounts and notes receivable 
Fuel, emission allowances, and supplies 
P~epayments 
Accounts payable 
Accrued taxes and interest 

Other assets 
Other liabilities 

Net cash provided by operating activities 

Financing Activities 
Change in  short-term debt. including net affiliate notes 
Dividends on preferred stock 
Dividends on common stock 

Net cash used in financing activities 

Investing Activities 
Construction expenditures (less allowance for equity funds used during construction) 
Withdrawal of restricted funds held in trust 
Other investments 

Net cash used in investing activities 

Net increase (decrease) in cash and cash equivalents 

Cash and cash equivalents a t  beginning of period 

Cash and cash equivalents a t  end of period 

Supplemental Disclosure of Cash Flow Information 
Cash paid during the period for: 

Interest (net of amount capitalized) 
Income taxes 

The accompanying notes as they relate to PSI Energy, Inc. are an integral part of these condensed consolidated financial 
statements. 





THE UNION LIGHT, HEAT 
AND POWER COMPANY 



Operating Revenues 
Elcctric 
Gas 

Total Operating Revenues 

THE UNION LIGHT, NEAT AND POWER COMPANY 

CONDENSED STATEMENTS OF INCOME 

Quarter Ended 
Marc11 31 

2005 2004 
{ ~ l o l l u r . ~  ill 1/10i1.\c111~1~) 

( i rn~ i rd i /ed)  

Operating Expenses . 
Electricity purchased from parent company for resale 
Gas purchased 
Operation and mainlenance 
Depreciation 
Taxes other than income taxes 

Total Operating Expenses 

Operating Income 

Miscellaneous Income - Net 
Interest Expense 

Income Before Taxes 

Income Taxes 

Net Incorne 

The accompanying notes as they relate to The Union Light, Heat and Power Company are an integral part of these condensed 
financial statements. 



THE UNION LIGHT, HEAT AND POWER COMPANY 

CONDENSED BAL.ANCE SHEETS 

ASSETS 

March 31 Deccmber 3 1 
2005 2004 

(dollor \ r r t  t l ~ o ~ r r c ~ r ~ d r )  
(~rrlclirdrted) 

Current Assets 
Cash and cash equivalents 
Notes receivable from affiliated companies 
Accounts receivable less accumulated provision for doubtful accounts 
Accounts receivable from affiliated companics 
Inventory and supplies 
Prepayments and other 

Total Current Assets 

Property, Plant, and Equipment - at Cost 
Utility plant in service 

Electric 
Gas 
Common 

Total Utility Plant In Service 
Construction work in progress 

Total IJtility Plant 
Accumulated depreciation 

Net Property, Plant, and Equipment 

Other Assets 
Regulatory assets 
Other 

Total Other Assets 

Total Assets 

The accompanying notes as they relate to The Union Light, Heat and Power Company are an integral part of these condensed 
financial statements. 



THE UNION LIGHT, HEAT AND POWER COMPANY 

CONDENSED BALANCE SHEETS 

LIABILITIES AND SHAREHOLDER'S EQUITY 

March 31 Ueccmber 3 1 
2005 1004 

(dollars it1 tholrra~~rls) 
(~r~znudired) 

Current Liabilities 
Acco~~nts payable 
Accounts payable to affiliated co~npanies 
Accrued taxcs 
Accrued interest 
Notes payable to affiliated companies (Note 3) 
Other 

Total Current Liabilities 

Non-Current Liabilities 
Long-term debt 
Deferred income taxes 
Unamortized investment tax credits 
Accrued pension and other postretirement benefit costs 
Regulatory liabilities 
Other 

Total Non-Current Liabilities 

Commitments and Contingencies 

Total Liabilities 

Common Stock Equity 
Common stock - $15.00 par value; authorized shares - 1,000,000; outstanding shares 
- 585,333 at March 31,2005, and December 31,2004 

Paid-in capital 
Retained earnings 
Accumulated other comprehensive loss 

Total Common Stock Equity 

Total Liabilities and Shareholder's Equity 

The accompanying notes as they relate to The Union Light, Heat and Power Company are an integral part of these condensed 
financial statements. 



THE UNION LIGHT, HEAT AND POWER COMPANY 

CONDENSED STATEMENTS OF CASH FLOWS 

Operating Activities 
Net income 
Adjustments to reconcile net income to net cash provided by operating activities: 

Depreciation 
Defcrred income taxcs and invcstment tax credits - net 
Allowance for equity funds used during construction 
Regulatoly assetlliability deferrals 
Regulatory assets amortization 
Accrued pension and other postretirement benefit costs 
Cost of removal 
Changes in current assets and current liabilities: 

Accounts and notes receivable 
Inventory and supplies 
Prepayments 
Accounts payable 
Accrued taxes and interest 

Other assets 
Other liabilities 

Net cash provided by operating activities 

Financing Activities 
Change in short-term debt, including net affiliate notes 

Net cash used in financing activities 

Investing Activities 
Construction expenditures (less allowance for equity funds used during 

construction) 

Net cash used in investing activities 

Net increase in cash and cash equivalents 

Cash and cash equivalents a t  beginning of period 

Cash and cash equivalents at  end of period 

Supplemental Disclosure of Cash Flow Information 
Cash paid during the period for: 

Interest (net of amount capitalized) 
Income taxes 

March 31 
2005 7004 

(dollrr 5 rrl /lro~riurrdr) 
(lolulrrlrterl) 

The accompanying notes as they relate to The Union Light, Heat and Power Company are an integral part of these condensed 
financial statements. 

24 



INDEX 

NOTES TO CONDENSED FINANCIAL S'TATEMENTS 

Note 
Number 

I Sun.ln3a1.v ol' Signilicant Accounting Policies - 
2 Common Stock - 
3 Notes IJavahle and Other Short-term Ohlinations - 
4 Enerev Trading Credit Risk - 
5 Pension and Othe~. Postretirement Benefits - 
6 Commitments and Continncncies - 
7 Financial 1nfol.mation hv Business Segment - 
8 Earnings Per Common Share (EPS) - 
9 Transfer of  Generating Assets - 
10 Subscaucnt Events - 



NOTES T O  CONDENSED FINANCIAL STATEMENTS 

In this report Cinergy (which includes Cinergy Corp. and all of our regulated and non-regulated subsidiaries) is, at times, referled to 
in the first person as "we", "our", or "us". In addition, when discussing Cinergy's financial information, i t  necessarily includes the 
results of Thc Cincinnati Gas & Electric Company (CG&E), PSI Energy, Inc. (PSI), The Union L,igl~t, Heat and Power Company 
(IJLH&P) and all of Cinergy's other consolidated subsidiaries. When discussing CG&E's linancial information, i t  necessa~ily 
includes the results of UL,H&P and all of CG&E's other consolidated subsidiaries. 

1. Summary of Significant Accounting Policies 

(a) Preseiztation 

Our Condenscd Financial Statements reflect all adjustlnents (which include normal, recurring adjustments) necessary in  the opinion of 
the registrants For a fair presentation of the interim results. These results are not necessarily indicative of results for a full year. These 
statements should be read in conjunction with the Financial Statements and the notes thereto included in  the registrants' combined 
Form 10-K for the year ended December 31.2004 (2004 10-K). Certain amounts in the 2004 Condensed Financial Statements have 
been reclassified to conform to the 2005 presentation. 

Management makes estimates and assumptions when preparing financial statements under generally accepted accounting principles. 
Key estimates and judgments include: 

* Valuing derivative contracts used in our energy marketing and trading activities; 

* Evaluating the regulatory recoverability of various costs: 

* Providing reserves for contingencies, including legal, environmental, and income taxes; and 

* Evaluating various non-regulated fixed assets and investments for impairment. 

These estimates and judgments are discusscd more fully in "Critical Accounting Estimates" in  our 2004 10-K. Actual results could 
difier. as these estimates and assumptions involve judgment about future events or performance. 

(b) Reveriue Recognition 

( i )  Utility Reverzues 

CG&E, PSI, and UL,H&P (collectively, our utility operating companies) record Operatiizg Revenues for electric and gas service 
when delivered to customers. Customers are billed throughout the month as both gas and electric meters are read. We recognize 
revenues for retail energy sales that have not yet been billed, but where gas or electricity has been consumed. This is termed "unbilled 
revenues" and is a widely recognized and accepted practice for utilities. In making our estimates of unbilled revenues, we use systems 
that consider various factors, including weather, in our calculation of retail customer consumption at the end of each month. Given the 
use of these systems and the fact that customers are billed monthly, we believe it is unlikely that materially different results will occur 
in future periods when these amounts are subsequently billed. 



Unbilled revenues lor Cinergy, CG&E, PSI, and ULH&P as of March 31,2005 and 2004, were as follows: 

Cinergy 
CG&E and subsidiaries 
PSI 
ULN&P 



( i i)  Erzergy Marketing arid Trading Rever~ues 

We market and trade electricity, natural gas, and other encrgy-related products. Many of the contracts associated with these products 
qualify as derivatives in accordance with Statement ol Financial Accounting Standards No. 133, Acco~irztirlg for Derivcltive 
Irzstrunlei~ts arlcl Heclgirzg Actillities. We designate derivative transactions as cithc~ trading or non-trading at the time they ale 
oiiginated in accordance with Emcrging Issues Task F o ~ c c  Issuc 02-3,I.ss~res Ir~volvecl ir~ Acco~inting.for Der-ivative Corztracts Helcl 
for Tradirzg Pur-poses and  contract^ Involved b~ Erlergy Trading arlcl Risk Maizagerizent Actiiu'ties. Trading contracts are reported on a 
net basis and non-trading contracts are lcported on a gross basis. Net reporting requires presentation of ~ealized and unrcalizeci gains 
and losses on trading derivatives on a nct basis in Operatir1g Reverlltes. Gross reporting rcquil-es presentation of sales contracts in 
Operating Rever~ues and pu~chase contlacts in Fuel, eriiissiorl allo~var~ces, arzcl purchasecl poiver expense or Gas purchasecl expense. 

(iii) Other Operating Revertues 

Cinergy and CG&E recognize revenue from coal origination, which represents contract structuring and marketing of physical coal. 
These revenues are included in Other Opemtirzg Reverzues on the Condensed Consolidateci Statements of Income. Other Operatirlg 
Re~renues for Cinergy also includes sales of synthetic fuel. 

(c) Derivatives 

Cinergy designates derivatives as fair value hedges for certain volumes of our natural gas held in storage. Under this accounting 
election, changes in the fair value of both the derivative as well as the hedged item (the specified gas held in storage) are included in 
Gas Opemting Reverlltes in Cinergy's Condensed Consolidated Statements of Income. We assess the effectiveness of the derivatives 
in offsetting the change in fair value of the gas held in storage on a quarterly basis. Selected information on Cinergy's hedge 
accounting activities for the quarters ended March 31, 2005 and 2004 were as follows: 

2005 2004 

(in rnillior~ r) 

Portion of gain (loss) on hedging instruments determined to be 
ineffective 9; (4)  $ 4 

Portion of gain on hedging instruments related to changes in 
time value excluded lrom assessment of ineffectiveness 4 2 

Total included in  Gas operating revenues $ - $ 6 

(d) Acco~~t~tirzg Clzanges 

( i )  Asset Retirenzetzt Obligatiorzs 

In March 2005, the Financial Accounting Standards Board (FASB) issued Interpretation No. 47, Accouttting for Conditional Asset 
Retiremerzt Obligatiorzs (Interpretation 47), an interpretation of Statement of Financial Accounting Standards No. 143, Acco~ttzting for 
Asset Retirement Obligations (Statement 143). Statement 143 requires recognition of legal obligations associated with the retirement 
or removal of long-lived assets at the time the obligations are incurred. Interpretation 47 clarifies that a conditional asset retirement 
obligation (which occurs when the timing andlor method of settlement are conditional on a future event that may or may not be within 
the control of the entity) is a legal obligation within the scope of Statement 143. As such, the fair value of a conditional asset 
retirement obligation must be recognized as a liability when incurred if the liability's fair value can be reasonably estimated. 
Interpretation 47 also clarifies when sufficient information exists to reasonably estimate the fair value of an asset retirement 



obligation. 

Cinergy will adopt Interpretation 47 on December 31, 2005. Upon adoption 01 Interpretation 47 Cinergy will recognize the impact, if 
any, of additional liabilities for conditional asset retire~ncnt obligations as a cuinulative effect of a change in accounting plinciplc We 
have begun evaluating the impact of adopting this new interpretation 



and al-e currently unable to predict whether the implementation of this accounting standard will be material to our financial position or 
results of operations. 

( i i)  Shrrre-Based Pcz)~ii?erlt 

In December 2004, the FASB issued a replacement ol Statement of Financial Accounting Standards No. 123, Accoui7ting for 
Stock-Baser! Cor11l~ei1sarioi1 (Statement 123), Srntei7lei1t of Fii7ai1cial Accoui~th~g Stni~rlni-ds No. 123 (revised 2004), Sl~al-e-Baseri 
Pn)lnlent (Statement 123R). This standard will require accounting for all stock-based compensation arrangements under the fair value 
method in addition to other provisions. 

In 2003, we prospectively adopted accounting for our stock-based compensation plans using the fair value recognition provisions of 
Statement 123. as amended by Statement of Financial Accounting Standards No. 148, Accounting for Stock-Bused 
Conll~ei~satioi~-Tr~~r~ritior~ mlcl Disclosure (Statement 148), for all employee awards granted or with terms modified on or after 
January 1.2003. Therefole, the impact of implementation of Statement 123R on stoclc options within our stock-based compensation 
plans is not expected to be material. Statement 123R contains certain provisions that will modify the accounting for various 
stock-based compensation plans other than stock options. We are in the plocess of evaluating the impact of this new standard on 
these plans. Cinergy will adopt Statement 123R on January 1, 2006. 

(iii) Ii~conle Taxes 

In October 2004, the American Jobs Creation Act (AJCA) was signed into law. The AJCA includes a one-time deduction of 85 
percent of certain foreign earnings that are repatriated, as defined in the AJCA. Cinergy has not fully completed its evaluation of the 
effects of the AJCA on its foreign investment strategy. However, based on the evaluation to date, it does not appear that the effects of 
the provision will have a material impact on our financial position or results of operations. 

2. Common Stock 

As discussed in the 2004 10-K, in January and February 2005, Cinergy Corp. issued a total of 9.2 million shares of common stock 
pursuant to certain stock purchase contracts that were issued as a component of combined securities in December 2001. Net proceeds 
from the transaction of $316 million were used to reduce short-term debt. 

Cinergy issues new Cinergy Corp. common stock shares to satisfy obligations under certain of its employee stock plans and the 
Cinergy Corp. Direct Stock Purchase and Dividend Reinvestment Plan. During the first quarter of 2005, Cinergy issued 1.3 million 
shares under these plans. 



3. Notes Payable and Other Short-term Obligations 

Cinergy Corp.'s short-term borrowings consist primarily of unsecured revolving lines of credit and the sale of commercial paper. 
Cinergy Corp . '~  $2 billion revolving credit fhcilities and $1.5 billion commercial paper program also support the short-term 
borrowing needs of CG&E, PSI! and ULN&P. In addition, Cinergy Corp., CG&E, and PSI maintain uncommitted lines of credit. 
'These facilities are not Cirm sources of capital but rather informal agreements to lend money, subject to availability, with pricing 
determined at the time of advance. The following table summarizes our. Notes payable aizcl~tl~er short-te1.111 oblig~~tiot~s and Notes 
payable to afiliated con~panies: 

March 31.2005 December 31 2004 

Weighted Welghted 
Established Average Established Average 

Lines Outstanding Rate Llneb Outstanding Rate 

(dollctr r ti1 tr~rlhor~r) 

Cinergy 
Cinergy Corp. 

Revolving lines(]) 
Uncommitted lines 
Commercial paper(2) 

Utility operating companies 
Uncommitted lines 
Pollution control notes 

Non-regulated subsidiaries 
Revolving lines(3) 
Short-term debt 
Pollution control notes 

Cinergy Total 

CG&E and subsidiaries 
Uncommitted lines 
Pollution control notes 
Money pool 

CG&E Total 

PSI 
Uncommitted lines 
Pollution control notes 
Money pool 

PSI Total 

ULH&P 
Money pool 

ULH&P Total $ - -% $ 11 2.38 % 



( I )  Consists of a three-year $1 billion facility and a five-year $1 billion facility. The three-year facility was entered into in 
April 2004 and matures in April 2007. The five-year facility was entered into in December 2004, matures in December 
2009, and contains $500 million sublimits each lor CG&E and PSI. 

(2) Cinergy Corp.'~ commercial paper program limit is $1.5 billion. The commercial paper program is supported by Cinergy 
Corp.'s revolving lines of credit. 

(3) Of the $162 million, $150 million relates to a three-year senior 1.evolving credit facility that Cinergy Canada, Inc. entered 
into in December 2004 and matures in December 2007. 



At March 3 1,2005, Cinergy Corp. had $1.8 billion remaining unused and available capacity relating to its $2 billion revolving credit 
facilities. These ievolving credit facilities include the following: 

Credit Facility 

Five--year senior revolving 

Dircct borrowing 
Commercial paper support 

Total five-year. facility(1) 

Three-year senior revolving 
Direct borrowing 
Commercial paper support 
Lettcr of credit support 

Total three-yew facility 

Total Cwdit Facilities 

Outstanding 
Established and Unused and 

Expiration Lines Committed Available 
(ill 111iIliu11.5) 

April 2007 

(1) CG&E and PSI each have $500 million borrowing sublimits on this facility. 

In our credit facilities, Cinergy Corp. has covenanted to maintain: 

a consolidated net worth of $2 billion; and 

0 a ratio of consolidated indebtedness to consolidated total capitalization not in excess of 65 percent. 

As part of CG&E's $500 million sublimit under the $1 billion five-year credit facility, CG&E has covenanted to maintain: 

a consolidated net worth of $1 billion: and 

0 a ratio of consolidated indebtedness to consolidated total capitalization not in excess of 65 percent. 

As part of PSI'S $500 million sublimit under the $1 billion five-year credit facility, PSI has covenanted to maintain: 

0 a consolidated net worth of $900 million; and 

0 a ratio of consolidated indebtedness to consolidated total capitalization not in excess of 65 percent. 



A breach of these covenants could result in the termination of the credit facilities and the acceleration of the related indebtedness. In 
addition to breaches of covenants, certain other events that could result in the termination of available credit and acceleration of the 
~clated indebtedness include: 

bankruptcy; 

defaults in the payment ol other indebtedness; and 

* judgments against the company that are not paid or insured. 

The latter two events, however, are subject to dollar-based materiality thresholds. As of March 31, 2005, Cinergy, CG&E. and PSI 
are in compliance with all of their debt covenants. 

4. Energy Trading Credit Risk 

Cinergy's extension of credit for energy marketing and trading is governed by a Corpo~ate Credit Policy. Written guidelines 
approved by Cinergy's Risk Policy Cornmitlee doculnent the management approval levels for credit limits, evaluation of 
creditworthiness, and credit risk mitigation procedures. Exposures to credit risks are monitored daily by the Corporate Credit Risk 
function. which is independent of all trading operations. As of March 31, 2005, 93 percent of the credit exposure, net of credit 
collateral, related to energy trading and marketing activity was with 



counterparties rated investment grade or the counterparties' obligations werc guaranteed or secured by an investment grade entity. 
The majority of' these investment grade counterparties are externally rated. If a counterparty has an external rating, the lower 01' 
Standard & Poor's Ratings Services or Moody's Investors Service is used; otherwise, Cinergy's internal rating of the counterparty is 
used. The remaining seven percent represents credit exposure or $57 million with counterparties rated non-investment grade. 

As of' March 31, 2005, CG&E had a concentration of trading credit exposure of $37 million with two counterparties accounting for 
greater than ten percent 01' CG&E's total trading credit exposure. These countelparties are rated investment grade. 

Energy commodity prices can be extremely volatile and the market can, at times, lack liquidity. Because of these issues, c~edit  risk Sol 
energy com~nodities is generally gleater than with other commodity t~ading. 

We continually review and monitor our credit exposure to all counterparties and secondary counterparties. If appropriate. we may 
adjust our credit reserves to attempt to compensate for increased credit risk within the industry. Counterparty credit limits may be 
adjusted on a daily basis in response to changes in a counterpal.tyls rinancial status or public debt ratings. 

5. Per~sion and Other Postretirement Benefits 

As discussed in the 2004 10-K, Cinergy Corp. sponsors both pension and other postretirement benefits plans. Our qualified defined 
benefit pension plans cover substantially all United States employees meeting certain minimum age and service requirements. . 
Funding for the qualified defined benefit pension plans is based on actuwially determined contributions, the rtiaximum of which is 
generally the amount deductible for income tax purposes and the minimum being that required by the Employee Retirement Income 
Security Act of 1974, as amended. The pension plans' assets consist of investments in equity and debt securities. In addition, we 
sponsor non-qualified pension plans that cover officers, certain other key employees, and non-employee directors. We provide 
certain health care and life insurance benefits to retired United States employees and their eligible dependents. These benefits are 
subject to minimum age and service requirements. The health care benefits include medical, dental, and prescription drug coverage 
and are subject to certain limitations, such as deductibles and co-payments. 

Based on preliminary estimates, we expect 2005 contributions of $102 million for qualified pension benefits, which is an increase 
from the $72 million disclosed in the 2004 10-K. This $30 million increase is primarily the result of a change in the retirement age 
assumption which increased the near-term funding estimates. Actual contributions for the first quarter of 2005 were zero. 

Our benefit plans' costs for the quarters ended March 31,2005 and 2004, included the following components: 

Qualified Non-Qualified Other Postretirement 
Pension  benefit.^ Pension Benefits Benefits 

Quarter Ended March 31 2005 2004 2005 2004 2005 2004 
( i r~  milliorls) 

Service cost $ 9.6 $ 8.8 $ 1.4 $ 1.2 $ 1.6 $ 1.4 
Interest cost 24.1 22.1 1.8 1.7 5.7 6.0 
Expected return on plans' assets (22.0) (20.1 ) - - - - 
Amortization of transition (asset) obligation - (0.1) - - 0.1 0.8 
Amortization of prior service cost 1.1 1.1 0.5 0.5 (0.1) - 
Recognized actuarial loss 1.9 0.5 0.6 0.7 2.7 2.1 - 
Net periodic benefit cost $ 14.7 $ 12.3 $ 4.3 $ 4.1 $ 10.0 $ 10.3 





The net periodic benefit costs by registrant for the quarters endcd March 3 1, 2005 and 2004, were as follows: 

Qualified Non-Qualified Other I'ostretirement 
I'ension Benefits Pension Benefits Benefits 

guar ter  Ended March 31 2005 2004 2005 2004 2005 2004 
(111 III~IIIOIIS) 

Cinergy(1) 
CG&E and subsidiaries 
PSI 
ULH&P 

(1) The results of' Cinergy also include amounts related to non-registrants. 

6. Commitments and Contingencies 

(a) E~zvir-orz~nental 

( i )  Enlission Reductiorz Ruler?zakitlgs 

In October 1998, the Environmental Protection Agency (EPA) finalized its ozone transport rule, also known as the nitrogen oxides 
(NOx) State Implementation Plan (SIP) Call, which addresses wind-blown ozone and ozone precursors that impact air quality in 
downwind stales. The EPA's final rule, which applies to 22 states in the eastern United States including the three states in which our 
electric utilities operate, required states to develop rules to reduce NOx emissions from utility and industrial sources. In a related 
matter, in response to petitions filed by several states alleging air quality impacts from upwind sources located in other states, the EPA 
issued a rule pursuant to Section 126 of the Clean Air Act (CAA) that required reductions similar to those required under the NOx SIP 
Call. Various states and industry groups challenged the final rules in the Court oSAppeals for the District of Columbia Circuit, but the 
court upheld the key provisions of the rules. 

The EPA has proposed withdrawal of the Section 126 rule in states with approved rules under the final NOx SIP Call, which includes 
Indiana, Kentucky, and Ohio. All three states have adopted a cap and trade program as the mechanism to achieve the required 
reductions. Cinergy, CG&E, and PSI have installed selective catalytic reduction units (SCR) and other pollution controls and 
implemented certain combustion turbine improvements at various generating stations to comply with the NOx SIP Call. Cinergy also 
utilizes the NOx emission allowance market to buy or sell NOx emission allowances as appropriate. We currently estimate that we 
will incur capital costs of approximately $12 million in addition to $788 million already incurred to comply with this program. 

In March 2005, the EPA issued the Clean Air Interstate Rule (CAIR), formerly the Interstate Air Quality Rule, which would require 
states to revise their SIP by September 2006 to address alleged contributions to downwind non-attainment with the revised National 
Ambient Air Quality Standards for ozone and fine particulate matter. The rule established a two-phase, regional cap and trade 
program for sulfur dioxide (SO,) and NO,, affecting 28 states, including Ohio, Indiana, and Kentucky, and requires SO2 and NO, emissions to be cut 70 
percent and 65 percent, respectively, by 2015. At the same time, the EPA issued the Clean Air Mercury Rule (CAMR) which requires reductions in rnercury 
ernissions f ~ o n i  coal-fired power plants. The final regulation also adopts a two-phase cap and trade approach that requires mercury reductions of 70 percent by 
2018. Under both CAIR and CAMR,companies have flexible compliance options including installation of pollution controls on large plants where such controls 
are particularly efficient and utilization of emission allowances for smaller plants where controls are not cost effective. Numerous states and environmental 
organizations have challenged certain EPA regulatory determinations contending that CAMR does not require enough reductions. At this time we cannot predic~ 
the outcome of this matter. 

Over the 2005-2009 time period, we expect to spend approximately $1.8 billion to reduce mercury, SOz, and NOx emissions. These 
estimates include $1.7 billion in costs to comply with CAIR and CAMR. These estimates also include estimated costs to comply at 



plants that we own but do not operate and could change when taking into consideration co~npliance plans of co-owners or operators 
involvcd. Moreover, as market conditions change, additional compliance options may beco~nc available and our plans will be 
ad.justed accordingly. Approxirnately 60 



percent of these estimated environmental costs would be incurred at PSI's coal-fired plants, for which recovery would be pursued in 
accordance with regulatory statutes governing environmental cost recovery. See (b)(i) for more details. CG&E would receive partial 
secovery of'depreciation and financing costs related to environmental compliance pro-jects tbr 2005-2008 through its recently 
approved rate stabilization plan (RSP). See (b)(ii) Ibr rn0r.e details. 

In June 2004, the EPA made final state non-attainment area designations to implement the revised ozone standard. In January 2005. 
the EPA made final state non-attainment area designations to implement the new fine particulate standard. Several counties in which 
we operate have been designated as being in non-attainment with the new ozone standard and/or fine particulate standard. States with 
counties that are designated as being in  non-attainment with the new ozone and/or fine particulate standards are required to develop a 
plan of compliance by June 2007 and April 2008, respectively, Industrial sources in or near those counties are potentially subject to 
requirements for installation ol'additional pollution controls. In March 2005, various states, local governments, environmental groups, 
and industry groups, including some of which Cinergy is a member, filed petitions fbr review in the United States Court of Appeals 
for the D.C. Circuit to challenge the EPA's particulate matter non-attainment designations. Although the EPA has attempted to 
structure CAIR to resolve purported utility contributions to ozone and fine particulate non-attainment, at this time, Cinergy cannot 
predict the effect of current or future non-attainment designations on its financial position or results of operations. 

(ii) Sectiorl 126 Petitioris 

In March 2004, the state of North Carolina filed a petition under Section 126 of the CAA in which it alleges that sources in 13 upwind 
states including Ohio. Indiana, and Kentucky, significantly contribute to North Carolina's non-attainment with certain ambient air 
quality standards. Depending on the EPA's final disposition of the pending petition and its proposal discussed previously, Cinergy's 
generating stations could become subject to requirements for additional SO2 and NOx en~issions reductions. We expect a decision 
f ~ o m  the EPA on this matter by August 2005. It is unclear at this time whether any additional reductions would be necessary beyond 
those required under the CAA. 

(iii) Clearz Air Act Lawsuit 

In November 1999, and through subsequent amendments, the United States brought a lawsuit in the United States Federal District 
Court for the Southern District of Indiana against Cinergy, CG&E, and PSI alleging various violations of the CAA. Specifically, the 
lawsuit alleges that we violated the CAA by not obtaining Prevention of Significant Deterioration (PSI)), Non-Attainment New 
Source Review (NSR), and Ohio and Indiana SIP permits for various prqjects at our owned and co-owned generating stations. 
Additionally, the suit claims that we violated an Administrative Consent Order entered into in  1998 between the EPA and Cinergy 
relating to alleged violations of Ohio's SIP provisions governing particulate matter at Unit 1 at CG&E's W.C. Beckjord Station. The 
suit seeks (1) injunctive relief to require installation of pollution control technology on various generating units at CG&E's W.C. 
Beckjord and Miami Fort Stations, and PSI's Cayuga, Gallagher, Wabash River, and Gibson Stations, and (2) civil penalties in 
amounts of up to $27,500 per day for each violation. In addition, three northeast states and two environmental groups have intervened 
in the case. The case is cu~~ently i n  discovery, and the United States Federal District Court for the Southern District of Indiana has set 
the case for trial by jury commencing in February 2006. 

In March 2000, the United States also filed in the United States District Court for the Southern District of Ohio an amended cornplaint 
in a separate lawsuit alleging violations of the CAA relating to PSD, NSR, and Ohio SIP requirements regarding various generating 
stations, including a generating station operated by Columbus Southern Power Company (CSP) and jointly-owned by CSP, The 
Dayton Power and Light Company (DP&L), and CG&E. The EPA is seeking injunctive relief and civil penalties of up to $27,500 per 
day for each violation. This suit is being defended by CSP. In April 2001, the United States District Court for the Southern District of 
Ohio in that case ruled that the Government and the intervening plaintiff environmental groups cannot seek monetary damages for 
alleged violations that occurred prior to November 3, 1994; however, they are entitled to seek injunctive relief for such alleged 
violations. Neither party appealed that decision. This matter is scheduled for trial commencing June 2005. I 

111 addition. Cinergy and CG&E have beer1 info~med by DP&L that in June 2000, the EPA issued a Notice of Violation (NOV) to 
DP&L for alleged violations of PSD, NSR, and Ohio SIP requirements at a station operated by 





DP&L and jointly-owned by DPBtL, CSP, and CG&E. The NOV indicated the EPA may (1) issue an order requiring compliance 
with the requirements of the Ohio SIP. or (2) bring a civil action seeking injunctive relief and civil penalties of up to $27,500 per day 
for each violation. In September 2004, Marilyn Wall and the Sierra Club brought a lawsuit against CG&E, DP&L and CSP for , 
alleged violations ol the CAA at this saine generating station. 

We are unable to predict whether resolution of these mattas would have a material effect on our financial position or results of 
operations. We Intend to v~gorously defend agalnst these allegat~ons. 

( i t!)  Catboil L)ioxide (C02) Lawsuit 

In July 2004, the states of Connecticut, New York, California, Iowa, New Jersey, Rhode Island, Vermont, Wisconsin, and the City of 
New York brought a lawsuit in the United States District Court for the Southern District of New York against Cinergy, American 
Electric Power Company, Inc., American Electric Power Service Corporation, The Southern Company, Tennessee Valley AutKority, 
and Xcel Energy Inc. That same day, a similar lawsuit was filed in the United States District Court for the Southern District of New 
York against the saine companies by Open Space Institute, Inc., Open Space Conservancy, Inc., and 'The Audubon Society of New 
Hampshire. These lawsuits allege that the defendants' emissions of CO:! from the combustion of fossil fuels at electric generating 
facilities contribute to global warming and amount to a public nuisance. The complaints also allege that the defendants could generate 
the same amount of electricity while emitting significantly less CO:!. The plaintiffs are seeking an injunction requiring each defendant 
to cap its CO:! enlissions and then reduce them by a specified percentage each year for at least a decade. Cinergy intends to defend 
these lawsuits vigorously in  court and filed motions to dismiss with the other defendants in September 2004. We are not able to 
predict whether resolutiori of these matters would have a material effect on our financial position or results of operations. 

( v )  Selective Catalytic Reduction Units at Gibson Statiorl 

In May 2004, SCRs and other pollutiori control equipment became operational at Units 4 and 5 of PSI'S Gibson Station in accordance 
with compliance deadlines under the NOx SIP Call. In June and July 2004, Gibson Station temporarily shut down the equipment on 
these units due to a concern that portions of the plume from those units' stacks appeared to break apart and descend to ground level, at 
certain times, under certain weather conditions. As a result, and, working with the City of Mt. Carmel, Illinois, Illinois EPA, Indiana 
Department of Environmental Management (IDEM), EPA, and the State of Illinois, we developed a protocol regarding the use of the 
SCRs while we explored alternatives to address this issue. After the protocol was finalized, the Illinois Attorney Gene~al brought an 
action in Wabash County Circuit Court against PSI seeking a preliminary injunction to enforce the protocol. In August 2004, the 
court granted that preliminary injunction. PSI is appealing that decision to the Fifth District Appellate Court, but we cannot predict 
the ultimate outcome of that appeal or of the underlying action by the Illinois Attorney General. 

In April 2005, we completed the installation of a permanent control system to address this issue. The new control system will support 
all five Gibson generating units. We will seek recovery of any related capital as well as increased emission allowance expenditures 
through the regulatory process. We do not believe costs related to resolving this matter will have a material impact on our financial 
position or results of operations. 

In November 2004, a citizen of the Village of Moscow, Ohio, the town adjacent to CG&E's Zimmer Station, brought a purported 
class action in the United States District Court for the Southern District of Ohio seeking monetary damages and injunctive relief 
against CG&E for alleged violations of the CAA, the Ohio SIP, Ohio laws against nuisance and common law nuisance. CG&E filed 
a motion to dismiss the lawsuit on primarily procedural grounds and we intend to defend against these claims vigorously. The 
plaintiffs have filed a number of additional notices of intent to sue and a second lawsuit raising claims similar to those in the original 
claim. At this time, we cannot predict whether the outcome of this matter will have a material impact on our financial position or 
results of operations. 





(vii) Mc~n~lfclctui.ed Gas Plmit (MGP) Sires 

Coal tar residues, related hydrocarbons, and various metals have been found in at least 22 sites that PSI or its predecessors previously 
owned and sold in a series of transactions with Northern Indiana Public Service Company (NIPSCO) and Indiana Gas Company, Inc. 
(IGC). The 22 sites are in the process of being studied and will be remediated, if necessary. In 1998 NIPSCO, IGC, anil PSI entered 
into Site Participation and Cost Sharing Agreements to allocate liability and responsibilities between them. The IDEM oversees 
investigation and cleanup of all of these sites. Thus far, PSI has primary responsibility for investigating, monitoring and, if necessary, 
remediating nine of' these sites. In December 2003, PSI entered into a voluntary remediation plan with the state of Indiana, providing 
a formal framework for the investigation and cleanup of the sites. 

In April 1998, PSI filed suit in Hendricks County in the state of Indiana against its general liability insurance casriers. PSI sought a 
declaratory judgment to obligate its insurance carriers to ( I )  defend MGP claims against PSI and compensate PSI for its costs of 
investigating, preventing, mitigating, and semediating damage to property and paying claims related to MGP sites; or (2) pay PSI's 
cost of' defense. PSI settled, in principle, its claims with all but one of the insurance carriers in January 2005 prior to commencement 
of the trial. With respect to the lone insurance carrier, a jury returned a verdict against PSI in February 2005. PSI has appealed this 
decision. At the present time, PSI cannot predict the outcome of this litigation, including the outcome of the appeal. 

PSI has accrued costs related to investigation, remediation, and groundwater monitoring for those sites where such costs are probable 
and can be reasonably estimated. We will continue to investigate and remediate the sites as outlined in the voluntary remediation 
plan. As additional facts become known and investigation is completed, we will assess whether the likelihood of incurring additional 
costs becomes probable. Until all investigation and remediation is complete, we are unable to determine the overall impact on our 
financial position or results of operations. 

CG&E and ULH&P have performed site assessments on certain of their sites where we believe MGP activities have occurred at some 
point in the past and have found no imminent risk to the environment. At the present time, CG&E and ULH&P cannot predict 
whether investigation and/or remediation will be required in the future at any of these sites. 

(viii) Asbestos Clainis Litigation 

CG&E and PSI have been named as defendants or co-defendants in lawsuits related to asbestos at their electric generating stations. 
Currently, there are approximately 120 pending lawsuits. In these lawsuits, plaintiffs claim to have been exposed to 
asbestos-containing products in the course of their work at the CG&E and PSI generating stations. The plaintiffs further claim that 
as the property owner of the generating stations, CG&E and PSI should be held liable for their injuries and illnesses based on an 
alleged duty to warn and protect them from any asbestos exposure. A majority of the lawsuits to date have been brought against PSI. 
The impact on CG&E's and PSI's financial position or results of operations of these cases to date has not been material. 

Of these lawsuits, one case filed against PSI has been tried to verdict. The jury returned a verdict against PSI in the amount of 
approximately $500,000 on a negligence claim and a verdict for PSI on punitive damages. PSI received an adversc ruling in its initial 
appeal of the negligence claim verdict, but the Indiana Supreme Court accepted the transfer of the case and heard oral argument in 
June 2004. In addition, PSI has settled a number of other lawsuits for amounts, which neither individually nor in the aggregate, are 
matcrial to PSI's financial position or results of operations. 

At this time, CG&E and PSI are not able to predict the ultimate outcome of these lawsuits or the impact on CG&E's and PSI's i 
financial position or results of operations. 



( i )  PSI Ei~vb-nnmei~tal Coiiiplictizce Case 

In November 2004, PSI filed a compliance plan case with the Indiana Utility Regulatory Commission (IURC) seeking approval of 
PSI's plan lor complying with SO,, NOx, and mercury emission reduction requirerncnts discussion pseviously in (a)(i). including 
approval of cost recovery and an overall rate ol return of eight percent related to certain pro.jects. PSI requested approval to recover 
the financing. depreciation, and operating and maintenance costs, among others. related to $1.08 billion in capital projects designed to 
reduce emissions of SOz, NOx, and mercury at PSI's coal-burning generating stations. An evidentiary hearing is scheduled f o ~  May 
2005 and a final IURC Order is expected in the third quarter of 2005. 

(ii) CC&E Electric Rate Filiilgs 

CG&E made multiple rate filings in 2003 with the Public Utilities Commission of Ohio (PUCO) seeking approval of CG&E's 
methodology for establishing market-based rates for generation service at the end of the market development (frozen rate) period and 
to recover investments made in the transmission and distribution system. The PUCO requested in these proceedings that CG&E 
propose a RSP to mitigate the potential tor significant rate increases when the market development period comes to an end. In 
January 2004, CG&E filed its proposed RSP. In May 2004, CG&E entered into a settlement agreement with many of the parties to 
these proceedings requesting that the PTJCO approve a modified version of the RSP. In September 2004, the PUCO issued an order 
seeking to modify several key provisions of this settlement and as a result of these modifications, CG&E liled a petition for rehearing 
in October 2004. The PTJCO approved a modified version ol the plan in November 2004, the major features of which are as follows: 

Provider of Last Resort (POLR) Charge: CG&E began collecting a POLR charge from non-residential customers 
effective January 1, 2005, and will begin to collect a POLR charge from residential customers effective January 1, 2006. The 
POL,R charge includes several discrete charges, the most significant being an annually adjusted component (AAC) intended 
to provide cost recovery primarily for environmental compliance expenditures; an infrastructure maintenance fund charge 
(IMF) intended to provide compensation to CG&E for committing its physical capacity to meet its POLR obligation; and a 
system reliability tracker (SRT) intended to provide cost recovery for capacity purchases. purchased power, reserve capacity, 
and related market costs for purchases to meet capacity needs. We anticipate the collection of the AAC and IMF will result 
in an approximate $36 million increase in revenues in 2005 and an additional $50 million in 2006. The SRT will be billed 
based on dollar-for-dollar costs incurred. A portion of these charges are avoidable by certain customers who switch to an 
alternative generation suppliel. Therefore, these estimates are subject to change, depending on the level of switching that 
occurs in  future periods. In 2007 and 2008, CG&E could seek additional increases in the AAC component of the POL,R 
based on CG&E's actual net costs for the specified expenditures. 

Generation Rates and Fuel Recovery: A new rate has been established lor generation service after the market development 
period ends. In addition, a fuel cost recovery mechanism that is adjusted quarterly has been established to recover costs for 
fuel, emission allowances, and certain purchased power costs, that exceed the amount originally included in  the rates frozen 
in the CG&E transition plan. These new rates were applied to non-residential customers beginning January 1, 2005 and will 
be applied to residential customers beginning January I ,  2006. 

* Generation Rate Reduction: The existing five percent generation rate reduction required by statute for residential 
customers implemented under CG&E's 2000 plan will end on December 31, 2005. 

Transmission Cost Recovery: Transmission cost recovery mechanisms were established beginning January 1,2005 lor 
non-residential customers and will be established beginning January 1, 2006 for residential customers. The transmission cost 
recovery mechanisms are designed to permit CG&E to recover Midwest Independent Transmission System Operator, Inc. 
charges, all Federal Energy Regulatory Commission (FERC) approved transmission costs, and all congestion costs allocable 
to retail ratepayers that are provided service by CG&E. 



Distribution Cost Recovery: CG&E will have thc ability to defe~ ccrtain capital-rclated distribution costs from July I, 
2004 through December 31,2005 with rccovery from non-residential customers to be provided through a rider beginning 
January I, 2006 through December 3 1,201 0. 

CG&E had also filed an electric distribution base late case for residential and non-residential custolncrs to be effective January 1, 
2005. Under the terms of thc RSP described p~eviously, CG&E withdrew this basc late case and, in Februa~y 2005, CG&E filed a 
new distribution base rate case with rates to becornc cffectivc January 1, 2006. The requcstcd amount of the increase is $78 million. 

In March 2005, the Ohio Consumers' Counsel asked the Ohio Supreme Court to ovcrturn the RSP. We expect the court to decide the 
case before January 1, 2006; however, at this time we cannot predict the outcome of this matter. 

(iii) U L H d P  Gas Rate Case 

In 2002, the Kentucky Public Serv~ce Commission (KPSC) approved ULH&P's gas base late case requesting, among othcr things, 
recovery of costs associated with an accelerated gas main replacement program of up to $1 12 million over ten years. The costs would 
be recovered through a tracking mechanism for an initial three year period, with the possibility of renewal up to ten years. To date, we 
have capitalized $31 million in costs associated with the accelerated gas main replacement plogram The tracking mechanism allows 
ULH&P to recover depreciation costs and rate of retuIn annually over the life of the deferred assets. Through March 31, 2005, 
ULH&P has recove~ed $6.3 million under this tracking mechanism. The Kentucky Attorney General has appealed to the Franklin 
Ci~cuit Court the KPSC's approval of the tracking mechanism and the new tracking mechanism rates. At the present time, ULH&P 
cannot predict the tirning or outcome of this litigation. 

In February 2005, ULH&P filed a gas base rate case with the KPSC. ULH&P is requesting approval to continuc the tracking 
mechanism in addition to its request for a $14 million increase in base rates, which is a seven percent increase in current retail gas 
rates. ULH&P expects that the KPSC will issue its decision by the fourth quarter of 2005. 

(iv) Gas Distributiorz Plant 

In June 2003, the PUCO approved an amended settlement agreement between CG&E and the PUCO Staff in a gas distribution safety 
case arising out of a gas leak at a service head-adapter (SHA) style riser on CG&E's distribution system. The amended settlement 
agreement required CG&E to expend a minimum of'$700,000 to replace SHA risers by December 31, 2003, and to file a 
comprehensive plan addressing all SHA risers on its distribution system. CG&E filed a comprehensive plan with the PUCO in  
December 2004 providing for replacement of approximately 5,000 risers in 2005 with continued monitoring thereafter. CG&E 
estimates the replacement cost of these risers will not be material. In April 2005, the PUCO issued an order closing this case. The 
PUCO issued a separate order opening a statewide investigation into riser leaks in gas pipeline systems throughout Ohio. At this time, 
Cinergy and CG&E cannot predict the outcome of this matter. 

(c) Other 

( i )  Energy Market Irzvestigatioils 

In August 2003, Cinergy, along with Cinergy Marketing & Trading, LP (Marketing & Trading) and 37 other companies, were named 
as deferidants in civil litigation filed as a purported class action on behalf of all persons who purchased and/or sold New York 
Mercantile Exchange natural gas futures and options contracts between January 1, 2000, and December 31, 2002. The complaint 
alleges that improper price reporting caused damages to the class. Two similar lawsuits have subsequently been filed, and these three 



lawsuits have been consolidated lor pretrial purposes. The plaintiffs filed a consolidated class action complaint in January 2004. 
Cinergy's rnotion to dismiss was granted in September 2004 leaving only Marketing & Trading in the lawsuit. We believe this action 
against Marketing & Trading is without merit and intend to defend this lawsuit vigorously. 



Cinergy continues to provide various Assistant United States Attorneys with information with respect to thei~ investigations into 
energy market practices. We understand that we aIe neithel a target nor are we under investigation by the Department of Justice in 
relation to any of these communications. 

At this time, we do not believe the outcomc of" these investigations and litigation will have a material impact on Cinergy's tinancial 
position or results of operations. 

In July 2002, Cinergy Capital & Trading, Inc. acquired a coal-based synthetic fuel production facility. The synthetic fuel produced at 
this facility qualifies for tax credits (through 2007) in accordance with IRC Section 29 if certain requircments are satisfied. The three 
key requilements ale that (a) the synthetic fuel differs significantly in chemical composition from the coal used to produce such 
synthetic fuel, (b) the fuel produced is sold to an unrelated entity and (c) the fuel was produced from a facility that was placed in 
service befo~e July 1, 1998. In addition to the existing plant, we have recently purchased an additional synthetic fuel plant. 

During the third quarter of 2004, several unrelated entities announced that the IRS had challenged or. threatened to challenge the 
placed in service dates of some of the entities' synthetic fuel plants. A successful IRS challenge could result in disallowance of all 
credits previously claimed for fuel produced by the subject plants. Cinergy's sale of synthetic fuel has generated $244 million in tax 
credits through March 31, 2005. The IRS is currently auditing Cinergy for the 2002 and 2003 tax years. It is reasonable to anticipate 
that the IRS will evaluate the various key requirements fbr claiming our Section 29 credits related to synthetic fuel. Cinergy received 
a private letter ruling from the IRS i n  connection with the acquisition of the facility that specifically addressed the significant chemical 
change requirement. Additionally, although not addressed in the letter ruling, we believe that our facility's in service date meets the 
Section 29 requirements. 

IRC Section 29 also provides for a phase-out of the credit based on the average price of crude oil during a calendar year. The 
phase-out is based on a prescribed calculation and definition of crude oil prices. We believe that crude oil prices would need to 
average approximately $60 per barrel from May through December 2005 for any credits to be phased out for 2005. 'The credits would 
be entirely phased out if' crude oil prices were to average approximately $80 per barrel during that same time period. Based on recent 
forecasts of crude oil prices for the remainder of 2005, we do not currently expect a negative impact on our ability to recognize the 
projected benefit of Section 29 credits in 2005. 

Under currently enacted law, the credit under IRC Section 29 will cease to be available for synthetic fuel sold after December 31, 
2007. 

(iii) Guarantees 

In the ordinary course of business, Cinergy enters into various agreements providing financial or performance assurances to third 
parties on behalf of certain unconsolidated subsidiaries and joint ventures. These agreements are entered into primarily to support or 
enhance the creditworthiness otherwise attributed to these entities on a stand-alone basis, thereby facilitating the extension of 
sufficient credit to accomplish their intended commercial purposes. The guarantees have various termination dates, from short-term 
(less than one year) to open-ended. 

In many cases, the maximuni potential amount of an outstanding guarantee is an express term, set forth in the guarantee agreement, 
representing the maximum potential obligation of Cinergy under that guarantee (excluding, at times, certain legal fees to which a 
guaranty beneficiary may be entitled). 111 those cases where there is no maximum potential amount expressly set forth in the guarantee 
agreement, we calculate the maximum potential amount by considering the terms of the guaranteed transactions, to the extent such 
amount is estimable. 



Cinergy had guaranteed borrowings by individuals under the Director, Officer, and Key E~nployee Stock Purchase Program. Under 
these guarantees, Cinergy would have been obligated to pay the debt's principal and any related interest in the event of an unexcused 
breach ol a guaranteed payment obligation by certain directors, oflicers, and key employees. This program terminated pursuant to its 
terms duling the first quarter of 2005 and as of March 31, 2005, all borrowings had been repaid by the participants. 



Cinergy Corp. has also provided performance guarantees on behalf of certain unconsolidated subsidiaries and joint ventures. These 
guarantees support perl'ormance under various agreements and instruments (such as construction contracts, operations and 

'maintenance agreements, and energy service agreements). Cinergy Corp. may be liable in the event of an unexcused breach of a : 

guaranteed perlbrmance obligation by an unconsolidated subsidiary. Cinergy Corp. has estimated its maximum potential liability to 
be $52 million under these guarantees as of March 31,2005. Cinergy Corp. may also have recourse to third parties for claims 
required to be paid under certain of these guarantees. The majority of these guarantees expire at the completion ofthe underlying 
performance agreement, the majority of' which expire fsom 201 6 to 20 19. 

Cinergy has entered into contracts that include indemnification provisions as a routine part of its business activities. Examples of' 
these contracts include purchase and sale agreements and operating agreements. In general, these provisions indemnify the 
counterparty for matters such as breaches of representations and warranties and covenants contained in the contract. In some cases, 
particularly with respect to purchase and sale agreements, the potential liability for certain indemnification obligations is capped, in  
whole or in part (generally at an aggregate amount not exceeding the sale price), and subject to a deductible amount before any 
payments would become due, In other cases (such as indemnifications lor willful misconduct of employees in ajoint venture), the 
maximum potential liability is not estimable given that the magnitude of any claims under those indemnifications would be a function 
of the extent of' damages actually incurred. Cinergy has estimated the maximum potential liability, where estimable, to be $128 
million undel these indemnification provisions. The termination period for the majority of' matters provided by indemnification 
provisions in these types of agreements generally ranges from 2005 to 2009. 

We believe the likelihood that Cinergy would be required to perform or otherwise incur any significant losses associated with any or 
all of the guarantees described in  the preceding parag~aphs is remote 

7. Financial Information by Business Sc, 'oment 

As discussed in the 2004 10-K, we conduct operations through our subsidiaries, and manage through the following three reportable 
segments: 

0 Regulated Business Unit (Regulated); 

Commercial Business Unit (Commercial); and 

Power Technology and Infrastructure Services Business Unit (Power Technology and Infrastructure). 

Regulated consists of PSI'S regulated generation and transn~ission and distribution operations, and CG&E and its subsidiaries' 
regulated electric and gas transmission and distribution systems. Regulated plans, constructs, operates, and maintains Cinergy's 
transmission and distribution systems and delivers gas and electric energy to consumers. Regulated also earns revenues from 
wholesale customels primarily by these customers transmitting electric power through Cinergy's transmission system. These 
businesses are subject to cost of service rate making where rates to be charged to customers are based on prudently incurred costs over 
a test period plus a reasonable rate of return. 

Commercial manages our wholesale generation and energy marketing and trading activities. Commercial also performs energy risk 
management activities, provides customized energy solutions and is responsible for all of our international operations. 

Power Technology and Infrastructure primarily manages Cinergy Ventures, LLC (Ventures), Cinergy's venture capital subsidiary. 
Ventures identifies, invests in, and integrates new energy technologies into Cinergy's existing businesses, focused primarily on 
operational efficiencies and clean energy technologies. In addition, Power Technology and Infrastructure manages our investments in 
other energy infrastructure and telecommunication service providers. 



Following are the financial results by business unit. Certain prior year amounts have been reclassified to conform to the current 
presentation. 



Financial results by business unit for the quarters ended March 31, 2005, and March 31, 2004, arc as indicated below. 

I'ower Technology Reconciling 
Regulated Commercial and Infrastructure Total Eliminations( I )  Consolidated 

(111 i t t i l l i o i ~ \ )  

Ouarter ended March 31.2005 

Operating revenues 
External customers $ 912 $ 432 $ -- 9; 1,344 $ - $ 1,344 
Intersegment revenues 12 45 - 57 (57) - 

Gross margins 
Electric 442 179 - 621 - 621 (3) 
Gas 98 6 - 104 - 104(4) 

Segment profit (loss)(2) 76 45 (4) 117 - i17 

Ouarler ended March 3 I .  2004 

Operating revenues 
External customers $ 913 $ 376 $ - $ 1,289 $ - $ 1,289 
Intersegment revenues 24 50 -. 74 (74) - 

Gross margins 
Electric 
Gas 

Segment profit (loss)(2) 8 1 45 (23) 103 - 103 

(1) The Reconciling Eliminations category eliminates the intersegment revenues of Commercial and Regulated. 

(2) Management utilizes segment profit (loss), after taxes, to evaluate segment performance. 

(3) Electric gross margin is calculated as Electric operatiilg revenues less Fuel, ernissiorl allon~arzces, and purchased power 
expense from the Condensed Consolidated Statements of Income. 

(4) Gas gross margin is calculated as Gas operatirzg revetzues less Gas pur~lzased expense from the Condensed Consolidated 
Statcntents of Income. 



Total segment assets at March 31,2005. and December 31, 2004, are as indicated below: 

Cinergv Business Units 
Power Technology and All 

Rerrulated Commercial Infrastructure Total Other(1) Consolidated 
(it7 11rillio17 r )  

Total segment assets at March 31,2005 $ 8,973 $ 5,853 $ 127 $ 14,953 $ 78 $ 15,031 
Total segment asscts at Deccmher '31, 

2004 $ 9.774 $ 4,992 $ 136 $ 14,902 $ 80 $ 14,982 

(1) The All Other category represents ~niscellancous corporate items which are not allocated to business units for purposes of 
segment performance measurement. 



8. Earnings Per Col~imon Share (EPS) 

A reconciliation ol EPS - basic to EPS -diluted is prcsented below for thc quarters ended March 31, 2005 and 2004: 

Quarter Ended March 31,2005 
EPS - basic: 

Effect of dilutive securities: 
Common stock options 
Directors' compensation plans 
Stock purchase contracts 

EPS - diluted: 

Quarter Ended March 3 1,2004 
EPS - basic: 

Effect of dilutive securities: 
Comnion stock options 
Directors' compensation plans 
Contingently issuable comrnon stock 
Stock purchase contracts 

EPS - diluted: 

Income Shares EPS 
( 1 1 2  lho~l~ulld'i, ewepi per r11a1e urt~o~trzt~) 

Options to purchase shares of common stock are excluded from the calculation of EPS -diluted, if they are considered to be 
anti-dilutive. Share amounts of 1.5 million and 0.9 million were excluded from the EPS -diluted calculation for the quarters ended 
March 3 1,2005 and 2004, respectively. 

Also excluded from thc EPS - diluted calculation for the quarter ended March 31, 2004 are 9.7 million shares, issuable pursuant to 
the stock purchase contracts issued by Cinergy Corp. i n  December 2001 associated with the preferred trust securities transaction. As 
discussed in the 2004 10-K, in January and February 2005, Cinergy Corp. issued a total of 9.2 million shares of common stock 
associated with these preferred stock securities. 

9. Transfer of Generating Assets 

The KPSC has conditionally approved and the FERC has approved ULH&P's planned acquisition ot CG&EYs 68.9 percent ownership interest in 
the East Bend Station, located in Boone County. Kentucky, the Woodsdale Station, located in Butler County, Ohio, and one generating unit at the four-unit 
Miami Fort Station located in Hamilton County, Ohio. ULH&P is currently seeking approval of'the transaction from the Securities and Exchange Cornmission 
(SEC), wherein the Ohio Consumers' Counsel has intervened in opposition. The transfer, which will be at net book value, will not arl'ect current electric rates f o r  
ULH&P's customers, as power will be provided under the same terms as under the current wholesale power contract with CG&E through December 31,2006. 
Assurning receipt of SEC approval, we would anticipate the transfer to take place in the third quarter of 2005. 

10. Subsequent Events 

Merger Agreement 



On May 8,2005, Duke Energy Corporation (Duke) agreed to acquire all outstanding shares of Cinergy where each share of Cinergy 
stock is exchanged for 1.56 shares of Duke stock. The transaction is expected to close in approximately 12 months, however that 
timing is contingent on various legulatory approvals that could take longer to obtain. A discussion of the details ol this agreement 
follows. 

Duke, Cincrgy Corp., Deer Holding Corp., a Delaware corporation ("Holdco"), Decr Acquisition Corp., a North Carolina corporation 
("Merger Sub A"), and Cougar Acquisition Corp., a Delaware corporation ("Merger Sub B"), entered into an Agreement and Plan of 
Mergcr (together with the exhibits thereto, the "Merger Agreement"). Each of Holdco, Merger Sub A and Mergcr Sub B are 
newly-lormed, wholly-owned direct or indirect subsidiaries 01 Dulie, and Merger Sub A and Merger Sub B are direct wholly-owned 
subsidiaries of Holdco. 

The Merger Agreement provides that Merger Sub A will merge with and into Duke (the "Duke Mergcr") and each share of Duke 
colnmon stoclc will be cancelled and converted into the right to receive one share of Holdco common stock. In the Duke Merger, 
Duke will be the surviving corporation and continue as a wholly-owned subsidiary of Holdco and the former shareholders of Duke 
will be shareholders of Holdco. As a result of the Duke Merger, Duke will shift into a holding company st1 ucture wherein Duke will 
become a wholly-owned dircct subsidiary Holdco. 

Following the Duke Merger, Duke (as a subsidiary of Holdco) may convert to a limited liability company (the "Duke Conversion") 
and be renamed "Duke Power L.LC." If the Duke Conversion occurs, Duke Power LL.C will be a limited liability company whose 
mclnbership or other equity interests will be held by Holdco. Following the Duke Conversion, Duke Power LL,C will initiate one or 
more restructuring transactions as described in the Merge] Agreement, including the distribution of certain subsidiaries of Duke Power 
LLC to Holdco. 

Following the latest of the consummation of the Duke Merger and any of the restructuring transactions, Mergcr Sub B will merge with 
and into Cinergy (the "Cinergy Merger" and, together with the Dulie Merger, the "Mergers") and each share of Cinergy comlnon stock 
will be cancelled and converted into the right to receive 1.56 shares of Holdco common stock. In the Cinergy Merger, Cinergy will be 
the surviving corporation and will continue as a wholly-owned subsidiary of Holdco and the former shareholders of Cinergy will be 
shareholders of Holdco. 

All outstanding options at the effective time of the Mergers, whether vested or unvested, will be converted into options to acquire 
shares of Holdco common stock. Each outstanding option to acquire one share of Duke common stock will be converted into an 
option to acquire one share of Holdco common stock at the same exercise price. Each outstanding option to acquire one share of 
Cinergy common stock will be converted into an option to acquire 1.56 shares of Holdco common stock at an equitably adjusted 
exercise price. The options to acquire Holdco common stoclc will bc issued subject to the same terms and conditions as were 
applicable under the Duke or Cinergy option plan pursuant to which each option was initially issued. 

In connection with the signing of the Merger Agreement, Duke announced that it would suspend the voluntary portion of its share 
repurchase program pending further assessment. 

The Merger Agreement providcs that following the effective time of the Mergers, Holdco will have a fifteen member board of 
directors, which will include ten directors named by Duke and five directors named by Cinergy. Paul M. Anderson, Chairman and 
Chiel Executive Olficer of Duke, will be the Chairman of the  Board of Directors of Holdco, with certain additional ~esponsibilities for 
analyzing potential strategic alternatives regarding the separation of the gas and electric businesses. James E. Rogers, Chairman, 
President and Chief Executive Officer of Cinergy, will be the Plesident and Chief Executive Officer of Holdco. 



Duke and Cinergy have each made customary representations, warranties and covenants in the Merger Agreement, including, among 
others, covenants to conduct their businesses in the ordinary course between the execution of the Merger Agreement and the 
consummation ofthe Mcrgers and covenants not to engage in certain kinds of transactions during that period. During such period, 
Cinergy will not increase its regular quarterly cash dividend without the prior written consent of' Duke and Duke may increase its 
regularly cluarterly cash dividend up to $0.3 1 per share without the prior written consent.of Cinergy. In addition, Duke and Cinergy 
have made certain additional customary covenants. including, among others, covenants, subject to certain exceptions, (A) to cause a 
stockholder meeting to be held to consider approval oftlie Mergers and the other transactions contemplated by the Merger Agreement, 
(B) not to solicit proposals relating to alternative business combination transactions, and (C) not to enter into discussions concerning, 
or provide confidential information in  connection with, alternative busi~iess combination transactions. 

Consummation of the Mergers is subject to customary conditions, including, among others, (i) approval of the stocl~holders ol'each of 
Duke and Cinergy, (ii) absence of any material adverse effect, (iii) expiration 01. termination of the applicable Hart-Scott-Rodino Act 
waiting period, (iv) absence of any order or injunction prohibiting the consuinmation of the Mergers, (v) the registration statement of 
Holdco filed on Form S-4 shall have become effective, (vi)  shares of Holdco common stock shall have been approved for listing on 
the New York Stock Exchange, (vii) sub,ject to certain exceptions, the accuracy of representations and warranties with respect to 
Duke's and Cinergy's business, as applicable, (viii) receipt of customary tax opinions, and (ix) receipt of all required statutory 
approvals from, among others, the Federal Energy Regulatory Commission, the Securities and Exchange Commission under the 
Public Utility Holding Company Act of 1935, the Nuclear Regulatory Commission, the Federal Communications Commission, and 
state public service and utility commissions. 

The Merger Agreement contains certain termination rights for both Duke and Cinergy, and further provides that. upon termination of 
the Merger Agreement under specified circumstances. a party would be required to pay the other party's fees and expenses in an 
amount not to exceed $35 million or a ternxination fee of $300 million in the case of a fee payable by Cinergy to Duke or a termination 
fee of $500 miilion in the case of'a fee payable by Duke to Cinergy. The termination fee is payable by Cinergy under specified 
circumstances. including (i) if Cinergy enters into a definitive agreement with respect to certain business combinations (other than the 
Merger Agreement), or (ii) if Duke terminates the Merger Agreement following a withdrawal by Cinergy's Board of Directors of its 
recommendation of the Merger Agreement and the Mergers under certain circumstances. The termination fee is payable by Duke 
under specified circumstances, including (i) if Duke enters into a definitive agreement with respect to certain business combinations 
(other than the Merger Agreement), or (ii) if Cinergy terminates the Merger Agreement following a withdrawal by Duke's Board of 
Directors of its recommendation of the Merger Agreement and the Mergers under certain circumstances. 

Wheatland Generating Facility Acquisition 

On May 6,2005, PSI and CG&E signed a definitive agreement with subsidiaries of Allegheny Energy, Inc. to acquire the 
51 2-megawatt Wheatland generating facility for approximately $100 million. The Wheatland f'acility, located in Knox County, 
Indiana, has four natural gas-fired simple cycle combustion turbines and is directly connected to the Cinergy transmission system. Its 
output will be used to bolster the reserve margins on the PSI and/or CG&E systems. Under the transaction agreement, PSI and 
CG&E may each take a share of ownership of the plant or either one may acquire the entire ownership interest, with the ownership 
structure to be determined shortly befbre closing. The transaction is sub~ject to receipt of required regulatory approvals and other 
customary conditions. Cinergy expects to close the acquisition in the fourth quarter of 2005. 



In this report Cinergy (which includes Cinergy Corp. and all of our regulated and non-regulated subsidia~ies) is, at times, referred to 
in the first person as "we", "our", or "us". 

CAIJTIONARY STATEMENTS REGARDING FORWARD-LOOKING INFORMATION 

This document includes forward-looking statements within the meaning of Section 27A of the Securities Act of 1933 and Section 21E 
of the Securities Exchange Act of 1974. Forward-looking statements are based on management's beliefs and assumptions. These 
forward-looking statements are identified by terms and phrases such as "anticipate". "believe", "intend", "estimate", "expect", 
"continue". "should", "could", "may", "plan", "project", "predict", "will", and similar expressions. 

Forward-looking statements involve risks and uncertainties that may cause actual results to be materially different from the results 
predicted. Factors that could cause actual results to differ materially from those indicated in any forward-looking statement include, 
but are not limited to: 

Factors affecting operations, such as: 

(1) unanticipated weather conditions; 

(2) unscheduled generation outages; 

(3) unusual maintenance or repairs; 

(4) unanticipated changes in costs, including costs of coal and emission allowances; 

(5) environmental incidents; and 

(6) electric transmission or gas pipeline system constraints. 

e Legislative and regulatory initiatives and legal developments. 

Additional competition in electric or gas markets and continued industry consolidation. 

Financial or regulatory accounting principles including costs of compliance with existing and future environmental 
requirements. 

Changing market conditions and other factors related to physical energy and financial trading activities. 

The performance of projects undertaken by our non-regulated businesses and the success of efforts to invest in and 
develop new opportunities. 

0 Availability of, or cost of, capital. 



Employee workforce factors. 

0 Delays and other obstacles associated with mergers, acquisitions, and investments in joint ventures. 

Costs and eflects of legal and administrative p~oceedings, settlements, investigations, and claims. 

We undertake no obligation to update the information contained herein. 



ITEM 2. MANAGEMENT'S DISCUSSION AND ANAL,YSIS OF FINANCIAL, CONDITION AND RESULTS OF 
OPERATIONS 

In this report. Cinergy (which includes Cinergy Corp. and all of its regulated and non-regulated subsidiaries) is, at times, referred to 
in  thc fils1 pcrson as "we", "our", or "us". 

The following discussion should be read i n  conjunction with the accompanying financial statements and related notes included 
clscwhere in  this report and the combined Form 10-K for the ycar ended December 31,2004 (2004 10-K). We have reclassified 
certain prior-year amounts in  the financial statements of Cinergy, The Cincinnati Gas & Electric Company (CG&E), PSI Energy, 
Inc. (PSI), and The Union Light, Heat and Power Company (ULH&P) to conform to current presentation. The following discussions 
of results are not necessarily indicative of the results to be expected in any future period. 

RECENT DEVEL,OPMENTS 

Merger Agreement 

On May 8, 2005, Duke Energy Corporation, a North Carolina corporation ("Duke"), Cinergy Corp., a Delaware corporation 
("Cinergy"), Deer Holding Corp., a Delaware corporation ("Holdco"). Deer Acquisition Corp., a North Carolina corporation ("Merger 
Sub A"), and Cougar Acquisition Corp., a Delaware corporation ("Merger Sub B"), entered into an Agreement and Plan of Merger 
(together with the exhibits thereto, the "Merger Agreement"). Each of Holdco, Merger Sub A and Merger Sub B are newly-formed, 
wholly-owned direct or indirect subsidiaries of Duke, and Merger Sub A and Merger Sub B are direct wholly-owned subsidiaries of 
Holdco. 

On May 9,2005, Duke and Cinergy issued ajoint press release announcing the execution of the Merger Agreement. A copy of such 
press release was filed as Exhibit 99.1 in Cinergy's 8-K dated May 10, 2005. 

The Merger Agreement provides that Merger Sub A will merge with and into Duke (the "Duke Merger") and each share of Duke 
common stock will be canccllcd and converted into the right to receive one share of Holdco common stock. In the Duke Merger, 
Duke will be the surviving corporation and continue as a wholly-owned subsidiary of Holdco and the former shareholders of Duke 
will be shareholders of Holdco. As a result of the Duke Merger, Duke will shift into a holding company structure wherein Duke will 
become a wholly-owned direct subsidiary Holdco. 

Following the Duke Merger, Duke (as a subsidiary of Holdco) may convert to a limited liability company (the "Duke Conversion") 
and be renamed "Duke Power LLC." If the Duke Conversion occurs, Duke Power L,L,C will be a limited liability company whose 
membership or other equity interests will be held by Holdco. Following the Duke Conversion, Duke Power LLC will initiate one or 
more restructuring transactions as described in the Merger Agreement, including the distribution of certain subsidiaries of Duke Power 
LL,C to Holdco. 

Following the latest of the consummation of the Duke Merger and any of the restructuring transactions, Merger Sub B will merge with 
and into Cinergy (the "Cinergy Merger" and, together with the Duke Merger, the "Mergers") and each share of Cinergy common stock 
will be cancelled and converted into the right to receive 1.56 shares of Holdco common stock. In the Cinergy Merger, Cinergy will be 
the surviving corporation and will continue as a wholly-owned subsidiary of Holdco and the former shareholders of Cinergy will be 
shareholders of Holdco. 

All outstanding opf ons at the effective time of the Mergers, whether vested or unvested, will be converted into options to acquire 
shares of Holdco common stock. Each outstanding option to acquire one share of Duke common stock will be converted into an 



option to acquire one share of'Holdco common stock at the same exercise price. Each outstanding option to acquire one share of 
Cinergy common stock will be converted into an option to acquire 1.56 shares of Holdco common stock at an equitably adjusted 
exercise price. The options to acquire Holdco common stock will be issued sub-ject to the same terms and conditions as were 
applicable under the Duke or Cinergy option plan pursuant to which each option was initially issued. 

In connection with the signing of the Merger Agreement, Duke announced that it would suspend the voluntary portion ol its share 
repulchase program pending furthe1 assessment. 

'The Merger Agreement provides that lbllowing the effective time of the Mergers, Holdco will have a fifteen member board of 
directors, which will include ten directors named by Duke and five directors named by Cinergy. Paul M. Anderson, Chairman and 
Chief'Executive Officer of'Duke, will be the Chairman of the Board o r  Directors of Holdco, with certain additional responsibilities lor 
analyzing potential strategic alternatives regarding the separation of the gas and electsic businesses. James E. Rogers, Chairman, 
President and Chief Executive Officer of Cinergy, will be the President and Chief Executive Officer of Holdco. 



Duke and Cinergy have each made customary representations. warranties and covenants in the Merger Agreement, including, among 
others, covenants to conduct their businesses i n  the ordinary course between the execution of the Merger Agreement and the 
consummation of the Mergers and covenants not to engage in certain kinds ol transactions during that period. During such period. 
Cinergy will not inc~case its regular quarterly cash dividend without the prior written consent of Duke and Duke may increase its 
regularly qua~terly cash dividend up to $0.31 per share without the prio~ written consent of Cinergy In addition. Duke and Cinergy 
have made c e ~  tain additional customary covenants, including, among others, covenants, subject to certain exceptions, (A) to cause a 
stockholder meeting to be held to consider approval of the Mergers and the other transactions contemplated by thc Merger Agreement, 
(B) not to solicit proposals relating to alternative business combination transactions, and (C) not to enkr into discussions concerning, 
or provide confidential information in connection with. alternative business combination transactions 

Consummation of the Mergers is subject to customary conditions. including, among others, (i) approval of the stockholders of each of 
Duke and Cinergy, (ii) absence of any material adverse effect, (iii) expiration or termination of the applicable Hart-Scott-Rodino Act 
waiting period, (iv) absence of any order or injunction prohibiting the consumination of the Merge~s. (v) the registration statement of 
Holdco filed on Form S-4 shall have become effective, (vi) shares of Holdco common stock shall have been approved for listing on 
the New York Stock Exchange, (vii) subject to certain exceptions, the accuracy of representations and warranties with respect to 
Duke's and Cinergy's business, as applicable. (viii) receipt of customary tax opinions, and (ix) receipt of all required statutory 
approvals from, among others, the Federal Energy Regulatory Commission, the Securities and Exchange Commission under the 
Public Utility Holding Company Act of 19.35, the Nuclear Regulatory Commission, the Federal Communications Commission, and 
state public service arid utility commissions. 

The Merger Agreement contains certain telmination rights for both Duke and Cinergy, and further provides that, upon termination of 
the Merger Agreement under specified circumstances, a party would be required to pay the other party's fees and expenses in an 
amount not to exceed $35 million or a termination tee of$300 inillion in the case of a fee payable by Cinergy to Duke or a termination 
fee of $500 million in the case of a fee payable by Duke to Cinergy. The termination fee is payable by Cinergy under specified 
circumstances, including (i) if Cinergy enters into a definitive agreement with respect to certain business combinations (other than the 
Merger Agreement), or (ii) if Duke terminates the Merger Agreement following a withdrawal by Cinergy's Board of Directors of its 
recommendation of the Merger Agreement and the Mergers under certain circumstances. The termination fee is payable by Duke 
under specified circumstances, including (i) if Duke enters into a definitive agreement with respect to certain business combinations 
(other than the Merger Agreement), or (ii) if Cinergy terminates the Merger Agreement following a withdrawal by Duke's Board of 
Directors of its recommendation of the Merger Agreement and the Mergers undel certain circumstances. 

The forcgoing description of the Merger Agreement does not purport to be complete and is qualified in its entirety by reference to the 
Merger Agreement, which was filed as Exhibit 2.1 in Cinergy's 8-K dated May 10, 2005. 

Employment Arrangements and Agreement 

At the effective time of the Mergers, Paul M. Anderson shall be Chairman of the Board of Directors of Holdco. In addition to the 
duties of the Chairman of the Board of Directors of Holdco set forth in the Holdco By-laws, Mr. Anderson shall have management 
responsibilities for analyzing potential strategic alternatives regarding the separation of Duke's gas and electric businesses. 

At the effective time of the Mergers, James E. Rogers shall become President and Chief Executive Officer of Holdco. Duke, Cinergy, 
Holdco and Mr. Rogers have executed a term sheet (the "Rooers Em~lovmcnt Agreement Term Sheet") pursuant to which the parties 
agree to amcnd the existing employment agreement for Mr Rogers in certain respects to reflect the Merger Agreement and the 



transactions contemplated theleby (as so amended. the "Rogers Emnlovment Aereemcnt"). The Rogers Employ~nent Agreement will 
be assumed by Holdco effective upon the completion of the Metgers. The Rogers Elnployment Ag~eelrlent provides lot a three-year 
term of employment commencing upor1 completion ot the Merge~s, which shall renew automatically for subsequent one-year periods 
thereafter if neither MI. Rogers nor Holdco gives notice prior to or as of a specified date. 

The Rogers Employment Agreement provides that the parties will negotiate in  good faith to restructure the current colnpensation 
arrangements for Mr. Rogers to provide that he shall be paid substantially in  the form of equity compensation by which the current 
Duke Chief Executive Officer is presently compensated, in any event on terms no less favorable than MI.. Rogers' existing 
compensation arrangements. 

If Mr. Rogers' employment is involuntarily terminated without cause, or MI,. Rogers terminates with "good reason" on or prior to the 
second anniversary of the completion of the Mergers, or within two years following a change in  control of Holdco, then he will 
receive an amount no less than the economic value to which he would otherwise be entitled under his existing employment agreement 
had he terminated employment under such circumstances immediately following the completion ofthe Mergers. If such termination 
of'employrnent occurs at any time following the second anniversary of the co~npletion of the Mergers (other than within two years 
following a change in control of Holdco), then he will receive an amount no less than the economic value to which he would otherwise 
be entitled under his existing employment agreement had he terminated employment immediately prior to the occurrence of'a change 
in control of Cinergy (and, in either case, such economic value shall be determined without regard to the form of his then-restructured 
compensation arrangements). The required relocation of Mr. Rogers to Charlotte, North Carolina will not constitute a "good reason" 
trigger under the Rogers Employment Agreement. 

Effective upon the completion of the Merger, Cincrgy will waive the limitation on MI. Rogers' ability to sell, while still employed, 
certain shares of stock of Cinergy acquired upon the exercise of Cinergy stock options, provided that Mr. Rogers will be subject to any 
future DukeIHoldco stock ownership guidelines. 

A copy of the Rogers Employment Agreement Term Sheet was filed as Exhibit 10.1 in Cinergy's 8-K dated May 10,2005. 

In connection with the signing of the Merger Agreement. Cine~gy entered into amendments to the employment agreements of certain 
of its named executive officers (each an "Amendment to Emplovment Arrreement"), including each of Messrs. Cyrus, Manly and 
Turner pursuant to which each of the executives has agreed to waive his right to resign f o ~  good reason and collect severance benefits 
solely as a result of being required to relocate to Charlotte, North Carolina or, for some executives, Houston, Texas in connection with 
the Mergers. In addition, the good reason definitions were amended to eliminate the executives' right to resign for good reason and 
collect severance due to changes to the executives' title and to add a right to resign for good reason and collect severance pay in the 
event that Mr. Rogers fails to continue to serve as Chief Executive Officer of Holdco (other than as a result of his death, disability, 
termination lor cause or his voluntary resignation without good reason). 

A form of the Amendment to Employment Agreement was filed as Exhibit 10.2 in Cinergy's 8-K dated May 10,2005. 

EXECUTIVE SUMMARY 

In Management's Discussion and Analysis of Financial Condition and Results of Operations (MD&A), we explain our general 
operating environment, as well as our results of operations, liquidity, capital resources, future expectationsltrends, market risk 
sensitive instruments, and accounting matters. Specifically, we discuss the following: 

factors affecting current and future operations; 

why results changed from period to period; 



potential sources ol cash for future capital expenditures; and 

* how these items affect our overall financial condition. 

Organization 

Cinergy Corp., a Delaware corporation organized in 1993, owns all outstanding common stock of CG&E and PSI, both of which arc 
public utilities. As a result of this ownership, we are considered a utility holding company. Because we are a holding company with 
material utility subsidiaries operating in multiple states, we arc registered with and are subject to regulation by the Securities and 
Exchange Commiss~on (SEC) under the Public Iltility Holding Company Act of 1935, as amended (PIIHCA). Our other principal 
subsidiaries are Cinergy Services, Inc. (Services) and Cinergy Investments, Inc. (Investinents). 

CG&E, an Ohio corporation organized in 1837, is a combination electric and gas public utility company that provides service in the 
southwestern porlion of Ohio and, ~hrough III,H&P. in nearby areas of Kentucky. CG&E is responsiblc for the majority oSour 
power marketing and trading activity. CG&E's principal subsidiary, ULH&P, a Kentucky corporation organized in 1901, provides 
electric and gas service in northern Kentucky. 

PSI, an Indiana corporation o~ganized in 1942, is a vertically integrated and regulated electric utility that provides service in north 
central, central, and southern Indiana. 



The following table presents further information related to the operations of our domestic utility companies CG&E, PSI, and 
ULH&P (our utility operating companies): 

CG&E and subsidiaries e Generation, transmission, distribution, and sale of electricity 
0 Sale andlor transpostation of natural gas 
e Electric commodity marketing and trading operations 

PSI o Generation, transmission, distribution, and sale of electricity 

e Transmission. distribution, and sale of electricity 
Sale and transportation of natural gas 

- 

(1) See Note 9 of the "Notes to Condensed Financial Statements" in "Item 1. Financial Statements" for further 
discussion of the possible transfer of generation assets. 

Services is a service company that provides our subsidiaries with a variety of centralized administrative, management, and support 
services. Investments holds most of our non-regulated, energy-related businesses and investments, including natural gas marketing 
and trading operations (which are primarily conducted through Cinergy Marketing & 'Trading, LP, one of its subsidiaries). 

Financial Highlights 

Net income for Cinergy for the quarters ended March 31,2005, and 2004 was as follows: 

2005 7004 Change %, Change 

Net income 

The increase in net income was primarily due to the following factors: 

Increases in rate tariff adjustments resulting from the PSI base retail electric rate case increase in  May 2004 and the 
implementation of CG&E's rate stabilization plan (RSP) in January 2005; 

0 An increase in gross margins on power marketing, trading, and origination contracts; and 

0 Impairment charges recognized in the first quarter of 2004 related to a technology investment in our Power Technology 
and Infrastructure Services Business Unit (Power Technology and Infrastructure). 

These increases were partially offset by the following factors: 

0 Lower Commercial Business Unit (Commercial) gas gross margins resulting from losses on forward gas contracts; and 



A decrcasc in electric gross margins relating to certain activities in our asset optimization business. This decrease was 
comprised of losses on forward power contracts partially offset by increases in margins irom the sale of emission 
allowances. 

For further information, see "2005 Quarterly Results of Operations - Cinergy" 
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Forward-looking Challenges and Rislts 

Cinergy faces many uncertainties with regard to future environmental legislation and the impact of this legislation on our generating 
assets and our decisions to construct new assets. In March 2005, the Environmental Protection Agency (EPA) finalized two 
rulcmakings that will require significant reductions in sulfur dioxide (SO,), nitrogen oxides (NOx), and mercury emissions from 
power plants. However, various states and environmental groups have challenged certain EPA regulatory determinations contending 
that the new mercury rule does not require enough reductions. Additionally, multi-emissions reductions legislation is still being 
discussed in the Senate, although the outcome of these discussions is still highly uncertain at this time. Presently, greenhousc gas 
(GHG) emissions, which principally consist of carbon dioxide (C02), are not regulated, and while several legislative proposals have 
been introduced in Congress to reduce utility GHG emissions, none have been passed. Nevertheless, we anticipate a mandatory 
program to reduce GHG emissions will exist in the future. In 2004, Cinergy's utility operating companies began an environmental 
construction program to reduce overall plant emissions that is estimated to cost approximately $1.8 billion over the next five years. 
We believe that our construction prograin optimally balances these uncertainties and provides a level of emission reduction that will 
be required andlor economical to Cinergy under a variety of possible regulatory outcomes. See "Environmental Issues" in "Liquidity 
and Capital Resources" for hrther information. 

Midwest l~ldeperzdeltt Trans~~tission System Operator, Z~tc. (Midwest ZSO) Energy Markets 

Effective April 1, 2005 the Midwest IS0  began ope~ating under the Energy Markets Tariff (sometimes referred to as a Locational 
Maiginal P~icing (LMP) ma~ket or MISO Day 2 ma~ket). The implementation of an LMP ma~ke t  introduces new scheduling 
requirements, new products for mitigating transmission congestion risks, and new pricing points f o ~  the purchase and sale of power. 
We have been operating under the Energy Markets Ta~iff throughout A p ~ i l  and continue to work with the Midwest IS0  to monitor the 
implementation of the new market. See "Midwest I S 0  Energy Markets" in "Future ExpectationsRrends" f o ~  further details regarding 
these new markets. 

Rising Coal and E~nissiort Allowa~tce Prices 

The prices of coal and SO2 emission allowances increased dramatically in 2004, as compared to 2003, and have continued to increase 
in 2005. Contributing to the increases in coal and S 0 2  prices have been (1) increases in demand for electricity, (2) environmental 
regulation, and (3) decreases in the number of suppliers of coal from prior years. CG&E's RSP allows for recovery of fuel and 
emission allowance expenses effective January 1, 2005 for retail non-residential customers in Ohio. As part of the RSP, we will 
begin recovering these costs from residential customers in Ohio effective January 1, 2006. We continue to recover these costs from 
PSI retail customers through previously established rate recovery mechanisms. To the extent that these increased fuel and SO2 prices 
are not offset by regulatory recovery or increases in the market price of power for wholesale transactions, they will negatively impact 
ongoing earnings. The impact of these price increases on earnings in 2005 is discussed in more detail in "2005 Quarterly Results of 
Operations". 



2005 QIJARTERL'Y RESUL,TS OF OPERATIONS - CINERGY 

Given the dynamics of our business, which include regulatory revenues with directly offsetting expenses and commodity trading 
operations for which results are primarily reported on a nct basis. we have concluded that a discussion of our results on a gross margin 
basis is most appropriate. Electric gross margins represent electric operating revenues less the related direct costs of fuel, emission 
allowances, and purchased power. Gas gross margins represent gas operating revenues less the related direct cost of gas purchased. 
Within each of these areas, we will discuss the key drivers of our results. Gross margins for Cinergy for the Regulated Business Unit 
(Regulated) and Commercial for the quarters ended March 31. 2005, and 2004 were as follows: 

Regulated Commercial 
2005 2004 Change C / n  Changc 2005 2004 Change % Change 

( i r r  rrrilliorr 7) 

Electric gross 
margin(1 ) $442 $406 $36 9 % $179 $159 $20 13 % - 

Gas gross margin(2) 98 104 ( 6 )  ( 6 )  6 23 (17 ) (74 

(1) Electric gross margin is calculated as Electric operatiilg revenues less Fuel, en~issiolz allowaizces, and purchased 
power expense from the Condensed Consolidated Statements of Income. 

(2) Gas gross margin is calculated as Gas operatii~g revenues less Gas purchased expense from the Condensed 
Consolidated Statements of Income. 

Cooling degree days and heating degree days are metrics commonly used in the utility industry as a measure of the impact weather has 
on results of operations. Cooling degree days and heating degree days in Cinergy's service territory for the quarters ended March 31, 
2005, and 2004 were as follows: 

Cinergy 
2005 2004 Change % Change 

Cooling degree days( I) -- 1 (1 ) (100) % 
Heating degree days(2)(3) 2,081 2,2 10 (129 ) (6) 

(1) Cooling degree days are the differences between the average temperature for each day and 65 degrees, 
assuming the average temperature is greater than 6.5 degrees. 

(2) Heating degree days are the dilferences between the average temperature for each day and 59  degrees, 
assuming the average temperature is less than 59 degrees. 

(3) Beginning in January 2005, we modified our heating degree days base temperature from 65 degrees to 
59 degrees to more accurately reflect current consumer behavior. Prior year amounts have been 
updated to reflect this change. 

Regulated 



Gross Margins 

The nine percent increase in Regulated's electric gross margins was attributable to a $43 million increase resulting primarily from a 
higher price received per megawatt hour (MWh) due to PSI'S base retail electric rate increase in May 2004. Partially orfsetting this 
increase was a decline of $6 million in PSI rate tarif'fadjustments primarily associated with construction work in progress tracking 
mechanisms. 

The six percent decrease in Regulated's gas gross margins was primarily due to milder weather during the first quarter of'2005, as 
compared to 2004, and a decline in non-weathel. related dernand. As noted in the previous table, heating degree days were down six 
percent in Cinergy's service territory. 



Commercial 

Gross Margins 

The 13 percent increase in Commercial's electric gross margins was primalily due to thc following factors: 

A $12 lnillion increase in rate tariff adjustlncnts resulting from the implementation of CG&E's RSP in January 2005; 

A $12 million increase in gross margins on power marketing, trading, and origination contracts attributable to favorable 
markct price movements in the first quarter 01'2005; and 

A $4 million increase due to growth in non-weather related demand and the return of certain CG&E retail customers to 
full electric service. 

These increases were partially offset by: 

A $14 million increase in CG&E's average price of fuel without a matching increase in the price of power charged to 
residential and non-retail customers; and 

A $4 million decrease in margins resulting from certain transactions occurring in our asset optimization business. We 
actively manage our non-regulated generation portfolio through a mix of real-time and forward sales of power and the 
corresponding purchase of fucl (primarily coal) and emission allowances. When power is sold forward, we typically 
purchase the fuel and emission allowances required to produce the power, thereby locking in our eventual margin at the 
time of delivery. The market values of these commodities change independently over time. At times, the value of the 
fuel and emission allowances becon~es more valuable than the output of electricity. In these instances, we will purchase 
forward power to be used to deliver against forward power sales, and in turn sell the fuel and/or emission allowances. 
The combination of these transactions yields better economic returns than simply producing the power with the 
inventory of fuel and emission allowances. 

The fucl and emission allowance transactions typically follow the accrual method of accounting. However, generally 
accepted accounting principles (GAAP) requires that certain forward sales of power (those classified as derivatives) use 
the malk-to-market (MTM) method of accounting. This differing accounting treatment for the various components of 
the generation portfolio can lead to volatility in reported results. Our gross margins reflect $24 million of unrealized 
losses in 2005 and $1 1 million of unrealized gains in 2004 (representing a $35 million change quarter on quarter) as a 
result of forward power sales and the use of MTM accounting. Increases in the market value of any offsetting fuel and 
emission allowances purchases are not recognized under the accrual method of accounting until sold. 

During 2005, we recognized margins of $31 million more than the comparable period in 2004 as a result of selling 
emission allowances which were no longer needed to meet our forward power sales commitments. This gain reflects 
unprecedented increases in prices of SO2 emission allowances throughout much of 2004 and into early 2005. Based on 
projected generation, we have sufficient fuel and emission allowances to meet our forward power sales commitments 
over the next several years, and we will continue to evaluate and optimize our generation resources so as to make 
decisions that produce the best economic returns for these assets. 

Commercial's gas gross margins under GAAP decreased 74 percent for the quarter ended March 3 1,2005, as compared to 2004. 
Margins for the gas marketing and trading business decreased, in part, due to timing differences in revenue recognition between 
physical storage activities and the associated derivative contracts that hedge the physical storage. Our gas marketing and trading 
business regularly hedges its price exposure of natural gas held in storage by selling derivative contracts for winter month delivery. 
The majority of the gas held in storage is designated as being hedged under Statement of Financial Accounting Standards No. 133's, 



Accounting for Derivative Ir~str~lnieilts urzd Hedging Activities, fair value hedge accounting model, which allows the gas to be 
accounted lor at its fair value (based on spot prices). Under GAAP, the derivative contracts hedging the gas are accounted for at fail 
value (based on forward winte~ prices). Conversely, the agreements with pipelines to store this natural gas until the winter periods are 
not derivatives and are not adjusted for changes in fair value (see footnote 1 



in the following table). Significant increases in natural gas prices during the first quarter of 2005. especially prices for 2006 winter 
months, resulted in an unrealized loss on the derivative contracts that is included in current earnings. 

For a more complete understanding of our gas marketing and trading results, we have prepared the following table. which reconciles 
the gas margins undcr GAAP. the impact of adjusting these margins for the fair value of pipcline agreements and certain gas held in 
storage. and the resulting adjusted gas gross margins: 

2005 2004 Change 

(ill 1 t l l / / i 0 1 ~ \ )  

Gas margins, as reported (GAAP) 

Fair value adjustments not recognized under GAAP ( I )  12 (2) (4 ) 16 

Adjusted gas gross margins 

(1) Relates to fair value of storage agreements. The value of a storage agreement is the ability to store and optimize 
gas between periods of lower prices (typically summer) and periods of higher prices (typically winter). A large 
component of the fair value is therefore the differences between winter prices and spot prices. As this spread gets 
wider, the value of a storage agreement increases. 

(2) The magnitude of the adjustment in 2005 is driven by forward price increases in the winter months of 2006 that are 
significantly larger than spot price increases, which caused a recognized loss on the derivative sales offset by an 
unrecognized gain on the related storage agreements. 

Adjusted gas gross margins represent a more economic view of the business with all elements of the business reflected at fair value. 
Adjusted gas gross margins remained relatively flat for the quarter ended March 31, 2005, as compared to 2004. 

Other Operati~zg Revertues and Costs of Fuel Resold 

The increase in Other. Operntirlg Reverzlres was primarily due to the following factors: 

A $26 million increase in Commercial's revenues from coal origination resulting from increases in coal prices and the 
number of coal origination contracts. Coal origination includes contract structuring and marketing of physical coal. 

0 An $1 1 million increase in Commercial's revenues from the sale of synthetic fuel. 

Costs offuel resold includes Commercial's costs of coal origination activities and the production of synthetic fuel. These costs have 
increased in 2005, which is consistent with the increases in the associated revenues as previously discussed. 

The following explanations correspond with the line items on the Condensed Consolidated Statements of Income for Cinergy. 
However, only the line items that varied significantly from prior periods are discussed. 



Other Operating Expenses 

2005 2004 Change 5% Change 

Operation and maintenance $ 332 $ 311 $ 21 
Depreciation 126 105 2 1 
Taxes other than income taxes 79 82 (3 ? 



Operatioit and Maiiztenance 

The seven percent increase in Operution arlcl Mairzter~arlce expense was primarily due to the lollowing factors: 

Increased regulatory asset amortization of $8 million related to CG&E's Regulatory Transition Charge (RTC); 

A $4 million increase in opcration expenses for non-regulated service subsidiaries, including those that started 
operations, or became fully consolidated, during 2004 or 2005; and 

Maintenance expenses, primarily generation related, were higher by $4 million, partially due to planned outages at 
various PSI generating stations. 

Depreciation 

The 20 percent increase in Depr-eciatioiz expense was pri~narily due to a) higher depreciation rates, as a result of changes in useful 
lives of production assets and an increased rate for cost of removal, b) recovery of deferred depreciation costs, and c) the addition of 
depreciable plant for pollution control equipment, all of which are recovered from ratepayers. 

Miscellaneous Income (Expense) - Net 

The increase in Miscellarleo~is 111cor71e (Experzse) - Net was primarily due to a $27 million impairment charge recognized in the first 
quarter of 2004 related to a technology investment in Power Technology and Infrastructure. 



2005 QUARTERLY RESULTS OF OPERATIONS - CG&E 

Summary of Results 

Net income for CG&E fool the qualtcrs ended March 31, 2005, and 2004 was as lollows: 

CG&E and subsidiaries 
2005 2004 Change %I Change 

(111 11ii1lio11~) 

Net income 

The increase in net income was primarily duc to the following factors: 

Inc~eases in rate tariff adjustments resulting from the implementation of CG&E's RSP; 

e An increase in gross margins on power marketing, trading. and origination contracts; and 

An increase due to growth in non-weather related demand and the return of certain retail customers to full electric 
service. 

'These increases were partially offset by: 

A decrease in electric gross margins relating to certain activities in our asset optimization business. This decrease was 
comprised of losses on forward power contracts partially offset by increases in margins from the sale of emission 
allowances; and 

Higher operating costs. 

Gross Margins 

Gross margins for CG&E for the quarters ended March 31, 2005, and 2004 were as follows: 

CG&E and subsidiaries 
2005 2004 Change % Chanee 

(bz nzillions) 

Electric gross ~nargin(l) 
Gas gross margin(2) 

(1) Electric gross margin is calculated as Electric operatitzg revenues less Fuel, enzissiorz allowances, arid pzirclzased 
power expense from the Condensed Consolidated Statements of Income. 



(2) Gas gross margin is calculated as Gas operatii~g reveizues less Gas purchased expense from the Condensed 
Consolidated Statements of Income. 



Cooling degree days and hcating degree days in CG&E7s service territory for the quarters ended March 31, 2005. and 2004 were as 
follows: 

CG&E and suhsidia~ies 

2005 2004 Chanze % Change 

Cooling degree days( 1 )  - - -- --% 

Heating degree days(2)(3) l,C189 2,143 (154) (7 ) 

(1) Cooling degree days are the differences between the average temperature for each day and 65 degrees, 
assuming the avcragc temperature is greater than 65 degrees. 

(2) Heating degree days are the differences between the avelagc tempeiatu~e for each day and 59 degrees, 
-0rees. assuming the average temperatule is less than 59 d ~ ,  

(3) Beginning i n  January 2005, we modified our heating degree days base temperature from 65 degrees to 
59 degrees to more accurately reflcct current consumer behavior. Prior year amounts have been 
updated to reflect this change. 

Electric Gross Margirzs 

The eight perccnt increase in CG&E's electric gross margins was primarily due to the following factors: 

e A $12 million incrcase in rate tariff adjustments resulting fronl the implcrnentation of CG&E7s RSP in January 2005; 

A $9 millior~ increase in gross margins on power marketing, trading, and origination contracts attributable to favorable 
market price movements in the first quarter of 2005; and 

e A $7 million increase due to growth in non-weather related demand and the return of certain retail customers to full 
electric service. 

These increases were partially offset by: 

A $14 million increase in the average price of fuel without a matching increase in the price of power charged to 
residential and non-retail customers; and 

e A $4 million decrease in  margins resulting from certain transactions occurring in our asset optimization business. We 
actively manage our non-regulated generation portfolio through a mix of real-time and forward sales of powel and the 
corresponding purchase of fuel (primarily coal) and emission allowances. When power is sold forward, we typically 
purchase the fuel and emission allowances required to produce the power, thereby locking in our eventual margin at the 
time of delivery. The market values of these commodities change independently over time. At times, the value of the 
fuel and emission allowances becomes more valuable than the output of electricity. In these instances, we will purchase 
forward power to be used to deliver against forward power sales, and in turn sell the fuel and/or emission allowances. 
The combination of these transactions yields better economic returns than simply producing the power with the 
inventory of file1 and eniission allowances. 

The fuel and emission allowance transactions typically follow the accrual method of accounting. However, GAAP 
requires that certain forward sales of power (those classified as derivatives) use the MTM method of' accounting. This 
differing accounting treatment for the various components of the generation portfolio can lead to volatility in reported 



results. Our gross margins reflect $24 million of unrealized losses in 2005 and $1 1 million of unrealized gains in 2004 
(l-epresenting a $35 million change quarter on quarter) as a result of forward power sales and the usc of MTM 
accounting. Increases in the market value of any offsetting fuel and emission allowances purchases are not recognized 
under the accrual method of accounting until sold. 

During 2005, we recognized margins of$31 million more than the comparable period in 2004 as a result of selling 
emission allowances which were no longer needed to meet our forward power sales commitments. This gain reflects 
unprecedented increases in prices of SO1 emission allowances throughout much of 2004 and into early 2005. Based on 
prqjected generation, we have sufficient fuel and emission allowances to meet our lorward power sales commitments 
over the next several years, and we will continue to 



evaluate and optimize our generation resources so as to make decisions that produce the best economic retuIns fol these 
assets 

Gas Gross Margirzs 

The five pclcent decrease in C(;&E's gas gross margins was pli~narily duc to milder weathel duling the first quarter of2005, as 
cornpared to 2004, and a decline in  non-weather related demand. As noted in the previous table, heating degree days were down 
seven percent in CG&E's selvice territory. 

Other Operating Revenues and Costs of Fuel Resold 

The increase in Other Ope~ariilg Revelli~es was due to a $33 million increase in revenues from coal origination resulting fiom 
increases in  coal prices and the number of coal origination contracts. This increase includes $1 1 million of sales to non-regulated 
affiliates. 

Costs offile1 resol~l represents the costs of coal origination activities. These costs have increased in 2005, which is consistent with the 
increase in the associated revenues as previously discussed. 

The following explanations conesporid with the line items on the Condensed Consolidated Statements of Income f o ~  CG&E. 
However, only the line items that vaied significantly from prior periods are discussed. 

Other Operating Expenses 

CG&E and subsidiaries 

2005 2004 Change "/o Changc 
(it1 mi1liotz.s) 

Operation and maintenance !$ 162 $ 150 $ 12 8 % 
Depreciation 45 44 1 2 
Taxes other than income taxes 59 64 (5  ) (8 

Operation and Mairzterzarzce 

The eight percent increase in Opemtion and Maintenarzce expense was primarily due to increased regulatory asset amortization of $8 
million related to CG&E's RTC. 

Taxes Other than Zrzconze Taxes 

The eight percent decrease in Taxes other than income taxes was primarily due to the deferral of property taxes through CG&E's RSP 
and the decrease in the estimated property tax rate. 



Income Taxes 

CG&E9s effective income tax rate increased for the first quarter of 2005, as compared to 2004. The increase was 
primarily a result of the resolution of certain tax matters and a decrease in the Ohio Coal Credit from $3 to $1 per ton. 



2005 QUARTERLY RESULTS OF OPERATIONS - PSI 

Summary of Results 

Net income for PSI lor the quarters ended March 3 1.2005, and 2004 was as follows: 

PSI 
2005 2004 Change % Change 

( i l l  ll1;l~;oli 7) 

Net income 

Net income for PSI was relatively flat for the first quarter of 2005, as compared to 2004. The PSI base retail electric sate case in May 
2004 was partially offset by increases in operation and maintenance expenses. 

Electric Gross Margins 

Gross margins for PSI for the quarters ended March 31,2005, and 2004 were as follows: 

PSI 
2005 2004 Change % Change 

(in tnillior~s) 

Electric gross margin(1) $ 293 $ 261 $ 32 12% 

(1) Electric gross margin is calculated as Electric operating revenues less Fuel, enzissioiz allowances, arld 
p~~rrlzasedpower expense from the Condensed Consolidated Statements of Income. 

Cooling degree days and heating degree days in PSI'S service territory for the quarters ended March 31,2005, and 2004 were as 
follows: 

PSI 
2005 7004 Change % Change 

Cooling degree days(1) - 2 (2 )  (loo)% 
Heating degree days(2)(3) 2,172 2,277 (105 ) (5 ) 

(1) ' Cooling degree days are the differences between the average temperature for each day and 65 
degrees, assuming the average temperature is greater than 65 degrees. 

(2) Heating degree days are the differences between the average temperature for each day and 59 
degrees, assuming the average temperature is less than 59 degrees. 

(3) Beginning in January 2005, we modified our heating degree days base temperature from 65 
degrees to 59 degrees to more accurately reflect current consumer behavior. Prior yeas amounts 



have been updated to reflect this change. 

The change in degree days did not have a material effect on electric gross margins for the period. 

Thc 12 percent increase in PSI's electric gross margins was attributable to a $43  nill lion increasc resulting primarily from a higher 
price received per MWIi due to PSI's base retail electric rate increase in May 2004. Partially offsetting this increase was a decline of 
$6 million in ratc tariff adjustments primarily associated with construction work in progress tracliing mcclianistns 



The following explanations correspond with the line items on the Condensed Consolidated Statements of Income for PSI. However, 
only the line items that varied significantly from prior periods are discussed. 

Other Operating Expenses 

PSI 
2005 2004 Change 96 Change 

( in  t i i i l l io~~ 7) 

Operation and maintenance $ 121 $ 109 $ 12 11 % 
Depreciation 67 49 18 3 7 
Taxes other than income taxes 16 16 - - 

The 11 percent increase in Operation nrld Mnintenatlce expense was primarily due to the following factors: 

Maintenance expenses, primarily generation and distribution related, were higher by $5 million, partially due to planned 
outages at various generating stations; and 

o Increased expenses of $2 million related to amortization of defened merger costs, which were approved for recovery 
through PSI'S base retail electric rate case. 

The 37 percent increase in Depreciatiorz expense was primarily due to a) higher depreciation rates, as a result of changes in  useful 
lives of production assets and an increased rate for cost of removal, b) recovery of deferred depreciation costs, and c) the addition of 
depreciable plant for pollution control equipment, all of which are recovered from Iatepayers. 

Interest Expense 

The 24 percent increase in Itlteresr Expense was primarily due to an increase in average long-term debt outstanding. This expense 
was partially offset by interest income received on restricted deposits obtained through these incremental borrowings, which is 
recorded in Miscellarzeous Irzconze -Net, associated with the additional long-term debt outstanding. 



2005 QIJARTERLY RESULTS OF OPERATIONS - IJLH&P 

Summary of Results 

Electric and gas gross margins and net income for UL,H&P for the quariels ended March 31,2005 and 2004, were as follows: 

ULH&P 
2005 2004 Change C / o  Chnngc 

( i l l  lll;//;oll r) 

Electric gross margin(]) 
Gas gross margin(2) 
Net income 

(1 Electric gross margin is calculated as Electric opemtilig revenues less Electricio purchasedfi-om parent 
con7pclrzy for resale expense from the Condensed Statements of Income. 

(2) Gas gross margin is calculated as Gas opernririg revenues less Gas purclzasecl expense from the 
Condcnsed Statcmcnts oi Income. 

The 12 percent decrease in electric gross margins was due, in  part, to milder weather during the first quarter of 2005. The six percent 
increase in gas gross margins was plimarily due to an increase in  rate tariff adjustments associated with the gas main replacement 
program and the demand-side management program, which encourages efficient customer gas usage. Partially offsetting this increase 
was a decline resulting from milder weather during the first quarter of 2005. 

The 25 percent decrease in net income for the quarter was primarily due to the decreased electric gross margins as previously 
discussed. Also contributing to the decrease were higher costs associated with transmission and the demand-side management 
program. Partially offsetting this decrease was a decline in income taxes primarily as a result of a reduction of the Kentucky corporate 
income tax rate from 8.25 percent to seven percent. The rate is scheduled to decrease to six percent effective January 1, 2007. 



LIQUIDITY AND CAPITAL RESOURCES 

Capital Requirements 

Eizvironmental Issues 

In March 2005, the EPA issued the Clean Air Interstate Rule (CAIR), formerly the Interstate Air Quality Rule, which would require 
states to revise their State Implementation Plan (SIP) by September 2006 to address alleged contributions to downwind 
non-attainment with the revised National Ambient Air Quality Standards for ozone and fine particulate matter. 'The rule established a 
two-phase, regional cap and trade program for SO, and NOx, affecting 28 states, including Ohio. Indiana. and Kentucky, and requires SO, and NOx 
emissions to he cut 70 pelcent and 65 percent, respectively, by 2015. At the same time. the EPA issued the Clean Air Mercury Rule (CAMR) whickrequires 
reductions in mercury emissions froni coal-fired power plants. The final regulation also adopts a two-phase cap and trade approach that requires mercury 
reductions of70 percent by 2018. Under both CAIR and CAMR. companies have flexible compliance options including installation of pollution controls on 
large plants where such conirols are particularly efficient and utilization of emission allowances for smaller plants where controls are not cost eflective. 
Numerous states and environmental organizations have challenged certain EPA regulatory determinations contending that CAMR does not require enough 
reductions. At this time we cannot predict the outcome of this matter. 

Over the 2005-2009 time period. we expect to spend approximately $1.8 billion to reduce mercury, SOz, and NOx emissions. These 
estimates include $1.7 billion in costs to comply with CAIR and CAMR. These estimates also include estimated costs to comply at 
plants that we own but do not operate and could change when taking into consideration compliance plans of co-owners or operators 
involved. Moreover. as market conditions change, additional comvliance o~t ions mav become available and our ~ l a n s  will be 
adjusted accordingly'. Approximately 60 percen; df these estimateh enviro;mental cists would be incurred at Psi's coal-fired plants, 
for which recovery would be pursued in accordance with regulatory statutes governing environmental cost recovery. See Note 6(b)(i) 
of the "Notes to Condensed Financial Statements" in "Item 1. Financial Statements" for more details. CG&E would receive partial recovery of depreciation and 
financing costs related to environmental compliance projects for 2005-2008 through its recently approved RSP. See Note 6(b)(ii) of the "Notes to Condensed 
Financial Statements" in "Item 1. Financial Statements" fbr more details. 

In June 2004, the EPA made final state non-attainment aIea designations to implement the revised ozone standard. I11 January 2005, 
the EPA made final state non-attainment area designations to implement the new fine particulate standard. Several counties in which 
we operate have been designated as being in non-attainment with the new ozone standard andlor fine particulate standard. States with 
counties that are designated as being in non-attainment with the new ozone andtcir fine particulate standards are required to develop a 
plan of compliance by June 2007 and April 2008, respectively. Industrial sources in or near those counties are potentially subject to 
~equirements for installation of additional pollution controls. In March 2005, various states, local governments, environmental groups, 
and industry groups, including some of which Cinergy is a member, filed petitions for review in  the United States Court of Appeals 
for the D.C. Circuit to challenge the EPA's particulate matter non-attainment designations. Althougl.1 the EPA has attempted to 
structure CAIR to ~esolve purported utility contributions to ozone and fine particulate non-attainment, at this time, Cinergy cannot 
predict the effect of current or future non-attainment designations on its financial position or results of operations. 

In May 2004, the EPA issued proposed revisions to its regional haze rules and implementing guidelines in response to a 2002 judicial 
ruling overturning key provisions of the original program. The regional haze program is aimed at reducing certain emissions impacting visibility in 
national parks and wilderness areas. Although the EPA has announced that it can foresee no circumstances where the requirements of the regional haze rule 
would require utility controls beyond those required under CAIR, the EPA has deferred making a final determination until finalizing additional guidelines under 
the regional haze program. The final rule is expected in June 2005. In light of the EPA's ongoing rulemaking efforts and the fact that the states have yet to 
announce how they will implement the 



final rule, at this time it is not possible to predict whether the regional haze rule will have a material effect on our financial position or 
results of operations. 

Clear- Skies Legislatioil 

President Bush has proposed environmental legislation that would combine a series of Clean Air Act (CAA) requirements, including 
the recent mercury, S o l ,  and NOx reduction ~,egulations lor coal-filed power plants with a legislative solution that includes trading and specilic emissions 
reductions and timelines to meet those reducLions. The President's "Clear. Sliies Initiative" would seek an overall 70 pel.cent reduction in emissions from powei 
plants ovel a phased-in reduction schedule beginning in 2010 and continuing through 2018. When the Clear Skies Initiative was stalled in Congress, the EPA 
finalized the CAIIZ and CAMli regulations to accomplish Clea~ Skies' goals within the existing 1'1'amework of the CAA. Clew Slties has been reintroduced in the 
Senate in 2005. but its prospects lor passage are uncertain in the current session. At this time we cannot predict whether this or any 111ulti-emissions bill will be 
passed. 

Erze~-gy Bill 

A comprehensive enelgy policy bill, which included the repeal of the PUHCA; tax incentives for gas and electric distribution lines, 
combined heat and power and renewable energy projects, and pollution control equipment; and a business carry forward credit for 
Internal Revenue Code Section 29 (IRC Section 29) investments, passed in the House in April 2005. The Senate is still considering an 
Energy package. It is not possible to predict when or if a final bill will pass in 2005. 

We are currently involved in the following lawsuits which are discussed in more detail in Note 6(a) of the "Notes to Condensed 
Financial Statements" in "Item 1. Financial Statements". An unfavorable outcome of any of these lawsuits could have a material 
impact on our liquidity and capital resources. 

* CAA Lawsuit 

CO, - Lawsuit 

Selective Catalytic Reduction Units at Gibson Station 

Zimmer Station L,awsuil 

* Manufactured Gas Plant Sites 

* Asbestos Claims Litigation 

Pertsio~t artd Other Postretirenzent Be~tejits 

Cinergy maintains qualified defined benefit pension plans covering substantially all United States employees meeting certain 
minimum age and service requirements. Plan assets consist of investments in equity and debt securities. Funding for the qualified 
defined benefit pension plans is based on actuarially determined contributions, the maximum of which is generally the amount 
deductible for tax purposes and the minimum being that required by the Employee Retirement Income Security Act of 1974, as 
amended (ERISA). Although mitigated by strong performance in 2003 and 2004, ongoing retiree payments and the decline in market 
value of the investment portfolio in 2002 reduced the assets held in trust to satisfy plan obligations. Additionally, continuing low 
long-term interest rates have increased the liability for funding purposes. As a result of these events, our near term funding targets 
have increased substantially. Cinergy has adopted a five-year plan to reduce, or eliminate, the unfunded pension obligation initially 
measured as of January 1,2003. This unfunded obligation will be recalculated as of January 1 of each year in the five-year plan. 



Because this unfunded obligation is the difference between the liability determined actuarially on an ERISA basis and the market 
valuc or plan assets as of January 1, 2003, the liability determined by this calculation is different than the pension liability calculated 
for accounting purposes reported on Cinergy's Condcnscd Consolidated Balance Sheets. 

Cinergy's minimum required contributions in calendar year 2004 totaled $16 million. Actual contributions in 2004 were $1 17 
million. reflecting additional discretionary cont~ibutions of$101 million under the aforenientioned five- 



year plan. Due to the significant 2004 and previous calendar year contributions, Cinergy's minimum required contributions in 
calendar yea1 2005 are expccted to bc zero. Should Cinergy continue funding under the five-year plan, discretionary contributions 
are expcctcd to be $102 million in 2005, which is an increase from the $72 million disclosed in the 2004 10-K. This $30 million 
increase is primarily the result of a change in the reti~ement age assumption which increased the near-term funding estimatcs. Actual 
contributions for the first quarter of 2005 were rcro. Cinergy may consider making discretionary contributions in 2006 and future 
periods; however, at this time, we are unable to determine the amount of those contributions. Estimated contributions fluctuate bascd 
on changes in market performance 01 plan assets and actuarial assumptions. Absent the occurrence of interim events that could 
materially impact these targets, we will update our expected target contributions annually as the actuarial funding valuations are 
coinpleted and make decisions about lu tu~e contributions at that time. 

Other I~zvesti~zg Activities 

Our ability to invest in growth initiatives is limited by certain legal and regulatory requirements, including the PUHCA. The PUHCA 
limits thc types of non-utility businesses in which Cinergy and other registered holding companies under the PUHCA can invest as 
well as the amount of capital that can be invested in permissible non-utility businesses. Also, the timing and amount of investments 
in the non-utility businesses is dependent on the developlnent and favorable evaluations of opportunities. IJnder the PUHCA 
restrictions, we are allowed to invest, or commit to invest, in certain non-utility businesses, including: 

* Exempt Wholesale Generators (EWG) and Foreign IJtility Companies (FUCO) 

An EWG is an entity, certified by the Federal Energy Regulatory Commission (FERC), devoted exclusively to 
owning andlor operating, and selling power from one or more electric generating facilities. An EWG whose 
generating facilities are located in the United States is limited to making only wholesale sales of electricity. An 
entity claiming status as an EWG must provide notification thereof to the SEC under the PUHCA. 

A FUCO is a company all of whose utility assets and operations are located outside the United States and which are 
used for the generation, transmission, or distribution of electric energy for sale at retail or wholesale, or the 
distribution of gas at retail. A FUCO may not derive any income, directly or indirectly, from the generation, 
transmission. or distribution of electric energy for sale or the distribution of gas at retail within the United States. 
An entity claiming status as a FUCO must provide notification thereof to the SEC under the PUHCA 

Cinergy has been granted SEC authority under the PUHCA to invest (including by way of guarantees) an aggregate 
amount in EWGs and FUCOs equal to the sum of (1) our average consolidated retained earnings from time to time 
plus (2) $2 billion through June 30,2005. As of March 31, 2005, we had invested or committed to invest $0.7 
billion in EWGs and FIJCOs, leaving available investment capacity under the order of $2.8 billion. In February 
2005. Cinergy filed an application with the SEC under the PUHCA requesting an extension of this authority 
through Decembcr 31,2008. At this time, we are unable to predict whether the SEC will approve this request. 

Qualifying Facilities and Energy-Related Non-utility Entities 

SEC regulations under the PUHCA permit Cinergy and other registered holding companies to invest andlor 
guarantee an amount equal to 15 percent of consolidated capitalization (consolidated capitalization is the sum of 
Notes payable ntzd other- slzort-tenn obligatiorzs, Long-ter-nz debt (including amounts due within one year), 
Cumulative Preferred Stock of Subsidiaries, and total Common Stock Equity) in domestic qualifying cogeneration 
and small power production plants (qualifying facilities) and certain other domestic energy-related non-utility 
entities. At March 31,2005, we had invested andlor guaranteed $1.0 billion of the $1.4 billion available. In August 
2004, Cinergy filed an application with the SEC requesting authority under the PUHCA to increase its investment 
andlor guarantee authority by $2 billion above the current authorized amount. At this time, we are unable to predict 
whether the SEC will approve this request. 





Energy-Related Assets 

Cinergy has been granted SEC authority under the PTJHCA to invest up to $1 billion in non-utility Energy-Related 
Assets within the TJnited States, Canada, and Mexico. Energy-Related Assets include natural gas exploration, 
development, p~oduction, gathering, processing, storage and transportation facilities and equipment, liquid oil 
reserves and storage facilities, and associated assets, facilities and equipment, but would exclude any assets, 
lacilities, or equipment that would cause the owner or opcratol thereof to be deemed a public utility company. As 
ol Mach  31, 2005, we did not have any investments in these Energy-Related Assets. 

Infrastructure Services Companies 

Cinergy has been granted SEC authority under the PUHCA to invest up to $500 million through June 30,2005 in 
companies that derive or will derive substantially all of their operating revenues from the sale of Infrastructure 
Services including: 

* Design, construction, retrofit, and maintenance of utility transmission and distribution systems; 

* Installation and maintenance of natural gas pipelines, water and sewer pipelines, and underground and 
overhead telecommunications networks; and 

Installation and servicing of meter reading devices and related communications networks, including fiber 
optic cable. 

At March 31, 2005, we had invested $30 million in Infrastructure Services companies. In February 2005, Cinergy 
filed an application with the SEC under PUHCA requesting authority to invest up to $100 million in Infrastructure 
Services companies through December 31, 2008, which is a $400 million reduction in Cinergy's current authority. 
At this time, we are unable to predict whether the SEC will approve this request. 

Guarantees 

We are subject to an SEC order under the PUHCA, which limits the amounts Cinergy Corp. can have outstanding under guarantees at 
any one time to $2 billion. As of March 31,2005, we had $759 million outstanding under the guarantees issued, of which 96 percent 
replescnts guarantees of obligations reflected on Cinergy's Condensed Consolidated Balance Sheets. The amount outstanding 
represents Cinergy Corp.'s guarantees of liabilities and commitments of its consolidated subsidiaries, unconsolidated subsidiaries, 
and joint ventures. In February 2005, Cinergy filed an application with the SEC under the PUHCA requesting authority to have an 
aggregate amount of guarantees outstanding at any point in time not to exceed $3 billion. At this time, we are unable to predict 
whether the SEC will approve this request. 

See Note 6(c)(iii) of the "Notes to Condensed Financial Statements" in "Item 1. Financial Statements" for a discussion of guarantees 
in accordance with Financial Accounting Standards Board Interpretation No. 45, Guaraiztor's Accourltirzg arld Disclosure 
Requirer?zeats for Glinraiztees, Irlcluding Indirect Guarantees of lrzdebtedrzess of Others (Interpretation 45). Interpretation 45 requires 
disclosure of maximum potential liabilities for guarantees issued on behalf of unconsolidated subsidiaries and joint ventures and under 
indemnification clauses in various contracts. The Interpretation 45 disclosure differs from the PUHCA restrictions in that it requires a 
calculation of maximum potential liability, rather than actual amounts outstanding; it excludes guarantees issued on behalf of 
consolidated subsidiaries; and it includes potential liabilities under indemnification clauses. 



Marketing & Tradirtg Liquidity Risks 

Cinergy has certain contracts in place, primarily with t~ading counterparties, that require the issuance of" collateral in the event our 
debt ratings are downgraded below investment grade. Based upon our March 31, 2005 trading portlblio, if such an event were to 
occu~ ,  Cinergy would be ~ e q u i ~ e d  to issue up to $381 million in collateral related to its gas and power trading operations, of which 
$154 lnillion is related to CG&E. 



Capital Resources 

Cinergy, CG&E, PSI, and IJL,H&P meet their current and future capital requirements through a combination ol funding sources 
including. but not limited to, intcrnally generated cash flows, tax-cxempt bond issuances, capital lease and operating lease structures, 
the securitization of certain asset classes, short-ten11 bank borrowings, issuance of commmcial paper, and issuances of long-term debt 
and equity. Funding decisions are based on lnarkct conditions. market access, relative pricing inlormation, borrowing duration and 
current versus forecasted cash needs. Cinergy. CG&E, PSI, and IJLH&P are committed to maintaining balance sheet health, 
rcsponsibly managing capitalization, and maintaining adequate credit ~atings. Cinergy, CG&E, PSI. and IJL,H&P believe that they 
have adequate financial resources to meet the i~  future needs. 

Sale of Accounts Receivable 

CG&E, PSI, and UL,H&P have an agreement with Cinergy Receivables Company, LL.C (Cinergy Receivables), an affiliate, to sell, 
on a revolving basis, nearly all of the retail accounts receivable and related collections of CG&E, PSI, and ULH&P. Cinergy 
Receivables funds its purchases with borrowings from commercial paper conduits that obtain a security interest in the receivables. 
This program accelerates the collection of cash for CG&E, PSI, and IJLH&P related to these retail receivables. Cinergy Corp. does 
not consolidate Cinergy Receivables because it meets the requirements to be accounted for as a qualifying special purpose entity 
(SPE). A decline in the long-tcnn senior unsecured credit ratings of CG&E, PSI, and ULH&P below investment grade would result 
in the termination of the sale program and discontinuance of future sales of receivables. 



Notes Payable and Other Short-terin Obligatioizs 

We are required to sccute authority to issuc short-term dcbt from thc SEC under the PUHCA and frorn the Public Utilities 
Commission of Ohio (PUCO). Thc SEC under the PUHCA regulates the issuance of shol t-term debt by Cinergy Corp.. PSI, and 
ULH&P. The PUCO has regulatory jurisdiction over the issuance of short-term debt by CG&E. 

Short-term Regulatory Autltority 
March 31,2005 

(ill ~ ~ i l l i o l ~ s )  
Authority Outstanding 

Cinergy Corp. 
CG&E and subsidiaries 
PSI 
ULH&P 

(1) Cinergy Corp., under the PUHCA, has approval to increase total capitalization (excluding retained earnings and 
accumulated other comprehensive income (loss)), which may be any combination of' debt and equity securities, by 
$5 billion. Outside this requirement, Cinergy Corp. is not subject to specific regulatory debt authorizations. 

(2) In December 2004, Cinergy and ULH&P requested approval from the SEC for an increase in ULH&P's authority 
from $65 million to $150 million to coincide with the completion of its pending transaction with CG&E in which 
ULH&P will acquire interests in three of CG&E's electric generating stations. At this time, we are unable to 
predict whether the SEC will approve this request. 

For the purposes of quantifying regulatory authority, short-term debt includes revolving credit line borrowings, uncommitted credit 
line borrowings, intercompany money pool obligations, and commercial paper. 



Cinergy Corp.'s short-term borrowings consist p~imarily 01 unsecured revolving lines of crcdit and the sale of commercial paper. 
Cinergy Corp.'s $2 billion revolving credit facilities and $1.5 billion com~nercial paper program also support the short-term 
borrowing needs of CG&E, PSI, and ULH&P. In addition, Cinergy Corp., CG&E, and PSI maintain uncommitted lines of crcdit 
These facil~ties are not firm sources of capital but rather informal a g ~ e c ~ n e n t s  to lend money. subject to availability, with p~icing 
dete~mincd at the time of advance. The following table summarizes our Notes pa~nb le  and other s1zor.t-ter.111 obligations and Notes 
po)lable to ~lffilicrtecl con~l>anies 

Short-term l$orrowings 
March 31,3005 

Available 
Rcvolving 

Established Standby Lines of 
Lines Outstanding Unusetl Liquidity( I )  Crcdit 

( i n  rriilliorrs) 

Cinergy 
Cinergy Corp. 

Revolving lines(2) 
TJncommitted lines 
Commercial paper(3) 

Utility operating companies 
Uncommitted lines 
Pollution control notes 

Non-regulated subsidiaries 
Revolving lines(4) 
Short-term debt 
Pollution control notes 

Cinergy Total 

CG&E and subsidiaries 
TJncommitted lines 
Pollution control notes 
Money pool 

CG&E Total 

PSI 
TJncommitted lines 
Pollution control notes 
Money pool 

PSI Total 

ULH&P 
Money pool 

ULH&P Total 

(1) Standby liquidity is reserved against the revolving lines of credit to support the commercial paper program and outstanding 
letters of credit (currently $155 million and $12 million, respectively). 



(2) Consists of a three-year $1 billion facility and a five-year $1 billion facility. The three-year facility was entered into in 
April 2004 and matures in April 2007. The five-year facility was entered into in Decernber 2004, matures in December 
2009, and contains $500 million sublimits each for CG&E and PSI. 

(3) Cinergy Corp.'s commercial paper program limit is $1.5 billion. The commercial paper program is supported by Cinergy 
Corp.'s revolving lines of credit. 

(4) Of the $162 million, $150 million relates to a three-year senior revolving credit facility that Cincrgy Canada, Inc. entered 
into in December 2004 and matures in Decernber 2007. 



At March 31,2005. Cinergy Corp. had $1.8 billion remaining unused and available capacity relating to its $2 billion revolving credit 
facilitics. These revolving credit facilities include the following: 

Outstanding 
Established and Unused and 

Credit Facility Expiration Lines Con~mitted Available 
( i l l  111 l11 i0115 )  

Five-year senior revolving December 2009 
Direct bon-owing 
Commercial paper support 

Total five-year 
facility(]) 

Three-year senior revolving April 2007 
Direct borrowing 
Coinrnercial paper support 
L,etter of credit support 

Total three-year facility 1,000 167 833 

Total Credit Facilities 

(1) CG&E and PSI each have $500 million borrowing subliinits on this iacility. 

In our credit facilities, Cinergy Corp. has covenanted to maintain: 

* a consolidated net worth of $2 billion; and 

* a ratio of consolidated indebtedness to consolidated total capitalization not in excess of 65 percent. 

As part of CG&E's $500 million sublimit under the $1 billion five-year credit facility, CG&E has covenanted to maintain: 

a consolidated net worth of $1 billion; and 

* a ratio ol consolidated indebtedness to consolidated total capitalization not in excess of 65 percent. 

As part of PSI'S $500 million sublimit under the $1 billion five-year credit facility, PSI has covenanted to maintain: 

a consolidated net worth of $900 million: and 

* a ratio of consolidated indebtedness to consolidated total capitalization not in excess of 65 percent. 



A breach of these covenants could result in the termination of the credit facilities and the acceleration of the related indebtedness. In 
addition to breaches of covenants. certain other events that could result in the termination of available credit and acceleration of the 
related indebtedness include: 

bankruptcy; 

defaults in the payment of othel indebtedness: and 

judgments against the company that are not paid or insured. 

'The latter two events, howevel, are subject to dollar-based mateliality thresholds. As of March 31, 2005, Cinergy, CG&E, and PSI 
are in compliance with all of their debt covenants 

Long-tertn Debt 

We are required to secure authority to issue long-term debt from the SEC under the PUHCA and the state utility commissions of 
Ohio, Kentucky, and Indiana. The SEC under the PUHCA regulates the issuance of long-term debt by Cinergy Corp. The 
respective state utility commissions regulate the issuance of long-term debt by our utility operating companies. 



A current summary of our long-term debt authorizations at March 31, 2005, was as follows: 

Cinergy Corp. 
PIJHCA total capitalization(l)(2) 

Authorized Used Available 
( i l l  r r r i l l i o r l r )  

CG&E and subsidiaries(3) 
State Public Utility Commissions $ 575 $ - $ 575 
State Public Utility Commission - Tax-Exempt 250 94 1 56 

PSI 
State Public Utility Commission $ 500 $ - $ 500 
State Public IJtility Commission - Tax-Exempt 250 209 41 

ULH&P 
State Public Utility Commission(4) $ 75 $ - $ 75 

(1) Cinergy Corp., under the PUHCA, has approval to increase total capitalization (excluding retained earnings and 
accumillated other comprehensive income (loss)), which may be any combination of debt and equity securities, by 
$5 billion. Outside this requirement. Cinergy Corp. is not subject to specific regulatory debt authorizations. 

(2) In February 2005, Cinergy filed an application with the SEC under the PUHCA to issue an additional $5 billion in 
any combination of debt and equity securities fiom time to time through December 31, 2008. At this time, we are 
unable to predict whether the SEC will approve this request. 

(3) Includes amounts for ULH&P 

(4) In April 200.5, the Kentucky Public Service Commission (KPSC) granted ULH&P financing authority to issue antl 
sell up to $500 million principal amount of secured and unsecured debt; enter into inter-company promissory notes 
up to an aggregate principal amount of $200 million; and borrow up to a maximum of $200 million aggregate 
principal amount of tax-exempt debt through December 3 1,2006. 

Cinergy Corp. has an effective shelf registration statement with the SEC relating to the issuance of up to $750 million in any 
combination of common stock, preferred stock, stock purchase contracts or unsecured debt securities, of which $323 million remain., 
available for issuance. CG&E has an effective shelf registration statement with the SEC relating to the issuance of up to $800 millirrr 
in any combination of unsecured debt securities, first mortgage bonds, or preferred stock. all of which remains available for issuanccl 
PSI has an effective shelf registration statement with the SEC relating to the issuance of up to $800 million in any combination of 
unsecured debt securities, first mortgage bonds, or preferred stock, all of which remains available for issuance. IJLH&P has an 
effective shelf registration statement with the SEC for the issuance of up to $75 million in unsecured debt securities, $35 million ol 
which remains available lor issuance. IJL,H&P also has an effective shelf registration statement with the SEC relating to the issuancc 
of up to $40 million in first mortgage bonds, of which $20 million remains available for issuance. 

Off-Balarzce Sheet Arrarzgerneizts 

As discussed in the 2004 10-K, Cinergy uses off-balance sheet arrangements from time to time to facilitate financing of various 
projects. Cinergy's primary off-balance sheet arrangement involves the sale of accounts receivable to a qualifying SPE. 

In 2001, Cinergy Corp. issued $316 million notional amount of combined securities, a component of which was stock purchase 
contracts. These contracts obligated the holder to purchase common shares of Cinergy Corp. stock by February 2005. Since the 



stock purchase contracts were detachable and classified in equity, the change in their fair value was not reco~ded in equity 01 earnings 
and therelo~e the stock purchase contracts weie considered off-balance sheet arrangements. In Janual y and February 2005, the stock 
purchase contracts were settled, resulting in the issuance of comnlon stock that is recorded on Cinergy's Condensed Consolidated 
Balance Sheets as Common Stock Equity. 



Securities Ratings 

As of March 3 1, 2005, the ~na.jor credit rating agencies rated our securities as follows: 

Cinergy Corp. 
Corporate Credit 
Senior Unsecured Debt 
Commercial Paper 
Prcfcrred Trust Securities 

CG&E 
Senior Secured Debt 
Senior Unsecured Debt 
Junior Unsecuretl Debt 
Preferred Stoclc 
Commercial Paper 

PSI 
Senior Secured Debt 
Senior Unsecured Debt 
Junior Unsecured Debt 
Preferred Stock 
Commercial Paper 

ULH&P 
Senior Unsecured Debt 

BBB+ Baa2 BBB-t 
BBB-t- Baa2 BBB 
F-2 P-2 A-2 
BBB+ Baa2 BBB 

A- A3 A- 
BBB+ Baal BBB 
BBB Baa2 BBB- 
BBB Baa3 BBB- 
F-2 P-2 Not Rated 

A- A3 A- 
BBB+ Baal BBB 
BBB Baa2 BBB- 
BBB Baa3 BBB- 
F-2 P-2 Not Rated 

BBB+ Baal BBB 

(1) Fitch Ratings (Fitch) 

(2) Moody's Investors Service (Moody's) 

( 3 )  Standard & Poor's Ratings Services (S&.P) 

The highest investment grade credit rating for Fitch is AAA, Moody's is Aaal, and S&P is AAA. 

The lowest investment grade credit rating for Fitch is BBB-, Moody's is Baa3, and S&P is BBB-. 

On May 10, 2005 S&P placed its ratings of Cinergy Corp. and its subsidiaries, on Creditwatch with negative implications. Moody's 
and Fitch have both affirmed their existing ratings. This action is in response to the announcement of the merger of Duke and Cinergy 
and the uncertainty around the final details of the transaction. See "Recent Developments" for further discussion of the transaction. 

A security rating is not a recommendation to buy, sell, or hold securities. These securities ratings may be revised or withdrawn at any 
time, and each rating should be evaluated independently of any other rating. 



Equity 

As discussed In the 2004 10-K, in January and February 2005, Cinergy Corp. issued a total of 9 2 million shares of common stock 
pursuant to ce~tain stock purchase contracts that were issued as a component of combined securities in December 2001. Net proceeds 
from the transaction of $316 million were used to reduce short-te~m debt. 

Cinergy issues new Cinergy Corp. common stock shares to satisfy obligations undel certain of its employee stock plans and the 
Cinergy Corp. Di~ect Stock Purchase and Dividcnd Reinvestment Plan. During the first quarter of 2005, Cinergy issued 1.3 million 
shares unde~ thcsc plans. 



FUTURE EXPECTATIONSITRENDS 

In the "Future Expectations/Trends" section, we discuss developments in the electric and gas industry and other matters. Each of 
these discussions will address the current status and potential future impact on our financial position or results of operations. 

Electric Industry 

Regulatory Outlook 

The KPSC has conditionally approved and the FERC has approvecj ULH&P's planned acquisition of' CG&E's 68.9 percent ownership interest in 
the East Rend Station, located in Boone County, Kentucky, the Woodsdale Station, located in Butler County, Ohio, and onc generating unit at the fous-unit 
Miami Fort Station located in Hamilton County, Ohio. ULHCLP is cuisently seeking approval of the transaction from the Securities and Exchange Commission 
(SEC). wherein the Ohio Consumers' Counsel has intervened in opposition. The transfer, which will be at net book value, will not affect current electric rates lor 
ULH&P's customers, as power will be provided under the same terms as under the current wholesale power contract with CG&E th~ough December 31,2006. 
Assunling receipt of SEC approval, we would anticipate the transler to take place in the third quarter of 2005. 

FERC artd Midwest I S 0  

Midwest I S 0  Eizergy Markets 

The Midwest I S 0  is a regional transmission organization established in 1998 as a non-profit organization which maintains functional 
control over the combined transmission systems of its members, including Cinergy. In March 2004, the Midwest I S 0  filed with the 
FERC proposed changes to its existing transmission tariff to add terms and conditions to implement a centralized economic dispatch 
platform supported by a Day-Ahead and Real-Time Energy Market design, including L.MP and Financial Transmission Rights 
(FTRs) (Energy Markets Tariff) The FERC has issued orders that, among other things, conditionally approve the start-up of the 
Energy Markets Tariff which occurred April 1, 2005. The FERC issued orders in response to requests for rehearing on certain matters 
in the FERC's original orders. Cinergy intends to appeal the FERC orders to a federal appeals court. 

Specitically, the Energy Markets Tariff manages system reliability through the use of a market-based congestion management system 
and includes a centralized dispatch platform. the intent of which is to dispatch the most economic resources to meet load requirements 
reliably and efficiently in the Midwest I S 0  region, which covers a large portion of 15 midwestern slates and one Canadian province. 
The Energy Markets Tariff uses LMP (i.e., the energy price for the next MW may vary throughout the Midwest I S 0  market based on 
transmission congestion and energy losses), and the allocation or auction of FTRs, which are instruments that hedge against 
congestion costs occurring in the Day-Ahead market. The Energy Markets Tariff also includes market monitoring and mitigation 
measures as well as a resource adequacy proposal, that proposes both an interim solution for participants providing and having access 
to adequate generation resources and a proposal to develop a long-term solution to resource adequacy concerns. The Midwest I S 0  
performs a day-ahead unit commitment and dispatch forecast for all resources in its market and also performs the real-time resource 
dispatch for resources under its control on a five minute basis. The Cinergy utility operating companies will seek to recover costs that 
they incur related to the Energy Markets Tariff. We have been operating under the Energy Markets Tariff throughout April. We 
continue to work with the Midwest IS0  to monitor the implementation of the new market and at this time we do not believe it will 
have a material impact on our results of operations or financial position. 



Global Cli~nate Clzarzge 

Plesently. GHG emissions, which principally consist of C02, are not regulated, and while several legislative proposals have been 
'introduced in Congress to  educe utility GHG emissions, none have been passed. Nevertheless, 



we anticipate a mandatory program to reduce GHG emissions will exist in the future. We expect that any regulation of GHGs will 
impose costs on Cinergy. Depending on the details, any GHG regulation could mean: 

Increased capital expenditures associated with invcstrnents to improve plant efficiency or install CO? emission reduction 
technology (to the extent that such technology exists) or construction of alternatives to coal generation; 

Increased operating and maintenance expense; 

Our older. more expensivc genelatine stations may operate fewer hours each year because the addition 01 C0,  costs 
could cause their generation to be less economic; and 

* Increased expenses associated with the purchase of CO, emission allowances, should such an emission allowances 
lnarltet be created. 

We would plan to seek recovery of the costs associated with a GHG program in rate regulated states where cost recovery is permitted. 

In September 2003, Cinergy announced a voluntary GHG management commitment to reduce its GHG emissions during the period 
from 2010 th~ough 2012 by five percent below our 2000 level, maintaining those levels through 2012. Cinergy expects to spend $21 
million between 2004 and 2010 on projects to reduce or offset its GHG emissions. Cinergy is committed to supporting the 
President's voluntary initiative, addressing shareholder interest in the issue, and building internal expertise in GHG management and 
GHG markets Our voluntary commitment includes the following: 

* Measuring and inventorying company-related sources of GHG emissions; 

* Identifying and pursuing cost-effective GHG emission reduction and offsetting activities; 

* Funding research of more efficient and alternative electric generating technologies; 

Funding research to better understand the causes and consequences of climate change; 

* Encouraging a global discussion of the issues and how best to manage them; and 

* Participating in discussions to help shape the policy debate. 

Cinergy is also studying the feasibility of constructing a commercial integrated coal gasification combined cycle (IGCC) generating 
station. The IGCC plant would be expected to run more efficiently than traditionally constructed coal-fired generation and would 
thus contribute fewer CO, tons per megawatt of electricity produced. 

Other Matters 

Syrttlzetic Fuel Production 

In July 2002, Cinergy Capital & Trading, Inc. acquired a coal-based synthetic fuel production facility. The synthetic fuel produced at 
this facility qualifies for tax credits (through 2007) in accordance with IRC Section 29 if certain requirements are satisfied. The three 
key requirements are that (a) the synthetic fuel differs significantly in chemical composition from the coal used to produce such 
synthetic fuel, (b) the fuel produced is sold to an unrelated entity and (c) the fuel was produced from a facility that was placed in 
service before July 1, 1998. In addition to the existing plant, we have recently purchased an additional synthetic fuel plant. 



During the thiold quarter of 2004, sevc~al unrelated entltolcs announced that the IRS had challenged or threatened to challenge the 
placed in service dates of some of the entities' synthetic fuel plants. A successful IRS challenge could result in disallowance of all 
credits previously claimed for fuel produced by the subject plants. Cinergy's salc of synthetic fuel has generated $244 million i n  tax 
credits through March 31, 2005. The IRS is currently auditing Cinergy fool the 2002 and 2003 tax years. It is reasonable to anticipate 
that the IRS will evaluate the various key requircrnents for claiming our Section 29 credits related to synthetic fuel. Cinergy receivec 
a privatc lettei ruling from the IRS in connection with the acquisition of the iacility that specifically addressed the significant chemical 
change requirement. Additionally, although not addressed in the letter ruling, we believe that our facility's in service date meets the 
Section 29 requi~cments. 



IRC Section 29 also provides for a phase-out of the credit based on the averagc price of crude oil during a calendar year. The 
phase-out is based on a prescribed calculation and definition of crude oil prices. We believe that crude oil prices would need to 
averagc approximately $60 per ba~rel from May through December 2005 for any credits to be phased out for 2005. The credits would 
bc entirely phased out if crude oil p~ices w e ~ c  to average approximately $80 per barrel during that same time period. Based on recent 
lorecasts of crude oil prices for the ~ e m a i n d c ~  of 2005, we d o  not currently expect a negative impact on our ability to recognize the 
projected benefit ol Section 29 credits in 2005. 

Under currently enacted law, the credit under IRC Section 29 will cease to be available for synthetic fuel sold after Deccmbcr 3 1, 
2007. 

Olzio Taxes 

The Governor of Ohio has proposed sweeping changes to Ohio's tax law which, as currently proposed. would phase out the Ohio 
corporate franchise tax. The franchise tax would be replaced by a "Co~nmercial Activity Tax". If approved as currently proposed, 
these changes could impact Cinergy's and CG&E's net deferred tax liabilities. The proposed law is still under consideration by the 
Ohio legislature and, as a result, the ultimate financial impact on Cinergy and CG&E is uncertain. 



MARKET RISK SENSITIVE INSTRUMENTS 

I 

Energy Commodities Sensitivity 

The transactions associated with Commercial's energy marketing and trading activities and substantial investment in generation assets 
give rise to various risks, including price risk. Price risk represents the potential risk of loss from adverse changes in the market price 
of electricity or other energy commodities. As Commercial continues to develop its energy marketing and trading business, its 
exposure to movements in  thc price of electricity and other energy commodities may become greater. As a result, we may be subject 
to increased future earnings volatility. 

As discussed in the 2004 10-K, Cornmercial's energy marketing and trading activities principally consist 01 Marketing & Trading's 
natural gas marketing and trading operations and CG&E's power marketing and trading operations. 

Cltarlges in Fair Value 

'The changes in fair value of the energy risk management assets and liabilities for Cinergy and CG&E for the quarters ended March 
3 1,2005 and 2004 are presented in the table below. 

CG&E Cinerwr I ) CG&E 
(in milliorzs) 

Fair value of contracts outstanding at the beginning of period $ 82 $ 36 $ 41 $ 20 

Other changes in fair value(2) (1) 2 49 28 

Option premiums paid/(received) 13 6 6 1 

Contracts settled (78) (28) (48) (10) 

Fair value of contracts outstanding at end of period 

(1) The results of Cinergy also include amounts related to non-registrants. 

(2) Represents changes in fair value recognized in income, primarily attributable to fluctuations in price. This amount includes 
both realized and unrealized gains on energy trading contracts. 

The following are the balances at March 31, 2005 and 2004 of our energy risk management assets and liabilities: 

March 31,2005 March 31.2004 
Cineray( 1) CG&E Cinergy( 1 )  CG&E 

(in nzilliorzs) 

Energy risk management assets - current' $ 451 $ 244 $ 352 $ 122 
Energy risk management assets - non-current 239 108 114 49 



Energy risk management liabilities - cull-ent 
Energy risk management liabilities - non-current 

( I )  The results of Cinergy also include amounts rclated to non-registrants. 



Thc following table presents the expected maturity 01 the energy risk management asscts and liabilities as of March 31, 2005 for 
Cinergy and CG&E: 

Fair Value of Contracts at March 31,2005 

Within 12 12-36 36-60 Total 
Source of Fair Value(l) months months months Thereafter Fair Value 

(112 1 1 1 1 1 1 1 0 1 1 \ )  

Cinergy(2) 
P~iccs actively quoted s 3 ~i, (2) % - % - 9; 1 

Prices based on models and other 
valuation methods(3) 21 . (6) 2 (2)  15 

Total 

CG&E 
Prices actively quoted 

~ i ,  24 s (8) s 2 s (2) s 16 

Pi, 8 $ 7 9; $ 15 - Pi, - 

Prices based on models and other 
valuatiorl methods(3) 3 (5) 3 - 1 

'I'otal $ 11 S 2 $ 3 s - s 16 

(1) While liquidity varies by trading regions, active quotes are generally available for two years for standard electricity 
transactions and three years for standard gas transactions. Non-standard transactions are classified based on the 
extent, if any, of modeling used in determining fair value. Long-term transactions can have portions in both 
categories depending on the length. 

(2) The results of Cinergy also include amounts related to non-registrants. 

(3) A substantial portion of these amounts include option values. 

Generation Portfolio Risks 

Cinergy optimizes the value of its non-regulated portfolio. The portfolio includes generation assets (power and capacity), fuel, and 
emission allowances and we manage all of these components as a portfolio. We use models that forecast future generation output, fuel 
requirements, and emission allowance requirements based on forward power, fuel and emission allowance markets. The component 
pieces of the portfolio are bought and sold based on this model in order to manage the economic value of the portfolio. With the 
issuance of Statement of Financial Accounting Standards No. 149, Anlettdment o f  Starenlei~t 133 on Derivative Instruinents and 
Hedging Activities (Statement 149), most forward power transactions from management of the portfolio are accounted for at fair 
value. The other component pieces of the portfolio are typically not subject to Statement 149 and are accounted for using the accrual 
method, where changes in fair value are not recognized. As a result, we are subject to earnings volatility via MTM gains or losses 
from changes in the value of the contracts accounted for using fair value. A hypothetical $1.00 per MWh increase or decrease 
consistently applied to all forward power prices would have resulted in an increase or decrease in fair value of these contracts of 
approximately $4.5 million as of March 31, 2005. See "2005 Quarterly Results of Operations" for further discussion of the impact on 
current quarter results. 

Energy Trading Credit Risk 

Cinergy's extension of credit for energy marketing and trading is governed by a Corporate Credit Policy. Written guidelines 
approved by Cinergy's Risk Policy Committee document the management approval levels for credit limits, evaluation of 
creditworthiness, and credit risk mitigation procedures. Cinergy analyzes net credit exposure and establishes credit reserves based on 



the counterparties' credit rating, payment history. and length of the outstanding obligation. Exposures to credit risks arc monitored 
daily by the Corporate Credit Risk function, which is independent of all trading operations. Energy commodity prices can be 
extremely volatile and the market can, at times, lack liquidity. Because of these issues, credit risk for energy comlnodities is generally 
greater than with other commodity trading. 



The lollowing tables providc informailon regarding Cinergy's and CG&E's cxposu~c on energy trading contracts as of March 
31, 2005. The tables include accounts receivable and energy risk management asscts, which are net of accounts payable and 
enctgy risk management liabilities with the samc countcrpartles when we have the right of offset. The crcdit collateral shown In 
the following tables includes cash and lctters of credit. 

Number of 
Counterparties Net Exposure of 

Percentage Greater than Counterparties 
Total Exposure of 10% of Greater than 
Before Credit Credit Total Total Net 10% of Total Net 

Rating Collateral Collateral Net Exposure Net Exposure Exposure Exposure(4) 
(Or nrillior~r) 

Investrnent Grade(2) $ 784 $ 147 $ 637 81% - $ - 
Intelnally 

Rated-Investment 
Grade(3) 129 33 96 12 - - 

Non -Investment Grade 62 34 28 3 - - 
Internally 

Rated-Non-Investment 
Grade 75 46 29 4 - - 

Total 9; 1.050 $ 260 $ 790 100% - - 

w 

(1) Includes amounts related to non-registrants. 

(2) Includes counterparties rated Investment Grade or the counterparties' obligations are guaranteed or secured by an Investment 
Grade entity. 

(3) Counterparties include a variety of entities, including investor-owned utilities, privately held companies, cities and 
municipalities. Cinergy assigns interrial credit ratings to all counterparties within our credit risk portfolio, applying 
fundamental analytical tools. Included in this analysis is a review of (but not limited to) counterparty financial statements 
with consideration given to off-balance sheet obligations and assets, specific business environment, access to capital, and 
indicators from debt and equity capital markets. 

(4) Exposures, positive or negative, with counterparties that are related to one another are no1 aggregated when no right of offset 
exists and as a result, credit is extended and evaluated on a separate basis. 



Number of 
Counterparties Net Exposure of 

Percentage Greater t11an Cou~iterparties 
Total Exposure of 10% of Greater than 
Before Credit Credit Total Total Net 10% of Total 

Rating Collateral Collateral Net Exposure Net Exnosure Exnosure Net Exposure(3) 
(ill l 1 1 l 1 1 1 0 1 1 ~ )  

Investment Grade(]) $ 200 $ 49 $ 151 94 % 2 $ 37 
Internally 

Rated-Investment 
Grade(2) 4 1 3 2 - - 

Non-Investment Grade 27 26 1 I - -- 
Internally 

Rated-Non-Investment 
Grade 5 - 5 3 - - 

Total $ 236 $ 76 $ 160 100% 2 $ 37 

(1  ) Includes counterparties rated Investment Grade or the counterparties' obligations are guaranteed or secured by an Investment 
Grade entity. 

(2) Counterparties include various cities and municipalities. 

( 3 )  Exposures, positive or negative, with counterparties that are related to one another are not aggrcgatcd when no right of offset 
exists and as a rcsult, credit is extended and evaluated on a separate basis. 



ACCOUNTING MATTERS 

Critical Accounting Estimates 

Preparation of financial statements and related disclosures in compliance with GAAP requires the use ol assumptions and est~mates 
regaiding future events, including the likciihood of success of particular invcstnients or initiatives, estimates of future prices or rates, 
legal and regulatory challenges, and anticipated recovery of costs. Therefore. the possibility exists for materially diflcrent reported 
amounts under different conditions or assumptions. We consider an accounting estimate to be critical if: 1) the accounting estimate 
requires us to make assumptions about matters that werc reasonably uncertain at the time the accounting estimate was made, and 2) 
changes in  the estimate are reasonably likely to occur from period to pe~iod. 

Cinergy's 2004 10-K includes a discussion of accounting policies that are critical to the presentation of Cinergy's financial position 
and results of operations. Thesc include: 

Fair Value Accounting for Energy Marketing and Trading; 

Regulatory Accounting; 

0 Income Taxes; 

Contingencies; 

0 Impairment of Long-Lived Assets; and 

Impairment of Unconsolidated Investments. 

Accounting Changes 

Asset Retirement Obligatio~zs 

In March 2005, the Financial Accounting Standards Board (FASB) issued Interpretation No. 47, Accounting for Conditiotzal Asset 
Retirenlerlt Obligations (Interpretation 47), an interpretation of Statement of Financial Accounting Standards No. 143, Accounting for 
Asset Retirement Obligatiotls (Statement 143). Statement 143 requires recognition of legal obligations associated with the retirement 
or removal of long-lived assets at the time the obligations are incurred. Interpretation 47 clarifies that a conditional asset retirement 
obligation (which occu~s when the timing and/or method of settlement are conditional on a future event that may or may not be within 
the control of the entity) is a legal obligation within the scope of Statement 143. As such, the fair value of a conditional asset 
retirement obligation must be ~ecognized as a liability when incurred if the liability's fair value can be reasonably estimated. 
Interpretation 47 also clarifies when sufficient information exists to reasonably estimate the fair value of an asset retirement 
obligation. 

Cinergy will adopt Interpretation 47 on December 31,2005. Upon adoptiorl of Interpretation 47 Cinergy will recognize the impact, if 
any, of additional liabilities for conditional asset retirement obligations as a cumulative effect of a change in accounting principle. W 
have begun evaluating the impact of adopting this new interpretation and are currently unable to predict whether the implementation 
of this accounting standard will be material to our financial position or results of operations. 



Share-Based Payr?tertt 

In Deccmbel 2004, the FASB issued a replacement of Statement of Financial Accounting Standards No. 123, Accounting for 
Stock-Based Conzl~eizsario~z (Statement 127), Statemerzt c$ Financial Accountirig Starldards No. 123 (revi~eci 2004), Share-Based 
Payr7ietzt (Statement 123R). This standard will requirc accounting for all stock-based colnpensation arrangements under the fair value 
method in addition to other provisions. 

In 2003, we prospectively adopted accounting for our stock-based compensation plans using the fair value recognition provisions ol 
Statcmcnl 123, as amended by Statement o i  Financial Accounting Standards No. 148, Acco~rritirlg for S f o c k - B a d  
Co/7zl~e1l~ation-Trc~nsitiot1 nrld Disclosure (Statement 148), for all employee awards granted or with terms modified on or after 
January 1, 2003. Therefore, thc impact of implementation of Statement 123R on stock options within our stock-bascd compensation 
plans is not expectcd to be material. Statement 123R 



contains ccrtain provisions that will rnodilj/ the accounting for various stock-based compensation plans other than stock options. We 
ale in the process ol evaluating the impact of this new standard on these plans. Cinergy will adopt Statement 123R on January 1. 
2006. 

Itzcome Taxes 

In October 2004. the Amcrican Jobs Crcation Act (AJCA) was signcd into law. Thc AJCA includes a one-time deduction oS85 
percent of ccrtain foreign earnings that are repatriated, as defined in the AJCA. Cinergy has not fully completed its evaluation of the 
effects of the AJCA on its foreign investment strategy. However, based on the evaluation to datc, it does not appear that the effects of 
thc provision will have a material impact on our financial position or results of operations. 



ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSIJRES ABOUT MARKET RISK 

This information is provided in, and incorporated by relerence frorn, the "Market Risk Sensitive Instruments" section in "Item 2. 
Management's Discussion and Analysis of Financial Condition and Results of Operations". 



ITEM 4. CONTROLS AND PROCEDURES 

Disclosure controls and procedures are our controls and other procedures that are designed to provide reasonable assusance that 
information required to be disclosed by us in the reports that we file or submit under the Securities Exchange Act of 1934 (Exchange 
Act) is recorded, processed, summarized, and reported, within the time periods specified in the Securities and Exchange 
Commission's (SEC) rules and forms. 1)isclosur.e contsols and procedures include, without limitation, controls and procedures 
designed to provide reasonable assurance that information sequired to be disclosed by us in the reports that we file under the Exchange 
Act is accumulated and communica~cd to our management, including our chief executive officer and chief financial officer, as 
appropriate to allow timely decisions regarding required disclosure. 

Under the supervision and with the participation of our management, including our chief executive officer and chief financial officer, 
we have evaluated the effectiveness of our disclosure controls and procedures as of March 31, 2005, and, based upon this evaluation, 
our chief executive officer and chief financial officer have concluded that these controls and procedures are effective in providing 
reasonable assurance that information requiring disclosure is recorded, processed, summarized, and reported within the timefra.me 
specified by the SEC's rules and forms. 

Under the supervision and with the participation of our management, including our chief executive officer and chief financial officer, 
we have evaluated any change in our internal control over financial reporting (as such term is defined in Rules 13a-15(Q and 
15d-15(f) under the Exchange Act) during the fiscal quarter ended March 31, 2005 and found no change that has materially affected, 
or is reasonably likely to materially affect, our internal control over financial reporting. 



PART 11. OTHER INFORMATION 

ITEM 1. LEGAL PROCEEDINGS 

CLEAN AIR ACT (CAA) LAWSIJIT 

In November 1999, and through subsequent amendments, the United States brought a lawsuit in the TJnited States Federal District 
Court for the Southern District of Indiana against Cinergy, CG&E, and PSI alleging various violations of the CAA. Specifically, the 
lawsuit alleges that we violated the CAA by not obtaining Prevention of Significant Deterioration (PSD), Non-Attainment New 
Source Review (NSR), and Ohio and Indiana State I~nplclnentation Plan (SIP) permits for various projects at our owned and 
co-owned generating stations. Additionally, the suit claims that we violated an Administrative Consent Order entered into in 1998 
bctween the Environmental Protcction Agency (EPA) and Cinergy relating to alleged violations of Ohio's SIP provisions governing 
particulate matter at TJnit 1 at CG&E's W.C. Beckjord Station. The suit seeks (1) injunctive relief to require installation of pollution 
control technology on various generating units at CG&E's W.C. Beckjord and Miami Fort Stations, and PSI'S Cayuga, Gallagher, 
Wabash River, and Gibson Stations, and (2) civil penalties in  amounts ol up to $27,500 per day for each violation. In addition, three 
northeast states and two environmental groups have intervened in  the case. The casc is currently in discovery, and the United States 
Federal District Court lor the Southern District of Indiana has set the casc for trial by jury commencing in February 2006. 

In March 2000, the United States also filed in the United States District Court for the Southern District of Ohio an amended complaint 
in a separate lawsuil alleging violations of the CAA relating to PSD. NSR, and Ohio SIP requirements regarding various generating 
stations, including a generating station operated by Columbus Southern Power Company (CSP) and jointly-owned by CSP, The 
Dayton Power and L.ight Company (DP&L,), and CG&E. The EPA is seeking injunctive relief and civil penalties of up to $27,500 per 
day for each violation. This suit is being defended by CSP. In April 2001, the United States District Court for the Southern District of 
Ohio in that case ruled that the Government and thc intervening plaintiff environmental groups cannot seek monetary damages for 
alleged violations that occurred prior to November 3, 1994; however, they are entitled to seek injunctive relief for such alleged 
violations. Neither party appealed that decision. This matter is scheduled for trial commencing June 2005. 

In addition, Cinergy and CG&E have been informed by DP&L, that in June 2000, the EPA issued a Notice of Violation (NOV) to 
DP&L, for alleged violations of PSD. NSR, and Ohio SIP requirements at a station operated by DP&L, and jointly-owned by DP&L,, 
CSP, and CG&E. The NOV indicated the EPA may (1) issue an order requi~ing compliance with the requirements of the Ohio SIP, or 
(2) bring a civil action seeking injunctive relic1 and civil penalties of up to $27,500 per day for each violation. In September 2004, 
Marilyn Wall and the Sierra Club brought a lawsuit against CG&E, DP&L, and CSP for alleged violations of the CAA at this same 
generating station. 

We are unable to predict whether resolution of these matters would have a material effect on our financial position or results of 
operations. We intend to vigo~ously defend against these allegations. 

CARBON DIOXIDE (CO2) LAWSUIT 

In July 2004, the states of Connecticut, New York, California, Iowa, New Jersey, Rhode Island, Vermont, Wisconsin, and the City of 
New York brought a lawsuit in the United States District Court for the Southern District of New York against Cinergy, American 
Electric Power Company, Inc., American Electric Power Service Corporation, The Southern Company, Tennessee Valley Authority, 
and Xcel Energy Inc. That same day, a similar lawsuit was filed in the United States District Court for the Southern District of New 
York against the same companies by Open Space Institute, Inc., Open Space Conservancy, Inc., and The Audubon Society of New 
Hampshire. These lawsuits allege that the defendants' emissions of COa from the combustion of fossil fuels at electric generating 
facilities contribute to global warming and amount to a public nuisance. The complaints also allege that the defendants could generate 
the same amount of electricity while emitting signilicantly less CO2. The plaintiffs are seeking an injunction requiring each defendant 
to cap its CO:! emissions and then reduce them by a specified percentage each yeas for at least a decade. Cinergy intends to defend 



these lawsuits vigorously in court 



and filed motions to dismiss with the other defendants in September 2004. We are not able to predict whether resolution of these 
matters would have a material ellcct on our financial position or results of operations. 

SELECTIVE CATALYTIC REDUCTION IJNITS (SCR) AT GIBSON STATION 

In May 2004, SCRs and othcr pollution control equipment became operational at TJnits 4 and 5 of PSI's Gibson Station in accordance 
with compliance deadlines under thc nitrogen oxide SIP Call. In June and July 2004, Gibson Station tempolarily shut down the 
equipment on these units due to a concern that poltions of the plume from those units' stacks appeared to break apart and descend to 
ground level, at certain times. under certain weatha conditions. As a result, and, working with the City of Mt. Carmel. Illinois, 
Illlnois EPA, Indiana Department of Environmental Management (IDEM), EPA, and the State of Illinois, we developed a protocol 
regarding the use 01 the SCRs while we cxplored alternatives to address this issue. After the protocol was finalized, the Illinois 
Attorney General brought an action in Wabash County Circuit Court against PSI seeking a preliminary injunction to eniorce the 
protocol. In August 2004, the court granted that preliminary injunction. PSI is appealing that decision to the Fifth District Appellate 
Court, but we cannot predict the ultimate outcome of that appeal or of the underlying action by the Illinois Attorney General. 

In April 2005, we completed the installation of a permanent control system to address this issue. The new control system will support 
all five Gibson generating units. We will seek recovery of any related capital as well as increased emission allowance expenditules 
through the regulatory process. We do not believe costs related to resolving this matter will have a material impact on our financial 
position or results of operations. 

ZII\/IMER STATION LAWSUIT 

In November 2004, a citizen of the Village of Moscow, Ohio, the town ad.jacent to CG&E's Zimmer Station, brought a purported 
class action in the TJnited States District Court for the Southern District of Ohio seeking monetary damages and injunctive relief 
against CG&E for alleged violations of the CAA, the Ohio SIP, Ohio laws against nuisance and common law nuisance. CG&E filed 
a motion to dismiss the lawsuit on primarily procedural grounds and we intend to defend against these claims vigorously. The 
plaintiffs have filed a number of additional notices of intent to sue and a second lawsuit raising claims similar to those in the original 
claim. At this time, we cannot predict whether the outcome of this matter will have a material impact on our financial position or 
results of operations. 

MANUFACTURED GAS PLANT (MGP) SITES 

Coal tar residues, related hydrocarbons, and various metals have been found in at least 22 sites that PSI or its predecessors previously 
owned and sold in a series of transactions with Northern Indiana Public Service Company (NIPSCO) and Indiana Gas Company, Inc. 
(IGC). The 22 sites are i n  the process of being studied and will be remediated, if necessary. In 1998 NIPSCO, IGC, and PSI entered 
into Site Participation and Cost Sharing Agrcements to allocate liability and responsibilities between them. The IDEM oversees 
investigation and cleanup of all of these sites. Thus far, PSI has primary responsibility for investigating, monitoring and, if necessary, 
remediating nine of these sites. In December 2003, PSI entered into a voluntary rcmcdiation plan with the state of Indiana, providing 
a formal framework for the investigation and cleanup of the sites. 

In April 1998, PSI filed suit in Hendricks County in the state of Indiana against its general liability insurance carriers. PSI sought a 
declaratory judgment to obligate its insurance carriers to (1) defend MGP claims against PSI and compensate PSI for its costs of 
investigating, preventing, mitigating, and remediating damage to property and paying claims related to MGP sites; or (2) pay PSI's 
cost of defense. PSI settled, in principle, its claims with all but one of the insurance carriers in January 2005 prior to commencement 
of the trial. With respect to the lone insurance carrier, a jury returned a verdict against PSI in February 2005. PSI has appealed this 
decision. At the present time, PSI cannot predict the outcome of this litigation, including the outcome of the appeal. 



PSI has accrued costs related to investigation. rernediation, and groundwater monitoring for those sites where such costs are probable 
and can be reasonably estimated. We will continue to investigate and remediate the sites as outlined in the voluntary remediation 
plan. As additional facts become known and investigation is completed, we 



will assess whether the lilcelihood of incurring additional costs becomes probable. Until all investigation and remediation is complete, 
we are unable to determine the overall impact on our financial position or results of operations. 

CG&E and ULH&P have performed site assessments on certain of their sitcs where wc believe MGP activities have occurred at some 
point in the past and have found no imminent risk to the environment. At the present time, CG&E and ULH&P cannot predict 
whether investigation and/or remediation will be required in the future at any of these sites. 

ASBESTOS CLAIMS LJTIGATION 

CG&E and PSI have been named as defendants or co-defendants in lawsuits related to asbestos at their electric generating stations. 
Currently, there are approximately 120 pending lawsuits. In these lawsuits, plaintiffs claim to have been exposed to 
asbestos-containing products in the course of their work at the CG&E and PSI generating stations. The plaintiffs further claim that 
as the property owner of the generating stations, CG&E and PSI should bc held liable for their injuries and illnesses based on an 
alleged duty to warn and protect them from any asbestos exposure. A majority of the lawsuits to date have been brought against PSI. 
The impact on CG&E's and PSI'S financial position or results of operations of these cases to date has not been material. 

Of these lawsuits, one case filed against PSI has been tried to verdict. The jury returned a verdict against PSI in the amount of 
approximately $500,000 on a negligence claim and a verdict lor PSI on punitive damages. PSI received an adverse ruling in its initial 
appeal of the negligence claim verdict, but the Indiana Supreme Court accepted the transfer of thc case and heard oral argument in 
June 2004. In addition, PSI has settled a number 01 other lawsuits for amounts, which neither individually nor in the aggregate, are 
material to PSI'S financial position or results of operations. 

At this time, CG&E and PSI are not able to predict the ultimate outcome of these lawsuits or the impact on CG&E's and PSI'S 
financial position or results of operations. 



ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS 

The numbel of shales (01 units) p~ovided in the table below ~epresent shares purchased by the plan trustee on behalf of the 401(k) 
Excess Plan. 

(d) Maximum Number 
(or Approximate 

(c) Total Number of Dollar Value) of 
Shares (or Units) Shares (or Units) that 

(a) Total Number of (b) Average Price Purchased as Part of May Yet Be 
Sl~ares  (or Units) Paid per Share (or Publicly Announced Purchased Under the 

Period Purchased Unit) Plans or  Programs Plans or  Programs 

January 1 -January 31 
February 1 - February 28 
March 1 - March 31 



ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS 

The annual meeting of shareholders of Cinergy Corp., was held on May 5,2005, in Covington, Kentucky 

At the meeting, shareholdels ratilied the selection of Deloitte and Touche, the members of Deloitte Touche Tohmatsu and their 
respcctive affiliates, as the Company's independent auditors and elected three Class I1 di~ectors to the board of Cinergy Corp. to 
servc for three-year terms ending in 2008, as set lorth below: 

Directors Votes For Votes Withheld 

Class I1 
Thomas E. Petry 
Mary L,. Schapiro 
Philip R. Sharp 

In lieu of the annual meeting of shareholders oSThe Cincinnati Gas & Electric Company (CG&E), a resolution was duly adopted via 
unanimous written consent of Cinergy Corp., CG&E's sole shareholder, effective May 3,2005 electing the following mcmbcrs to 
the Board of Directors for one-year terms expiring in 2006: 

Michael J. Cyrus 

e James E. Rogers 

James L,. Turner 

The annual meeting of shareholders of PSI Energy, Inc. (PSI) was held on May 5. 2005, in Covington, Kentucky. Proxies were not 
solicited for the annual meeting. Cinergy Corp. owns all of the 53,913,701 outstanding shares, representing a like number of votes, 
of the common stock of PSI. By unanimous vote, the following members to the Board of Directors were elected at the annual meeting 
for one-year terms expiring in 2006. 

* Michael G .  Browning 

Kay E. Pashos 

e James E. Rogers 

None of the 650,989 outstanding shares, representing 423,331 votes, of the preferred stock oi PSI, were present or voted at the annual 
meeting. 



ITEM 5. OTHER INFORMATION 

On May 6, 2005, PSI and CG&E signed a definitive agreement with subsidiaries of Allegheny Energy, Inc. to acquire the 
5 12-megawatt Wheatland generating facility for approximately $100 million. The Wheatland facility, located in Knox County, 
Indiana, has b u r  natural gas-fired simple cycle combustion turbines and is directly connected to the Cinergy transmission system. Its 
output will be used to bolster the reserve margins on the PSI and/or CG&E systems. Under the transaction agreement, PSI and 
CG&E may each take a share of ownership of the plant or either one may acquire the entire ownership interest, with the ownership 
structure to be determined shortly before closing. The transaction is subject to receipt of required regulatory approvals and other 
customary conditions. Cinergy expects to close the acquisition in the fourth quarter oJ'2005. 

William J. Grealis. Execulive Vice President of Cinergy Corp., has retiled from the Company effective June 1 ,  2005. 



ITEM 6. EXHIBITS 

The clocuments listed below are being furnished or filed on behalf of Cinergy Corp., The Cincinnati Gas & Electric Company 
(CG&E), PSI Energy, Inc. (PSI). and The Union L.ight, Heat and Power Company (ULH&P). Exhibits not identifiedas previously 
furnished or filed are furnished or filed herewith: 

Exhibit Previously Filed as 
Designation Registrant Nature of Exhibit Exhibit to: 

Additional 
Exhibits 

10-fffT Cinergy Corp. Retirelncnt and Consulting Agreement and Waiver and 
Release of Liability, dated May 4, 2005, between Cinergy 
Corp. and Willia~n J. Grealis 

Certificates 

31-a Cinergy Corp. Certification by James E Rogers pursuant to Rule 
CG&E 1 3a-14(a)/15d-l4(a) of the Securities Exchange Act of 1934, 
PSI as adopted pursuant to Section 302 of the Sarbanes-Oxley 
IJL,H&P Act of 2002. 

31-b Cinergy Corp. Certification by James L. Turner pursuant to Rule 
CG&E 13a-14(a)/lSd-I4(a) or the Securities Exchange Act of 1934, 
PSI as adopted pursuant to Section 302 of the Sarbanes-Oxley 
ULH&P Act of 2002. 

32-a Cinergy Corp. Certification by James E. Rogers pursuant to 18 U.S.C. 
CG&E Section 1350, as adopted pursuant to Section 906 of the 
PSI Sarbanes-Oxley Act of 2002. 
ULH&P 

32-b Cinergy Corp. Certification by James L. Turner pursuant to 18 U.S.C. 
CG&E Section 1350, as adopted pursuant to Section 906 of the 
PSI Sarbanes-Oxley Act of 2002. 
ULH&P 



SIGNATURES 

Pursuant to the requirements of the Securities Exchange Act of 1914, each of the Regist~ants has duly caused this report to be signed 
on its behalf by the undersigned thereunto duly authorized. 

CINERGY CORP. 

THE CINCINNATI GAS & ELECTRIC COMPANY 

PSI ENERGY. INC. 

THE UNION LIGH'T, HEAT AND POWER COMPANY 

Registrants 

Date: May 10, 2005 IS/ Lynn J. Good 
Lynn J. Good 

(duly authorized officer 
and 

principal accounting officer) 



Exhibit 10.FFFF 

CINERGY CORP. 
RETIREMENT AND CONSULTING AGREEMENT 

This Separation and Retirement Agreement (the "Agreement"), which is effective as of this 5th day of May, 2005, is entered 
into by and between William J. Grealis (the "Executive") and Cinergy Services, Inc (the "Company"), with the mutual cxchange of 
promises as consideration. 

Recitals 

WHEREAS, the Executive intends to terminate voluntarily his employment and retire effective as of June 1 ,  2005 (the "Termination 
Date"); 

WHEREAS, in connection with the Executive's termination of employment, the Company is willing to provide certain benefits to the 
Executive, provided that the Executive (i) executes and does not timely revoke this Agreement and a waiver and release, in the form 
attached to this Agreement as Exhibit A (the "Waiver and Release") of all claims that the Executive might assert against the 
Company, its parent company, any of their subsidiaries and/or affiliated entities, and any successors or assigns to the 
foregoing (collectively, "Cinergy") and certain related entities and individuals as set forth therein and (ii) complies with his 
obligations hereunder; and 

WHEREAS, the parties have agreed to enter into this Agreement, which has been specifically negotiated between the Executive and 
Cinergy. 

NOW, THEREFORE, the Company and the Executive enter into the following Agreement: 

1. Retirement. 

a. Termination of Em~lovment. The Executive will retire, and his employment with Cinergy will terminate, effective 
as of the close of business on the Termination Date. 

b. Effect on Other Aareements. Effective as of the Termination Date, this Agreement will replace and supersede 
any and all prior employment, separation and retirement agreements between Cinergy and the Executive, itlcll~ding but 
not limited to the Employment Agreement between the Executive and Cinergy dated as of October 11, 2002 (the 
"Employment Agreement"); provided, however, that Section 3(b)(ii) of the Employment Agreement, and each provision of 
the Employment Agreement that defines any defined term that is used in Section 3(b)(ii) of the Employment Agreement, 
but only with respect to such definition, shall remain in full force and effect. Notwithstanding the foregoing, the 
supplemental retirement benefit provided under Section 3(b)(ii) of the Employment Agreement shall be calculated as if the 
Executive retired on February 1, 2005 if such retirement date would result in the Executive receiving a larger 
supplemental retirement benefit than if he retired on the first potential retirement date following the Termination Date; 
provided, however, that consistent with Q&A-18(b) of IRS Notice 2005-1, any additional benefit to which the Executive is 
entitled pursuant to this sentence (i) shall be treated as a 





"material modification" of Section 3(b)(ii) of the Elnploylnent Agreement only to the extent ol such additional benefit, and (ii) shall 
be administered and distributed in a manner that colnplies with the provisions of Section 409A ol thc Internal Revenue Code of 1986. 
as amended, so as to prevent the inclusion in gross income of such additional benefit in a taxable year that is prior to the taxable yea1 
or years in which such benefit would otherwise actually be distlibuted ol made available to the Executive or his beneficiaries. 

2. Consideration. In exchange for entering into this Agreement and satisfying the conditions set forth herein, the 
Executive will receive the following consideration. The benefits described below in this Section only shall be provided to 
the Executive if he satisfies each of the conditions specified below and, upon presentation to the Executive, the Executive 
timely executes and does not timely revoke the Waiver and Release. Notwithstanding anything herein to the contrary, 
Cinergy may withhold from any amounts payable under this Agreement such federal, state, local or other taxes as it 
reasonably determines are required to be withheld pursuant to any applicable law or regulation. 

a. Consultina Arranaement. In consideration for performing the consulting services specified in Section 7, the 
Executive shall be provided a retainer in the amount of $'1,200,000, payable in a single lump sum as soon as reasonably 
practicable after the expiration of the revocation period described in the Waiver and Release. 

b. Restrictive Covenants. In consideration for satisfying his obligations pursuant to Section 9(b), the Executive shall 
be provided a payment in the amount of $1,500,000, payable in a single lump sum as soon as reasonably practicable 
after the expiration of the revocation period described in the Waiver and Release. 

c. Retirement Benefits. In consideration for satisfying all of his obligations under this Agreement other than those 
contained in Sections 7 and 9(b), including but not limited to those contained in Sections 8, 9(c), 10, 11 and 13, the 
benefits described below in this Section 2(c) shall be provided to the Executive in a single lump sum as soon as 
reasonably practicable after the expiration of the revocation period described in the Waiver and Release. 

I. L u m ~  Sum Pavment. Cinergy agrees to pay the Executive a lump sum cash payment equal to $1,659,241. The 
Executive acknowledges and agrees that the amount listed in the preceding sentence includes any amot~nt to which he 
would otherwise be entitled under the Cinergy Corp. Annual Incentive Plan for the 2005 performance period and for 
accrued vacation pay. 

11. Relocation Benefits. The Executive will be entitled to reimbursement from Cinergy for the reasonable costs of 
relocating from the Cincinnati, Ohio, area to a new primary residence in a manner that is consistent with the terms of 
Cinergy's Relocation Program. Notwithstanding the foregoing, if the Executive becomes employed by another employer 
and is eligible to receive relocation benefits under another employer-provided plan, any benefits provided to the Executive 
hereunder will be secondary to those provided under the other employer-provided relocation plan. The Execl~tive must 
report to Cinergy any such relocation benefits that he actually receives under another employer-provided plan. 



3. Basis for Entitlement. The Executive acknowledges that he would not be entitled to the benefits described in 
Section 2 of this Agreerrierit absent his termination of employment, his execution of this Agreement and the Waiver and 
Release arld his satisfaction of his obligations under this Agreement. 

4. Adeauate Consideration. The Executive agrees that the benefits described in this Agreement constitute good, 
valuable and sufficient consideration for the obligations the Executive assumes herein and in the Waiver and Release. 
The benefits offered in exchange for the Executive's execution of this Agreement and the Waiver and Release exceed in 
kind and scope that to which the Executive would have otherwise been legally entitled. 

5 .  Future Em~lovrnent. The Executive waives any right to assert any claim or demand for reemployment with 
Cinergy. The Executive, however, may accept an offer of reemployment with Cinergy in the event such an offer is made. 

6. Ackriowleduement. The Executive acknowledges and agrees that it is the policy of Ciriergy to cornply with all 
applicable federal, state and local laws and regulations. The Executive affirrns that he has reported all compliarlce issues 
and violations of federal, state arld local law or regulation or Ciriergy policy of which he had knowledge during the term of 
his employment, if any. The Executive represents arld acknowledges that he has no further or additional knowledge or 
inforrrlatiori regarding corrlpliance issues or possible violations of federal, state or local law or regulations or Cinergy policy 
other than what the Executive may have previously raised, if any. 

7. Consultinu Arranaement. 

a. The Executive agrees to serve as a business consultant to Cinergy for a period of three (3) years beginning on 
' 

the Termination Date (the "Consulting Period"). The consulting services will be performed at reasonable times when arld 
as needed, as determined by mutual agreement between Cinergy and the Executive. 

b. The consulting services to be provided by the Executive during the Consulting Period will consist of consultation 
with, and advice to, the officers and managerial employees of Cinergy, as requested by Cinergy, on matters relating to 
Cinergy's business affairs about which the Executive has knowledge and experience, and shall include but not be limited 
to the following. 

1. General strategic issues, including mergers and acquisitions. 

11. Strategic environmental issues and regulatory relations, including state and federal regulatory matters and 
Cinergy's policies relating to new environmental regulations and laws, carbon colnpliance and coal gasification. 

... 
HI. Mentoring and executive development oversight. 

c. The parties acknowledge that the Executive (i) has unique and valuable expertise relating to Cinergy's provision 
of Broadband over Powerline Services ("BPL Services"), (ii) is curreritly a member of the Board and audit committee of 
Current Cornrnur\ications Group, LLC and (iii) is currently a rnember of the Boards of Access Broadband, LLC and CCB 
Communications, LLC. The Executive agrees that the consulting services that he shall provide during the Corisulting 
Period may include overseeing Cinergy's 





deployment of BPL Services in Cinergy's service territory and elsewhere through Cinergy's investment in Access Broadband, LLC 
and CCB Communications. LLC. 

d. The parties understand and agree that all of the consultirig services to be provided by the Executive under this 
Agreerrierit will be performed by him as an iridependent contractor and not as an employee of Cinergy. The Executive will 
not have any authority to act as an agent or representative of Cinergy, except to the extent expressly authorized in writing 
by Cinergy. The Executive will perform his consulting services to the best of his abilities. The Executive's duties pursuant 
to this Section are purely those of a consultant, and Ciriergy is free to accept or reject his advice, as it deems appropriate. 
Cinergy is responsible for all actions it chooses to take based on the Executive's advice, arid Ciriergy agrees to indernriify 

and hold the Executive harmless for the results of those actions, including all losses and damages resulting from ariy legal 
or regulatory action. 

e. Cinergy will reirrlburse the Executive for all expenses authorized by Cinergy and incurred by the Executive in the 
perforniance of consulting services during the Consulting Period, including but riot lirriited to telephone, duplication, 
secretarial services, mail and courier services, and norrnal supplies that rriay reasoriably be required. Reimbursernent will 
be made within thirty (30) days of Cinergy's receipt of reasonable and customary documentation. For any travel 
requested and authorized by Cinergy, the Executive will be reimbursed for all reasonable arid customary expenses, 
including transportation, parking, food, and lodging. 

f. Nothirig in this Section will (i) prohibit the Executive from seeking or accepting other employment, engaging in any 
other consultirig services, or participating in any other endeavor for profit, as he deems appropriate, provided that, in so 
doing, he does not breach any of his other obligations under this Agreement or (ii) be construed as requiring the Executive 
to reside or work near Cinergy's headquarters. 

8. Nondisclosure of Corifideritial Information. The Executive ackriowledges that the information, observations and 
data obtained by hirri while erriployed by Cinergy concerning the business or affairs of Cinergy (unless and except to the 
extent the foregoing become generally kriown to and available for use by the public other thari as a result of the 
Executive's acts or omissions to act) (hereinafter defined as "Confidential Information") are the property of Cinergy and he 
was and is required to hold in a fiduciary capacity all Confidential Information obtained by him while employed by Cinergy 
for the benefit of Cinergy as well as the successors and assigns thereof. Therefore, the Executive agrees that he shall riot 
disclose any Confidential information without the prior written coriserit of the Chief Legal Officer or the Chief Executive 
Officer of Cinergy Corp. (which rriay be withheld for any reason or no reason) unless and except to the extent that such 
disclosure is required by any subpoena or other legal process (in which everit the Executive will give the Chief Legal 
Officer of Cinergy Corp. pronipt riotice of such subpoena or other legal process in order to permit Cinergy to seek 
appropriate protective orders), and that he shall riot use any Corifideritial lnformation for his own account without the prior 
writteri corisent of ttie Chief Executive Officer of Cinergy Corp. (which may be withheld for ariy reason or no reason). As 
soori as practicable following ttie last day of the Consultirig Period, the Executive shall deliver to the Company to the 
attention of Mr. Timothy Verhagen, Vice President, Hurnan Resources, Cinergy Corp., 221 East Fourth Street, 30 AT II, 
Cincinnati, Ohio 45202, all rriernorarida, notes, plans, records, reports, cornputer tapes and software and other documents 
and data (and copies thereof) relating to the Confidential Inforrriation, or to the work product or the business of Cinergy 
which he rnay possess or have under his control. The Executive's 



obligations under this Section are in addition to. and not in limitation or or preemption of, all other obligations of confidentiality 
which the Executive may have to Cinergy under general legal or cquitablc principles, and fedcral, state or local law. 

9. Non-Solicitation. Non-Com~etition and Non-Dis~araaement, 

a. In General. The Executive acknowledges that in the course of his employment with Cinergy he may have 
become familiar with trade secrets and customer lists of, and other confidential information concerning, Cinergy and that 
his services have been of special, unique and extraordinary value to Cinergy. 

b. Non-Solicitation and Non-Com~etition. The Executive agrees that during the Consulting Period he will not in any 
manner, directly or indirectly, induce or attempt to induce any employee of Cinergy to quit or abandon his or her employ. 
The Executive agrees that at no time during the Consulting Period will he: (i) become employed by, enter into a consulting 
arrangement with, or otherwise agree to perform personal services for, a Competitor, (ii) acquire an ownership interest in 
a Competitor, provided that the Executive may, for investment purposes, own not more than 3% of the outstanding stock 
of any class of a Competitor that is publicly traded, or (iii) solicit any customers or vendors of Cinergy on behalf of or for 
the benefit of a Competitor or otherwise call on, service or solicit competing business from customers of Cinergy. For 
purposes of this Agreement, the term "Competitor" means any person or entity that sells goods or services that are 
directly competitive with those sold by a business that (1) is being conducted by Cinergy at the time in question or (2) was 
being conducted by Cinergy on the Termination Date. Notwithstanding anything in the preceding sentence, goods or 
services will not be deemed to be competitive with those of Cinergy solely as a result of the Executive being employed by 
or otherwise associated with a business that is in competition with Cinergy but as to which the Executive does not have 
direct or indirect responsibilities for the products or services involved. 

c. Non-Dis~araaement. Except as required by subpoena or other legal process (in which event the Executive will 
give the Chief Legal Officer of Cinergy Corp. prompt notice of such subpoena or other legal process in order to permit 
Cinergy or any affected individual to seek appropriate protective orders), the Executive further agrees that he will refrain 
from publishing or providing any oral or written statements about Cinergy, any of its current or former officers, executives, 
directors, employees, agents or representatives or any initiative, program or policy of Cinergy relating to any matter 
whatsoever that are disparaging, slanderous, libelous or defamatory, or that disclose private or confidential information 
about their business affairs, or that constitute an intrusion into their private lives, or that give rise to unreasonable pllblicity 
about their private lives, or that place them in a false light before the public, or that constitute a misappropriation of their 
name or likeness. Except as required by subpoena or other legal process (in which event Cinergy will give the Executive 
prompt notice of such subpoena or other legal process in order to permit the Executive to seek appropriate protective 
orders), Cinergy further agrees to refrain from publishing or providing any oral or written statements about the Executive 
that are disparaging, slanderous, libelous or defamatory, or that disclose private or confidential information about his 
business affairs, or that constitute an intrusion into his private life, or that give rise to unreasonable publicity about his 
private life, or that place him in a false light before the public, or that constitute a misappropriation of his name or likeness. 



d. Revision. If, at the time of enforcemerit of this Section, a court holds that the restrictions stated herein are 
urireasonable under circumstances then existing, the parties hereto agree that the maxirnurri period or scope reasonable 
urider such circumstances will be substituted for the stated period or scope and that the court will be allowed to revise the, 
restrictions contained herein to cover the maximum period or scope permitted by law. The parties ackriowledge that any ' 
alleged breach of this Section could result in a clairn for legal and/or equitable damages by the aggrieved party. 

10. Coo~eration With Litiaatiori. Upon the Company's request, the Executive agrees to render reasonable assistarice 
to Ciriergy in connection with any litigation or investigation relating to Cinergy's business, provided that reridering such 
assistance does not impose an unreasonable burden on the Executive or interfere in any significant respect with the 
Executive's employment or other business pursuits following the Termination Date. Such assistance shall include, but not 
be limited to, providing truthful information, attending meetings, assisting with interrogatories, giving depositions and 
making court appearances. The Executive agrees to prorriptly notify ttie Chief Legal Officer of Cinergy Corp, of any 
requests for information or testimony that the Executive receives in connection with any litigation or investigation relating 
to Cinergy's business. The Company agrees to pay reasonable compensation to the Executive for the Executive's 
assistance in connectiori with any litigation or investigation relating to Cinergy's business, but only if such assistance is 
provided after the end of the Consulting Period. 

1 1 .  Intellectual Pro~ertv. The Executive acknowledges that any and all writing, documents, iriveritions (whether or 
riot patentable), discoveries, trade secrets, computer programs or instructions (whether in source code, object code, or 
any other form), algorithms, formulae, plans, customer lists, memoranda, tests, research, designs, specifications, models, 
data, diagrams, flow charts, and/or techniques (whether reduced to written form or otherwise) that the Executive rriade, 
conceived, discovered, or developed, either solely or jointly with any other person, at any tirne during the term of his 
erriploymerit, whether during working hours or at Cinergy's facilities or at any other time or location, and whether upori ttie 
request or suggestion of Cinergy or otherwise, that relate to or are useful in any way in connectiori with any business 
carried on by Cinergy (collectively, "Intellectual Work Product") will be the sole and exclusive property of Cinergy. The 
Executive will promptly and fully disclose all Intellectual Work Product to Cinergy. Any lntellectual Work Product not 
generally known to and available for use by the public shall be considered to be Confidential lnforrnation as defined 
herein. The Executive acknowledges that all lntellectual Work Product that is copyrightable will be considered a work 
rnade for hire under United States Copyright Law. To the extent that any copyrightable lntellectual Work Product may riot 
be considered a work made for hire under the applicable provisions of the Copyright Law, or to the extent that, 
notwithstanding ttie foregoing provisions, the Executive may retairi an interest in any lritellectual Work Product that is not 
copyrightable, the Executive hereby irrevocably assigns and transfers to Ciriergy any and all right, title, or interest that the 
Executive may have in the lntellectual Work Product urider copyright, paterit, trade secret and trademark law, in perpetuity 
or for the lorigest period otherwise permitted by law, without the necessity of further consideration. Cineryy will be entitled 
to obtain and hold in its own name all copyrights, patents, trade secrets and trademarks with respect thereto. At the sole 
request and expense of Cinergy, the Executive will assist Ciriergy in acquiring and rriaintaining copyright, paterit, trade 
secret and trademark protection upon, and confirming its title to, such lntellectual Work Product. The Executive's 
assistance will include signing all applications 



for copyright and patent applications and other papers, cooperating in legal proceedings and taking any other steps considered 
desirable by Cinergy. 

12. Breach of this Aareement. Because the Executive's services are unique and because the Executive has access 
to Confidential Information and Intellectual Work Product, the parties agree that Cinergy would be damaged irreparably in 
the event any of the provisions of Sections 8, 9, '1 0, 1 1 and 13 were not performed in accordance with their specific terms 
or were otherwise breached and that money damages would be an inadequate remedy for any such non-performance or 
breach. In the event that the Executive breaches or threatens to breach any provision of this Agreement or the Waiver 
and Release, the Executive agrees that Cinergy shall be entitled to seek any and all equitable and legal relief provided by 
law, specifically including immediate and permanent injunctive relief to prevent any breach or threatened breach of any of 
such provisions and to enforce such provisions specifically (without posting a bond or other security). The Executive 
hereby waives any claim that Cinergy has an adequate remedy at law. In addition, and to the extent not prohibited by law, 
the Executive agrees that Cinergy shall be entitled to an award of all costs and attorneys' fees reasonably incurred by 
Cinergy in any successful effort to enforce the terms of this Agreement. The Executive agrees that the foregoing relief 
shall not be construed to limit or otherwise restrict Cinergy's ability to pursue any other remedy provided by law, including 
the recovery of any actual, compensatory or punitive damages. Moreover, if the Executive pursues any claims that he 
has waived in the Waiver and Release or otherwise breaches this Agreement, (i) the Executive agrees to immediately 
reimburse the Company for all amounts received by the Executive pursuant to this Agreement to the fullest extent 
permitted by law, and (ii) the Company will be relieved of any and all obligations to make future payments to the Executive 
pursuant to this Agreement. 

1.3. Return of Corporate Prouertv. Except as otherwise provided in this Agreement, the Executive agrees to return to 
Cinergy all keys, identification badges, electronic passes, credit cards, computer programs, and other property belonging 
to Cinergy when reql~ested and to do so by Cinergy's representative. 

14. Continuina Obliaations. The ExectJtive hereby affirms and acknowledges the Executive's continuing obligations 
to comply with the post--termination covenants contained in this Agreement, including, but not limited to, the provisions of 
Sections 7, 8, 9, 10, 11, 12 and '1 3 of this Agreement and the Waiver and Release. The Executive acknowledges that the 
restrictions contained therein are valid and reasonable in every respect, are necessary to protect Cinergy's legitimate 
business interests and hereby affirmatively waives any claim or defense to the contrary. 

15. No Admission of Liabilitv. The padies acknowledge that this Agreement is entered into solely for the purpose of 
ending their employment relationship on an amicable basis and shall not be construed as an admission of liability or 
wrongdoing by any party and that each party expressly denies any such liability or wrongdoing. 

16. No Reliance. The Executive does not rely, and has not relied, upon any representation or statement made by 
Cinergy or by any of Cinergy's employees, officers, agents, stockholders, directors or attorneys with regard to the subject 
matter, basis or effect of this Agreement other than those specifically contained herein. The Executive expressly agrees 
to defend, indemnify and hold harmless Cinergy and its directors, officers, employees, agents, representatives and 
insurers from and against any and all tax assessments, tax liens, penalties or interest assessed by the Internal Revenue 
Service, or any other federal, state or 



local taxing authority against the Executive on account of, arising out of or in any way connected with this Agreement. 
Notwithstanding the foregoing, in  the event that any benefits paid or payable to the Executive or for his benefit pursuant to 
the terms of this Agreement or any other plan or arrangement in connection with, or arising out of, his employment with , 
Cinergy or a change in ownership or effective control of Cinergy or of a substantial portiori of its assets ("Payments") 
would be subject to any excise tax pursuant to Section 4999 of the Interrial Revenue Code of 1986, as amended, then the 
Executive will be entitled to receive an additional payment (a "Gross-Up Payment") in an amount such that after payment 
by the Executive of all taxes (including any interest, penalties, additional tax, or similar items imposed with respect thereto 
and the excise tax), including any excise tax imposed upon the Gross-Up Payment, the Executive retains an amount of 
the Gross-Up Payment equal to the excise tax imposed upon or assessable against ttie Executive due to the Payments. 

17. Severability. The parties agree that each and every paragraph, sentence, clause, term and provision of this 
Agreemerit is severable and that, if any portion of this Agreement should be deemed not enforceable for any reason, such 
portion shall be stricken arid the rema.iriing portiori or portions thereof should continue to be enforced to the fullest extent 
permitted by applicable law. 

18. Consultation With Attorriev Advised. The Executive is advised to consult with an attorney prior to executing this 
Agreement. The Executive acknowledges being given that advice. The Executive represents that he has read and fully 
understands all of the provisions of this Agreernent. The Executive represents that he is voluntarily signing this 
Agreernerit. 

19. Bindiriu Effect of Aareement. This Agreernerit, once signed by each of the Executive and the Chief Executive 
Officer of Cinergy Corp., will be binding upon arid will operate for the benefit of the heirs, executors, administrators, 
assigns, and successors in interest of the Executive and Cinergy. Cinergy agrees that in the event of a sale, merger, 
acquisition, or other change in structure (including the cessation or restructuring of any part of Cinergy's business) andlor 
ownership, Cinergy will ensure that the contract language pertaining to the trarisaction confirrrls the continuing liability of 
Cinergy (and its assigns arid successors in interest) to the Executive under this Agreement. The Executive agrees that 
Cinergy Services, Inc. (andlor any of its authorized erriployees) is authorized to act for Cinergy with respect to all aspects 
pertaining to this Agreement, including the administration and interpretation of this Agreement. 

20. Complete Aareemerit. Except as otherwise expressly provided in this Agreement, the terms of this Agreement 
constitute the entire Agreernent betweeri the parties and supersede all previous communications, representations, and 
agreements, oral or written, betweeri ttie parties with respect to the subject matter of this Agreement. No agreement or 
understanding rriodifyirig this Agreement will be binding on either party uriless it is in writing and signed by an authorized 
representative of the party sought to be bound. If any part of this Agreement is adjudged by a court of competent 
jurisdiction (or the arbitrator(s) pursuant to Section 21) to be contrary to law, then this Agreement will, in all other respects, 
remain effective and binding to the full extent permitted by law. 



21. Arbitration. 

a. Any dispute between the parties under this Agreement, the breach thereof, the Executive's employment with 
Cinergy, or the termination thereof. shall be resolved (except as provided below) through informal arbitration by an arbitrator selected 
under the rules of the American AI-bitration Association (located in Cincinnati, Ohio) and the arbitration shall be conducted in that 
location under the rules of said Association, to the extent they do not conllict with this Agreement. 

b. Within thirty days of the notice of a demand lor arbitlation, both parties shall exchange with one another 
documents in their respective possession that are relevant to the dispute. There shall be no inte~~ogatories or depositions taken in 
preparation for the arbitration; provided, however, that the arbiirator may permit limited deposition discovery in extraordinary 
circumstances and if necessary to avoid manifest injustice. The grieving party shall file a written statement explaining his or its claim, 
including I-elevant documentation, within forty-five days of the notice Sol a1 bitration: the opposing party shall respond within thjl-ty 
days thereafter; and the grieving party may reply within fifteen days of the response. After this period of limited discovery, a live 
hearing before the arbitrator will occur. The arbitrator shall have the right only to interpret and apply the provisions of this Agreement 
and may not change any of its provisions. The determination of the arbitrator shall be conclusive and binding upon the parties and 
judgment upon the same may be entered in any court having jurisdiction thereof. The arbitrator shall give written notice to the parties 
stating his or their determjnation, and shall furnish to each party a signed copy of such dete~mination. 

c. The expenses of arbitration will be borne equally by the Executive and the Company, and each party will 
heal its own costs, including attorneys' fees; provided, however, that the arbitrator shall have the power to award such expenses and 
costs, including attorneys' fees, to the prevailing party in accordance with applicable law and to require Cinergy at the beginning of 
the proceedings to fully or partially reimburse (or provide an advance to) the Executive for expenses (but not for costs, including 
attorneys' fees) in the event the Executive can demonstrate that the amount of the expenses is an unreasonable impediment to 
adjudication of his claims in arbitration. If the arbitrator awards a monetary amount to either pasty in excess of $1,000,000, the party 
against whom the award was made may seek judicial resolution of the dispute under a de novo standard before any court with 
~ppropriate jurisdiction over the matter. 

d. Notwithstanding the foregoing, Cinergy shall not be required to seek or participate in arbitration regarding 
any breach by the Executive of his agreements in Sections 8, 9, 10, I I or 13 hereof, but may pursue its remedies for such breach in a 
court of competent jurisdiction in Cincinnati, Ohio. Any arbitration or action pursuant to this Section will be governed by and 
construed in accordance with the substantive laws of the State of Ohio, without giving effect to the principles of conflict of laws of 
such State. 

22. Governina Law. This Agreement will be interpreted, enforced, and governed i~nder the laws of the State of Ohio, 
without regard to any principles of conflicts of laws. 
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IN WITNESS WHEREOF, the parties have caused this Agreement to be executed, effective as of the date above written. 

CINERGY SERVICES, INC. EXECUTIVE 

By: Is/ James E. Rogers 
James E. Rogers 
Chairman and Chief Executive Officer 

IS/ William J. Grealis 
William J. Grealis 



EXHIBIT A 

:+:I: :* * :* 

WAIVER AND RELEASE AGREEMENT 

THIS WAIVER AND RELEASE AGREEMENT (this "Waiver and Release") is entered into by and between William J. 
Grealis (the "Executive") and Cinergy Services, Inc. (the "Company") (collectively, the "Parties"). 

WHEREAS, the Parties have entered into the Retire~nent and Consulting Agreement dated May 5, 2005 (the "Agreement"); 

WHEREAS, the Executive's employment has been terminated in accordance with the terms of the Agreement; 

WHEREAS. the Executive is required to sign this Waiver and Release in order to receive the paymelit of certain 
compensation under the Agreement following termination of employment; and 

WHEREAS, the Company has agreed to sign this Waiver and Release. 

NOW, THEREFORE, in consideration of the promises and agreements contained herein and other good and valuable 
consideration, the sufficiency and receipt of which are hereby acknowledged, and intending to be legally bound, the Parties agree as 
follows: 

1. This Waiver and Release is effective on the date hereof and will continue in effect as provided herein. 

2. In consideration 01 the payments to be made and the benefits to be received by the Executive pursuant to the Agreement (the 
"Benefits"), which the Executive acknowledges are in addition to payment and benefits to which the Executive would be 
entitlcd to but for the Agreement. the Executive, on behalf of himself, his heirs, representatives, agents and assigns by dower 
or otherwise hereby COVENANTS NOT TO SUE OR OTHERWISE VOLUNTARILY PARTICIPATE IN ANY 
L.AWSUIT AGAINST, FULL,Y RELEASES, INDEMNIFIES, HOL,DS HARMLESS and OTHERWISE FOREVER 
DISCHARGES (i) Cinergy, (ii) its compensation, benefit, incentive (including, but not limited to, individual incentive, 
annual incentive, long-term incentive and annual bonus), pension, welfare and other plans and arrangements, and any 
predecessor or successor to any such plans and arrangements and (iii) any of its current or former officers, directors, agents, 
executives, employees, attorneys, insurers, shareholders, predecessors, successors or assigns, from any and all actions, 
charges, claims, demands, damages or liabilities of any kind or character whatsoever, known or unknown, which the 
Executive now has or may have had whether or not based on or arising out of the Executive's employment relationship with 
Cinergy or the termination of that employment relationship through the date of execution of this Waiver and Release, other 
than workers' compensation claims filed prior to the date of execution of this Waiver and Release. The Executive 
acknowledges and understands that in the event the Executive files a charge or complaint with the Equal Employment 
Opportunity Commission ("EEOC"), the Ohio Civil Rights Commission ("OCRC"), the Indiana Civil Rights Commission 
("ICRC"), 



the Texas Workforce Commission Civil Rights Division ("TWCCRD"), the Occupational Safety and Health Administration 
("OSHA") or the Secretary of Labor, the Executive shall be entitled to no relief, reinstatement, remuneration, damages, back 
pay, front pay, or compensation whatsoever from Cinergy as a result of' such charge or complaint. Thc Executive 
understands and agrees that he is waiving and releasing any and all actions and causes of' action, suits, debts, claims, I 

complaints and demands of' any kind whatsoever, in law or in equity, including! but not limited to, the following: 

a. Those arising under any federal, state or local statute, ordinance or common law governing or relating to the 
Parties' employrrient relationship iricluding, but rlot limited to, (i) any clainis on accourit of, arising out of or in any way 
connected with the Executive's hiring by Cinergy, employment with Cinergy or the termination of that employment; (ii) any 
clairns alleged or which could have been alleged in any charge or cornplaint against Cinergy, including, but not limited to, 
those with the EEOC, OCRC, ICRC, TWCCRD, OSHA and the Secretary of Labor; (iii) any clairris relating to the conduct, 
including action or inaction, of any executive, employee, officer, director, agent or other representative of Cinergy; (iv) any 
claims of discrimination, harassment or retaliation on any basis; (v) any claims arising from any legal restrictions on an 
employer's right to separate its employees; (vi) any clairris for persorial injury, compensatory or punitive damages, front 
pay, back pay, liquidated damages, treble damages, legal andlor attorneys' fees, expenses and litigation costs or other 
forrns of relief; (vii) any claims for compensation and benefits; (viii) any cause of action or claim that could have beer1 
asserted in any litigation or other dispute resolution process, regardless of forurri (judicial, arbitral or other), against any 
employee, officer, director, agent or other representative of Cinergy; (ix) any claim for, or right to, arbitration, and any 
clairri alleged or which could have been alleged in any charge, cornplairit or request for arbitration against Cinergy; (x) any 
claim on account of, arising out of or in any way connected with any erriployment agreement between the Executive arid 
Cinergy; (xi) any clairn or1 account of, arising out of or in any way corinected with the alleged terrriiriation of the 
Executive's employrrient for "good reason"; (xii) ariy claim on account of, arising out of or in any way connected with 
medical, dental, life insurance or other welfare benefit plan coverage; and (xiii) all other causes of action sounding in 
contract, tort or other comrnori law basis, including, but riot limited to: (a) the breach of any alleged oral or written contract; 
(b) negligent or intentional misrepresentations; (c) wrongful discharge; (d) just cause dismissal; (e) defarriation; (f) 
interference with contract or busirless relationship; (g) negligent or intentional infliction of emotional distress; (h) 
prorriissory estoppel; (i) claims in equity or public policy; (j) assault; (k) battery; (I) breach of employee handbooks, 
manuals or other policies; (m) breach of fiduciary duty; (n) false irriprisonrnerit; (o) fraud; (p) invasion of privacy; (q) . 
whistleblower claims; and (r) negligence, negligent hiring, retention or supervision; and 

b. Those arising under any law relating to sex, age, race, color, religion, handicap or disability, harassment. veteran 
status, sexual orientation, retaliation, or national origin or Appalachian origin discrimination including, without 



limitation, any rights or claims arising under Title VII of the Civil Rights Act of 1866 and 1964, as amended. 42 
U S.C. $0 1981 and 2000(e) a m . ;  the Civil Rights Act of 1991; the Age Discrimination in E~nployrnent Act of 
1967, as amended, 29 U.S.C. $9 621 a m . ,  as amended by the Older Workers Benefit PI otection Act; the 
Americans with Disabilities Act of 1990, as amended, 42 U.S.C. $3 12.101 elsea.; Sections 806 and 1 107 of the 
Sarbanes-Oxley Act of 2002; the Fair L,abor Standards Act of 1938,29 U.S.C. $3 201 a sea.; the National Labor 
Relations Act, 29 U.S.C. $9 151 a=.; the Occupational Safety and Health Act, 29 U.S.C. $5 651 a m . ;  the 
Worker Adjustment and Retraining Notification Act, 29 U.S.C. $3  2101, el sea.; Ohio Civil Rights Statutes, Ohio 
Revised Code Chapter 41 12 a m . ;  the Ohio Whistleblower Act, Ohio Revised Code $ 41 13.51, a=.; Ohio 
Workers' Compensation Retaliation Statute, Ohio Revised Code 9 4123.90; the Indiana Civil Rights Act, IC $ 
22-9-1-12.1 et sea.; Indiana Equal Pay Statute, IC 3 20-8.1-6.1 ct seg.; Indiana Workers' Compensation Statute, 
IC 9 72-3-1-1 et sea., Indiana Whistleblower Statute, IC 3 22-5-3-3 et sea.; the Texas Corn~nission on Human 
Rights Act. Tex. Lab. Code. Ann. $321.001 el scq.; Tex. Lab. Code. Ann. $$21.051; Tex. L,ab. Code. Ann. 
$921.055, Texas Workers' Compensation Act, Texas Whistleblower Act, as such statutes may be amended flom 
time to time; and 

c. Those arising out of the Elnployee Retirement Income Security Act of 1974; and 

d. Those arising out of the Family and Medical L.eave Act, 29 U.S.C. $5  2601 e l m . ;  and 

e. Those arising under the civil rights, labor and employment laws of any state, municipality or local ordinance; and 

f. Any claim for reinstatement, compensatory damages, back pay, front pay. interest, punitive damages, special 
damages, legal andlor attorneys' fees, expenses and litigation costs including expert fees; and 

0 a . Any other federal or state statute that affords employees or individuals protection of any kind whatsoever. 

3. The Parties acknowledge that it is their mutual and specific intent that this Waiver and Release fully complies with 
the requirements of the Older Workers Benefit Protection Act (29 U.S.C. 5 626) and any similar law governing the release 
of claims. Accordingly, the Executive hereby acknowledges that: 

a. The Executive has consulted with an attorney prior to executing this Waiver and Release and acknowledges being 
given the advice to do so. The Executive represents that the Executive has read and fully understands all of the 
provisions of this Waiver and Release. The Executive represents that the Executive is voluntarily signing this 
Waiver and Release. 

b. The Executive has been offered at least twenty-one (21) days in which to review and consider this Waiver and 
Release. 



c. The Executive waives any right to assert ariy claim or demand for reemployment with Cinergy. 

4. The Parties agree that this Waiver and Release shall not become effective and enforceable until the date this 
Waiver and Release is signed by both Parties or seven (7) calendar days after its executiori by the Executive, whichever 
is later. The Executive rnay revoke this Waiver arid Release for any reason by providing written notice of such intent to 
the Company withiri seven (7) days after he has signed this Waiver arid Release, thereby forfeiting the Executive's right to 
receive any Benefits and rendering this Waiver and Release null and void in its entirety. 

5.  The Executive hereby affirms and acknowledges his continued obligations to corriply with the post-termination 
covenants coritained in the Ag reement, including but not lirnited to, the provisioris of Sections 8, 9, 10, 1 1, 12 and 13 of 
the Agreerrient. The Executive acknowledges that the restrictions contained therein are valid and reasonable in every 
respect, are necessary to protect Cinergy's legitimate business interests and hereby affirmatively waives any claim or 
defense to the contrary. 

6. In the event that the Executive breaches or threatens to breach any provision of this Waiver and Release, he 
agrees that Cinergy shall be entitled to seek any and all equitable arid legal relief provided by law, specifically including 
immediate and permanent injunctive relief. The Executive hereby waives any claim that Ciriergy has an adequate remedy 
at law. In addition, and to the extent not prohibited by law, the Executive agrees that Cinergy shall be entitled to an award 
of all costs and attorneys' fees incurred by Cinergy in any successful effort to enforce the terms of this Waiver and 
Release. The Executive agrees that the foregoing relief shall not be construed to limit or otherwise restrict Cinergy's 
ability to pursue any other remedy provided by law, including the recovery of any actual, corripensatory or punitive 
damages. Moreover, if the Executive pursues any claims against the Company subject to the foregoing Waiver and 
Release, the Executive agrees to irrirnediately reimburse the Cornpany for the value of all Benefits received to the fullest 
extent permitted by law. 

7. Cinergy hereby releases the Executive, his heirs, representatives, agerits and assigns from any arid all knowri 
clairris, causes of action, grievances, damages arid demands of any kind or riature based or1 acts or omissions committed 
by the Executive during and in the course of his employnient with the Company provided such act or omission was 
corrirnitted in good faith and occurred within the scope of his norrnal duties and responsibilities. 

8. The Parties acknowledge that this Waiver and Release is entered into solely for the purpose of ending their 
employment relationship on an arriicable basis and shall not be construed as an adniission of liability or wrongdoing by 
either Party arid that both Ciriergy and the Executive have expressly denied any such liability or wrongdoing. 

9. Each of the promises and obligations shall be binding upori and shall inure to the benefit of the heirs, executors, 
administrators, assigns and successors in interest of each of the Parties. 



10. The Parties agree that each and every paragraph, sentence, clause, term and provision of this Waiver and 
Release is severable and that, if any portion of this Waiver and Release should be deemed not enforceable for any 
reason, such portion shall be stricken and the remaining portion or portions thereof should continue to be enforced to the 
fullest extent permitted by applicable law. 

11. This Waiver and Release shall be governed by and interpreted in accordance with the laws of the State of Ohio 
without regard to any applicable state's choice of law provisions. 

12. The Executive represents and acknowledges that in signing this Waiver and Release he does not rely, and has 
not relied, upon any representation or statement made by Cinergy or by any of Cinergy's employees, officers, agents, 
stockholders, directors or attorneys with regard to the subject matter, basis or effect of this Waiver and Release other than 
those specifically contained herein. 

13. This Waiver and Release represents the entire agreement between the Parties concerning the subject matter 
hereof, shall supersede any and all prior agreements which may otherwise exist between them concerning the subject 
matter hereof (specifically excluding, however, the post-termination obligations contained in the Agreement or any other 
legally-binding document), and shall not be altered, amended, modified or otherwise changed except by a writing 
executed by both Parties. 

14. Capitalized words and terms used throughout this Waiver and Release that are not defined in this Waiver and 
Release shall have the meaning given to s i~ch  word or term in the Agreement. 



PLEASE READ CAREFULLY. WITH RESPECT TO THE EMPLOYEE, THIS 

WAIVER AND RELEASE INCLUDES A COMPLETE RELEASE OF ALL KNOWN 

AND UNKNOWN CLAIMS. 

IN WITNESS WHEREOF, the Parties have themselves signed, or caused a duly authorized agent thereof to sign, this Waiver 
and Release on their behalf and thereby acknowledge their intent to be bound by its terms and conditions. 

EMPLOYEE CINERGY SERVICES, INC. 

Signed: Is1 William J. Grealis 

Printed: William J. Grealis 

Dated: Mav 5. 2005 

By: Is/ James E. Rogers 

Title: Chairman and Chief Executive Officer 

Dated: Mav 5. 2005 



Exhibit 31.a 

CERTIFICATION OF THE CHIEF EXECUTIVE OFFICER 

PIJRSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002 

I, James E. Rogcrs, certify that: 

1.  I have reviewed this quarterly report on Form 10-Q of Cincl-gy Corp., The Cincinnati Gas &. Electric Company, PSI Energy, Inc., 
and The Union L,ight. Heat and Power Company; 

2. Based on my knowledge, this report does not contain any untluc statclnent of a matclial lhct 01 omit to state a material fact 
neccssaly to make the statelncnts made, in light of thc circumstances undcr which such statements were made, not misleading with 
respect to the pcriod coveled by this leport; 

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all 
material respects the financial condition, results of operations and cash flows of the registrants as of, and lor, the periods presented in 
this rcport; 

4. The registrants' other certifying officers and I are responsible for establishing and maintaining disclosure controls and plocedures 
(as defined in Exchange Act Rules 1%-15(e) and 15d-lS(e)) for the registrants and internal control over financial reporting (as 
defined in Exchange Act Rules 1%-15(f) and 15d-15(f)) for Cinergy Corp. and have: 

a) Designed such disclosure controls and procedures. or caused such disclosure controls and procedures to bc designed under 
our supervision, to ensure that matcrial information relating to the registrants, including their consolidated subsidiaries, is 
made known to us by others within those entities, particularly during the period in which this report is being prepared; 

b) Designed such internal control ovcr financial reporting, or caused such internal control over financial reporting to be 
designed under our supervision, 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; 

C) Evaluated the effectiveness of the registrants' disclosure controls and procedures and presented in this report our 
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covcred by this 
rcport based on such evaluation; and 

d) Disclosed in this report any change in the registrants' internal control over financial reporting that occurred during the 
registrants' most recent fiscal quarter (the registrants' fourth fiscal quarter in the casc of an annual report) that has materially 
affected, or is reasonably likely to materially affect, the registrants' internal control over financial reporting; and 

5. The registrants' other certifying officers and I have disclosed, based on our most recent evaluation of internal control over financial 
reporting, to the registrants' auditors and the audit committee of the registrants' board of directors (or persons performing the 
equivalent functions): 

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting 



which are reasonably likely to adversely affect the regist~ants' ability to record. process, summarize and report financial 
information; and 

b) Any fraud, whetl~er or not material. that ~nvolves management or othc~ crnployees who have a srgnrfrcant role In the 
~cgrstrants' ~nternal control over financial reporting 

Date: May 10, 2005 

IS/ James E. Roze1.s 

James E. Rogers 
Chief Executive 01 ficer 



Exhibit 31.b 

CERTIFICATION OF THE CHIEF FINANCIAL OFFICER 

PIJRSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002 

I, James L,. Turner, certify that: 

1. I have reviewed this quarterly report on Form 10-Q ofcinergy Corp., The Cincinnati Gas & Electric Company, PSI Energy, Inc., 
and The Union L,ight, Heat and Power Company; 

2. Based on my knowledge, this leport does not contain any untrue statement of a material fact or omit to state a material fact 
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with 
respect to the period covered by this report; 

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all 
material respects the financial condition, results of operations and cash flows of the registrants as of, and for, the periods presented in 
this report; 

4. The registrants' other certifying olficers and I are responsible for establishing and maintaining disclosure controls and procedures 
(as defined in Exchange Act Rules 1%-15(e) and 15d-15(e)) for the registrants and internal control over financial reporting (as 
defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for Cinergy Corp. and have: 

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under 
our supervision, to ensure that material information relating to the registrants, including their consolidated subsidiaries, is 
made known to us by others within those entities, particularly during the period in which this report is being prepared; 

b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be 
designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the 
preparation of financial statemcnts for external purposes in accordance with generally accepted accounting principles: 

C) Evaluated the effectiveness of the registrants' disclosure controls and procedures and presented in this report our 
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this 
report based on such evaluation; and 

d) Disclosed in this report any change in the registrants' internal control over financial reporting that occurred during the 
registrants' most recent fiscal quarter (the registrants' fourth fiscal quarter in the case of an annual report) that has materially 
affected, or is reasonably likely to materially affect, the registrants' internal control over financial reporting; and 

5. The registrants' other certifying officers and I have disclosed, based on our most recent evaluation of internal control over financial 
reporting, to the registrants' auditors and the audit committee of the registrants' board of directors (or persons performing the 
equivalent functions): 



a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting 
which are seasonably likely to adversely affect the registrants' ability to record, process, summarize and report financial 
information; and 

b) Any f~aud,  whether 01 not material. that involves management or other employees who have a significant role in the 
registrants' intcrnal control over linancial reporting. 

Date: May 10, 2005 

Is1 James L. Turner. 

James L. Turner 
Chiel' Financial Officer 



Exhibit 32.a 

CERTIFICATION PURSUANT TO 
18 U.S.C. SECTION 1350, 

AS ADOPTED PURSUANT TO 
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

In connection wit11 the Quarterly Report 01 Cinergy Corp., The Cincinnati Gas & Electric Company, PSI Energy, Inc. and The TJnion 
Light. Heat and Power Company (the "Companies") on Form 10-Q for the period ending March 31,2005 as filed with the Securities 
and Exchange Commission on the date hereof (the "Report"), I, James E. Rogers, Chiel Executive Officer of the Companies, certify, 
pursuant to 18 U.S.C. 3 13.50, as adopted pursuant to 3 906 ofthe Sarbanes-Oxley Act 01 2002, to the best of my knowledge and 
belief. that: 

( 1 )  The Report fully co~nplies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and 

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and result ol 
operations of the Companies. 

Date: May 10, 2005 

IS/ James E. Rogers 
James E. Rogers 
Chief Executive Officer 



Exhibit 32.b 

CERTIFICATION PURSUANT TO 
18 U.S.O. SECTION 1350, 

AS ADOPTED PURSUANT TO 
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

In connection with the Quarterly Report of Cinergy Corp., The Cincinnati Gas & Electric Company, PSI Eneigy, Inc. and The Union 
Light, Heat and Powel Cornpany (the "Companics") on Form 10-Q for the period ending March 3 1,2005 as filed with the Securities 
and Exchange Commission on the date hereof(tt1c "Report"), I. James L. Turner, Chief Financial Officer or  the Companies, certify. 
pursuant to 18 U.S.C. S: 1350. as adopted puIsuant to 3 906 of the Sarbancs-Oxley Act of2002, to the best of my knowledge and 
beliel, that. 

(1) The Report fully complies with the requi~e~nents of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and 

(2) 'The information contained in the Report fairly presents, in all material respects, the financial condition and result of 
operations of the Companies. 

Date: May 10, 2005 

IS/ James L. Turner 
James L. Turner 
Chief Financial Officer 

Created by lOKWizard www. 1 0KWizard.com 



UNITED STATES 

SECURITIES AND EXCHANGE COMMISSION 

WASHINGTON, D.C. 20549 

FORM 10-Q 

(Mark One) 

H QUARTERLY WPORT PURSUANT TO SECTION 13 OR 15(d) OF TJ3E 
SECURITIES EXCEUNGE ACT OF 1934 

For the quarterly period ended September 30,2004 
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This combined Form 10-Q is separately filed by Cinergy Corp., The Cincinnati Gas & Electric Company, PSI Energy, Inc., and 
The Union Light, Heat and Power Company. Information contained herein relating to any individual registrant is filed by such 
registrant on its own behalf. Each registrant makes no representation as to information relating to the other registrants. 
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CINERGY CORP. 
AND SUBSIDIARY COMPANIES 



CINERGY CORP. 

CONDENSED CONSOLIDATED STATEMENTS OF INCOME 

Quarter Ended Year to Date 
September 30 September 30 

2004 2003 2004 2003 
(in thousands, except per sitare amounts) 

lunnrmitpn\ , - - - - - - -- - - 
Operating Revenues 

Income Before Discontinued Oper 
Changes in Accounting Principl 

Net Income 

Average Common Shares Outstand 80,881 177,75 1 180,129 175,944 

fore discontinued operations and cumulative effect of 
in accounting principles 

'nued operations, net of tax 
ive effect of changes in accounting principles, net of tax - - - 0.15 

$0.51 $0.63 $1.41 $2.06 

Earnings Per Common Share - Diluted (Note 10) 



Income before discontinued o~erations and cumulative effect of 

The accompanying notes as they relate to Cinergy Corp. are an integral part of these condensed consolidated financial 
statements. 



CINERGY CORP. 
CONDENSED CONSOLIDATED BAI,ANCE SHEETS 

ASSETS 

September 30 December 3 1 

(dollars in thousands) 
(unaudited) 

Current Assets 

Other Assets 

The accompanying notes as they relate to Cinergy Corp. are an integral part of these condensed consolidated financial 
statements. 



CINERGY COW. 

CONDENSED CONSOLIDATED BALANCE SHEETS 

LMILITmS AND SHAREHOLDERS' EQUITY 

September 30 December 31 

(dollars in thousands) 

Other 145,072 107,438 
Total Current Liabilities 3,235,212 3,121,443 

. , 

Unamortized investment tax credits '1015977 108,884 

Total Non-Current Liabilities 7.164.361 7.222.669 , , , , 

Liabilities of Discontinued Operations - 11,594 

Commitments and Contingencies (Note 6) 

Total Liabilities 10,399,573 10,355,706 

Cumulative Preferred Stock of Subsidiaries 
Not subject to mandatory redemption 62,818 62,8 18 

, , 

Retained earnings 135 1,003 
Treasury shares at cost - 126,509 shares at September 30, 2004, and 101,515 shares at 

Total Liabilities and S 



The accompanying notes as they relate to Cinergy Corp. are an integral part of these condensed consolidated financial 
statements. 



CINERGY COW. 

CONDENSED CONSOLIDATED STATEMENTS OF CHANGES IN COMMON STOCK EQUITY 

Accumulated Total 
Other Common 

Common Paid-in Retained Treasury Comprehensive Stock 
Stock Ca~ital Earnings Stock Income CLoss) Equitv 

(dollars in thousands, except per share amounts) 
(unaudited) 

Quarter Ended September 30,2004 

Balance at July 1,2004 
(180,323,246 shares) $ 1,804 $ 2,248,084 $ 1,543,883 $ (3,966)$ (39,804) $ 3,750,001 

Other com~rehensive loss. net of 

Unrealized loss on investment 

Issuance of common stock - net 
(675,273 shares) 7 20.989 20996 . , - ,  - 

Treasury shares purchased 
(2,963 shares) (6( 

Dividends on common stock 

Ending balance at September 30, 
2004 (180,995,556 shares) $ 1,811 $ 2,272,651 9; 1,551,848 $ (4,026)$ (41,345) $ 3,780,939 

Balance at Julv 1,2003 

... 7 -  - - 
Other comprehensive income (loss), 

net of tax effect of $2,532 
Foreign currency translation 

adiustment \-,- --, \-I- --, 
Minimum pension liability 

adjustment 26 26 
Unrealized gain on investment 

trusts 32 32 

Issuance of common stock - net 
(952,704 shares) 10 31,824 3 1,834 

Dividends on common stock 
(8 1,725) 

Ending balance at September 30,2003 
(177,899,822 shares) $ 1.779 $ 2,170,392 $ 1 S25.727 $ - $ (29.680) $ 3.668.21 8 



The accompanying notes as they relate to Cinergy Corp. are an integral part of these condensed consolidated financial 
statements. 



CINERGY COW. 

CONDENSED CONSOLIDATED STATEMENTS OF CHANGES IN COMMON STOCK EQUITY 

(Continued) 

Accumulated Total 
Other Common 

Common Paid-in Retained Treasury Comprehensive Stock 
Stock Capital Earnines Stock Income (Loss) Equity 

(dollars in thousands, except per share amounts) 
(unaudited) 

Year to Date September 30,2004 

Balance at January 1,2004 
(178,336,854 shares) $ 1,784 $ 2,195,985 $ 1,551,003 $ (3,255)$ (44,835) $ 3,700,682 

(loss), net of tax effect of 
$(I -928) -\-,- --, 
Foreign currency translation 

-. 
adjustment 

-~ .- 
691 69 1 

Unrealized loss on investment 

Ending balance at September 30, 
2004 (180,995,556 shares) $ 1,811 $ 2272,651 $ 1,551,848 $ (4,026)$ (41,345 ) $ 3,780,939 

Balance at January 1,2003 

adjustment, net of 
reclassification adjustments of 



The accompanying notes as they relate to Cinergy Corp. are an integral part of these condensed consolidated financial 
statements. 



CINERGY CORP. 

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS 

Year to Date 
Sentember 30 

(dollars in thousands) 
funaudited) > .. . . . . . -. . . - , 

Cash FIows from Continuing Operations 

" 
Regulatory assets deferrals (471863) 

" 
Cost of removal (13i037) (10;658) 

Investing. Activities - 
Construction expenditures (less allowance for equity funds used during construction) (473,354) (498,013) 

Net increase (decrease) in cash and cash equivalents from continuing operations (16,746) 286,288 
Cash and cash equivalents from continuing operations a t  beginning of period 169,120 200,112 
Cash and cash equivalents from continuing operations at end of period 152,374 $ 486,400 

Cash FIows from Discontinued Onerations 
Operating activities (7,093) $ 

Net decrease in cash and cash equivalents from discontinued operations - (20,971) 
Cash and cash equivalents from discontinued operations at beginning of period - 20,971 



Non-cash financing. activities: " 
Issuance of debt securities held as restricted cash $ 54,890 $ - 

The accompanying notes as they relate to Cinergy Corp. are an integral part of these condensed consolidated financial 
statements. 



THE C GAS & 
ELECTR C COMPANY 

AND SUBSIDIARY COMPANIES 



THX CINCINNATI GAS & ELECTRIC COMPANY 

CONDENSED CONSOL,IDATED STATEMENTS OF INCOME AND COMPREHENSIVE INCOME 

Quarter Ended Year to Date 
September 30 September 30 

2004 2003 2004 2003 
(dollars in thousands) 

(unaudited) 

Income Before Cumulative Effect of Changes in 
Accounting Principles 64,073 78,863 196,837 2 16,080 

Other Comprehensive Income (Loss), Net of Tax (2) 2,720 2,881 (307) 

Comprehensive I 



The accompanying notes as they relate to The Cincinnati Gas & Electric Company are an integral part of these condensed 
consolidated financial statements. 



THE CINCINNATI GAS & E1,ECTRIC COMPANY 

CONDENSED CONSOLIDATED BALANCE SHEETS 

ASSETS 

Seatember 30 December 3 1 

(dollnrs in thousands) 
(unaudited) 

Current Assets 

Property, Plant, and Equipment - at Cost 
Utilitv ~ l a n t  in service 

J r 

Electric 2,232,418 2,155,457 

Other Assets 
Regulatory assets 578,522 594,764 

Total Assets $ 6,085,968 $ 5,809,479 

The accompanying notes as they relate to The Cincinnati Gas & Electric Company are an integral part of these condensed 
consolidated financial statements. 



THE CINCINNATI GAS & ELECTRIC COMPANY 

CONDENSED CONSOLIDATED BALANCE SHEETS 

LIABILITIES AND SHAREHOLDERS' EQUITY 

September 30 December 31 
2004 2003 

(dollars in tl~ousarzds) 
(unaudited) 

Accrued taxes 177,519 146,216 

Other 36304 32.3 19 
Total Current Liabilities 1,230,649 903,246 

Non-Current Liabilities 
Long-term debt (Note 3) 1,309,738 1,458,807 

Commitments and Contingencies (Note 6) 

Total Liabilities 4,128,715 3,882,801 

Not subject to mandatory redemption 20,485 20,485 

The accompanying notes as they relate to The Cincinnati Gas & Electric Company are an integral part of these condensed 
consolidated financial statements. 





THE CINCINNATI GAS & ELECTRIC COMPANY 

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS 

Year to Date 
Seatember 30 

2004 2003 
(dollars in thousands) 

(unaudited) 

Operating Activities 
Net income !4 196.837 .R 24741 8 - -. - 7 - - -  - 
Adjustments to reconcile net income to net cash provided by operating activities: 

\ -  - 7 - - -  I 

Other liabilities 5,973 (15,350) 

Net cash provided by operatine activities 280,129 345.9 15 

Financing Activities 

used during construct 



The accompanying notes as they relate to The Cincinnati Gas & Electric Company are an integral part of these condensed 
consolidated financial statements. 



PSI ENERGY, INC. 
AND SUBSIDIARY COMPANY 



PSI ENERGY, INC. 

CONDENSED CONSOLIDATED STATEMENTS OF INCOME AND COMPREHENSIVE INCOME 

Quarter Ended 
September 30 

Year to Date 
September 30 

2004 2003 2004 2003 
(dollars in thousands) 

(unaudited) 

Operating Expenses 

Operating Income 112,375 88,768 267,077 21 8,225 

Income Taxes 41,237 26,808 9 1,626 64,107 

Income Before Cumulative Effect of a Change in 

Cumulative effect of a change in accounting principle, 
net of tax (Note 1 (d ) ( i i ) )  - - - (494) 

Net Income Applicable to Common Stock $ 47,840 $ 36,945 $ 112.799 $ 92.458 

The accompanying notes as they relate to PSI Energy, h c .  are an integral part of these condensed consolidated financial 
statements. 





PSI ENERGY, INC. 

CONDENSED CONSOLIDATED BA1,ANCE SHEETS 

ASSETS 

September 30 December 3 1 
2004 2003 

(dollars h thousartds) 
(urtaudiied) 

Current Assets 

Property, Plant, and Equipment - at Cost 

Other Assets 

Total Assets $ 5,244,713 $ 5.1 39,637 

The accompanying notes as they relate to PSI Energy, Inc. are an integral part of these condensed consolidated financial 
statements. 



PSI ENERGY, INC. 

CONDENSED CONSOLLDATEI) BALANCE SHEETS 

LIABZLITIES AND SHAREHOLDERS' EQUITY 

September 30 December 31 
2004 2003 

(dollars in thousarrds) 
(unaudited) 

Current Liabilities 

Accrued interest 26,926 26,6 15 

Other 24,295 25,636 

.- - 

Unamortized investment tax credits 275377 29,69t 

Total Non-Current Liabilities 2.948.771 2.930.730 z ,  , -  , - -  

Commitments and Contingencies (Note 6) 

Total Liabilities 3,541,357 3,464,122 

Cumulative Preferred Stock 
Not subject to mandatory redemption 42,333 42,333 

Common Stock En~litv - - - - - - - . - - -. - 3 - - - J  

Common stock - without par value; $.01 stated value; authorized shares - 60,000,000; 
outstanding shares - 53,913,701 at September 30, 2004, and December 3 1,2003 539 539 

Total Liabilities and Shareholders' Equity 5.244,713 $ 5,139,637 

The accompanying notes as they relate to PSI Energy, Inc. are an integral part of these condensed consolidated financial 
statements. 





PSI ENERGY, INC. 

CONDENSED CONSOLITlATED STATEMENTS OF CASH FLOWS 

Year to Date 
Seotember 30 

2004 2003 
(dollars in thousands) 

(unaudited) 

- 7 - -  - - .,-- - 
Adjustments to reconcile net income to net cash provided by operating activities: 

tretirement benefit c 

Accrued taxes and interest 

Financing Activities a 

Change in short-term debt, including net affiliate notes (34,857) 

Construction expenditures (less allowance for equity funds used during construction) (217,413) (231,201) 
Withdrawal of restricted cash held on deuosit 14.861 - - - 7 -  - -  

Other investments (2,063) (2.486) 

Net cash used in investing activities (204,615 ) (233.687) 

Net increase in cash and cash equivalents 25,543 9,445 

Cash and cash equivalents at beginning of period 6.565 2.007 

Interest (net of amount c a ~ i  
income taxes 281302 $ 50,4 19 



The accompanying notes as they relate to PSI Energy, Inc. are an integral part of these condensed consolidated financial 
statements. 



THE UNION LIGHT, HEAT 
AND POWER COMPANY 



THE UNION LIGHT, HEAT AND POWER COMPANY 

CONDENSED STATEMENTS OF INCOME 

Quarter Ended 
Seatember 30 

Year to Date 
Seotember 30 

(dollars in tl~ousasds) 
(unaudited) 

Operating Expenses 
Electricitv uurchased from parent comuanv for 

omration and maintenance 14.893 14.689 42.448 41.068 
8 - 

Depreciation 45992 4,554 141944 13,582 

Miscellaneous Income - Net 294 886 1,035 3,266 

The accompanying notes as they relate to The TJnion Light, Heat and Power Company are an integral part of these condensed 
financial statements. 



THE UNION LIGHT, HEAT AND POWER COMPANY 

CONDENSED BALANCE SHEETS 

ASSETS 

Sentember 30 December 31 

(dollars in thousands) 
(unaudited) 

Accounts receivable less accumulated provision for doubtful accounts of $17 at 

Total Current Assets 

Property, Plant, and Equipment - at Cost 
Utilitv ~ l a n t  in service , r 

Electric 283,525 273,895 
Gas 251,354 239,670 
Common 53.55 1 53,29' 

Other Assets 
Renulaton, assets 13.1 82 13.224 

Total Other Assets ' 13.898 17.127 

The accompanying notes as they relate to The Union Light, Heat and Power Company are an integral part of these condensed 
financial statements. 



THE UNION LIGHT, HEAT AND POWER COMPANY 

CONDENSED BALANCE SHEETS 

LIABILITIES AND SHAREHOLDER'S EQUITY 

September 30 December 31 
2004 2003 

(dollars in thousands) 
(unaudited) 

Current Liabilities 

Non-Current Liabilities 

Commitments and Contingencies (Note 6 )  

Total Liabilities 246,760 259,3 15 

The accompanying notes as they relate to The Union Light, Heat and Power Company are an integral part of these condensed 
financial statements. 



THE UNION LIGHT, HEAT AMD POWER COMPANY 

CONDENSED STATEMENTS OF CASH FLOWS 

Year to Date 
Sentember 30 

2004 2003 
(dollars in thousarzds) 

Other liabilities (1.178) 375 

Net cash vrovided bv operating activities 38,757 25,066 

Net cash provided by (used in) financing activities (8,338) 3,345 

Interest (net of amount capitalized) 3,814 $ 4,240 
Income taxes 4 $ 3,001 

The accompanying notes as they relate to The Union Light, Heat and Power Company are an integral part of these condensed 
financial statements. 



NOTES TO CONDENSED FINANCIAI, STATEMENTS 

NOTES TO CONDENSED FINANCIAL STATEMENTS 

In this report Cinergy (which includes Cinergy Corp. and all of our regulated and non-regulated subsidiaries) is, at times, referred to 
in the first person as "we", "our", or "us". In addition, when discussing Cinergy's financial information, it necessarily includes the 
results of The Cincinnati Gas & Electric Company (CG&E), PSI Energy, Inc. (PSI), The TJnion Light, Heat and Power Company 
(ULH&P) and all of Cinergy's other consolidated subsidiaries. When discussing CG&E's financial information, it necessarily 
includes the results of UI,H&P and all of CG&E's other consolidated subsidiaries. 

1. Summary of Significant Accounting Policies 

(a) Presentation 

Our Condensed Financial Statements reflect all adjustments (which include normal, recurring adjustments) necessary in the opinion of 
the registrants for a fair presentation of the interim results. These results are not necessarily indicative of results for a full year. These 
statements should be read in con,junction with the Financial Statements and the notes thereto included in the registrants' combined 
Form 10-K for the year ended December 31,2003 (2003 10-K). Certain amounts in the 2003 Condensed Financial Statements have 
been reclassified to conform to the 2004 presentation. 

Management makes estimates and assumptions when preparing financial statements under generally accepted accounting principles. 
Key estimates and judgments include: 

Valuing derivative contracts used in our energy marketing and trading activities; 

* Evaluating the regulatory recoverability of various costs; 

Providing reserves for contingencies, including legal, environmental, and income taxes; 

Calculations of unbilled revenues; and 

Evaluating various non-regulated fixed assets and investments for impairment. 

These estimates and judgments are discussed more fully in Critical Accounting Policies in our 2003 10-K. Actual results could differ, 
as these estimates and assumptions involve judgment about future events or performance. 

(b) Revenue Recognition 

(i) Utility Revenues 

CG&E, PSI, and UI,H&P (collectively, our utility operating companies) record Operating Revenues for electric and gas service 
when delivered to customers. Customers are billed throughout the month as both gas and electric meters are read. We recognize 
revenues for retail energy sales that have not yet been billed, but where gas or electricity has been consumed. This is termed "unbilled 
revenues" and is a widely recognized and accepted practice for utilities. In making our estimates of unbilled revenues, we use 
complex systems that consider various factors, including weather, in our calculation of retail customer consumption at the end of each 



month. Given the use of these systems and the fact that customers are billed monthly, we believe it is unlikely that materially different 
results will occur in future periods when these amounts are subsequently billed. 
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The amount of unbilled revenues for Cinergy, CG&E, PSI, and ULH&P as of September 30,2004 and 2003, were as follows: 

(ii) Energy Marketing and Trading Revenues 

We market and trade electricity, natural gas, and other energy-related products. Many of the contracts associated with these products 
qualify as derivatives in accordance with Statement of Financial Accounting Standards No. 133, Accounting for Derivative 
Instruments and Hedging Activities. We designate derivative transactions as either trading or non-trading at the time they are 
originated in accordance with Emerging Issues Task Force ( E r n )  Issue 02-3, Issues Involved in Accountiitg for Derivative Contracts 
Held for Trading Purposes and Contracts Involved in Energy Trading and Risk Managemerzt Activities. Generally, trading contracts 
are reported on a net basis and non-trading contracts are reported on a gross basis. Net reporting requires presentation of realized and 
unrealized gains and losses on trading derivatives on a net basis in Operating Revenues. Gross reporting requires presentation of sales 
contracts in Operating Revenues and purchase contracts in Fuel and purchased power expense or Gas purchased expense. 

(c) Derivatives 

Cinergy designates derivatives as fair value hedges for certain volumes of our natural gas held in storage. Under this accounting 
election, changes in the fair value of both the derivative as well as the hedged item (the specified gas held in storage) are included in 
Gas Operating Revenues in Cinergy's Condensed Consolidated Statements of Income. We assess the effectiveness of the derivatives 
in offsetting the change in fair value of the gas held in storage on a quarterly basis. Selected information on Cinergy's hedge 
accounting activities were as follows: 

Quarter Ended Year to Date 
September 30,2004 September 30,2004 

(in millions) 

Portion of gain (loss) on hedging instruments 
determined to be ineffective and included in 
net income $ (3)  $ - 

Portion of gain (loss) on hedging instruments 
excluded from assessment of effectiveness and 

Total 

(d) Accounting Changes 

( i )  Consolidation of Variable Interest Entities (VIE) 



In January 2003, the Financial Accounting Standards Board (FASB) issued Interpretation No. 46, Consolidation of Variable Interest 
Entities (Interpretation 46), which significantly changes the consolidation requirements for traditional special purpose entities (SPE) 
and certain other entities 
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subject to its scope. This interpretation defines a VIE as (a) an entity that does not have sufficient equity to support its activities 
without additional financial support or (b) any entity that has equity investors that do not have voting rights, do not absorb first dollar 
losses, or receive returns. These entities must be consolidated whenever Cinergy worlld be anticipated to absorb greater than 50 
percent of the losses or receive greater than 50 percent of the returns. 

In accordance with its two stage adoption guidance, we implemented Interpretation 46 for traditional SPEs on July 1, 2003, and for all 
other entities, including certain operating joint ventures, as of March 31,2004. The consolidation of certain operating joint ventures 
as of March 31,2004, did not have a material impact on our financial position or results of operations. 

Cinergy also holds interests in several joint ventures, primarily engaged in cogeneration and energy efficiency operations, that are 
considered VIES which do not require consolidation. Our exposure to loss from our involvement with these entities is not material. 

(ii) Cumulative ESfect of Changes in Accounting Principles 

In 2003, Cinergy, C!G&E, and PSI recognized Cumulative effect of changes in accounting principles, net oftau gainl(1oss) of 
approximately $26 million, $31 million, and $(0.5) million, respectively. The cumulative effect of changes in accounting principles 
was a result of the adoption of Statement of Financial Accounting Standards No. 143, Accounting for Asset Retirement Obligations 
and the rescission of EITF Issue 98-10, Accounting for Contracts Involved in Energy Trading and Risk Management Activities as 
discussed in the 2003 10-K. 

2. Common Stock 

As discussed in the 2003 10-K, Cinergy issues new Cinergy Corp. common stock shares to satisfy obligations under certain of its 
employee stock plans and the Cinergy Corp. Direct Stock Purchase and Dividend Reinvestment Plan. During the nine months ended 
September 30, 2004, Cinergy issued approximately 2.7 million shares under these plans. 

3. Long-term Debt 

In February 2004, CG&E repaid at maturity $1 10 million of its 6.45% First Mortgage Bonds. 

In April 2004, Cinergy Corp. repaid at maturity $200 million of its 6.125% Debentures. 

In September 2004, Cinergy Corp. repaid at maturity $500 million of its 6.25% Debentures. 

4. Notes Payable and Other Short-term Obligations 

(a) Short-term Notes 



In April 2004, Cinergy Corp. successfully placed two senior unsecured revolving credit facilities with an aggregate borrowing 
capacity of $1.5 billion, comprised of a $500 million 364-day facility and a $1 billion three-year facility. These facilities replaced 
two facilities that were scheduled to expire in April and May of 2004, respectively. 
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At September 30,2004, Cinergy Corp. had approximately $582 million remaining unused and available capacity relating to its $1.5 
billion revolving credit facilities. These revolving credit facilities include the following: 

Outstanding 
Established and Unused and 

Credit Facility Expiratian Lines Committed Available 
(in millions) 

364-day senior revolving April 2005 

Total 364-day facility 500 - 500 

Three-year senior revolving April 2007 
Direct borrowing - - 
Commercial paper support 912 

(b) Commercial Paper 

Cinergy Corp.'s commercial paper program is supported by Cinergy Corp.'~ $1.5 billion revolving credit facilities. The commercial 
paper program supports, in part, the short-term borrowing needs of CG&E and PSI and eliminates their need for separate commercial 
paper programs. In September 2004, Cinergy Corp. expanded its commercial paper program from $800 million to a maximum 
outstanding principal amount of $1.5 billion. As of September 30,2004, Cinergy Corp. had $912 million in commercial paper 
outstanding. 

(c) Variable Rate Pollutiorz Control Notes 

In August 2004, PSI borrowed the proceeds from the issuance by the Indiana Development Finance Authority of $55 million principal 
amount of its Environmental Revenue Bonds, Series 2004A, due August 2039. The initial interest rate for the bonds was 1.13 percent 
and is reset weekly. Proceeds from the borrowing will be used for the acquisition and construction of various solid waste disposal 
facilities located at various generating stations in Indiana. The $55 million is being held in escrow by an independent trustee and will 
be drawn upon as facilities are built. Holders of these notes are entitled to credit enhancement in the form of a standby letter of credit 
which, if drawn upon, provides for the payment of both interest and principal on the notes. Because the holders of these notes have 
the right to have their notes redeemed on a weekly basis, they are reflected in Notes payable and other short-term obligations on 
Cinergy's and PSI'S balance sheets. 
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The followi~ig table summarizes our Notes payable and other short-term obligations and Notes payable to ajYiliated companies. 

September 30,2004 December 31,2003 
Established Estabtished 

Limes Outstanding Lines Outstanding 
(in millions) 

Cinergy 
Cinergy Corp. 

- 
Commercial paper(?) 912 146 

Utility operating 
companies 
Uncommitted lines(1) 75 - 75 - 

Pollution control notes 248 193 

Non-regulated 
subsidiaries 
Revolving lines 14 10 19 10 I - 
Short-term debt 2 2 
Pollution control notes 25 

Uncommitted lines(') $ 15 $ - $ 15 $ - 
Pollution control notes 112 112 
Money pool 242 49 

CG&E Total $ 354 P; 161 

PSI 
Uncommitted lines(1) $ 60 $ - $ 60 $ - 
Pollution control notes 136 8 1 

- - - - - - - 

Money pool $ 37 $ 45 

(I)  These facilities are not guaranteed sources of capital and represent an informal agreement 
to lend money, subject to availability, with pricing to be determined at the time of advance. 

(2) In September 2004, Cinergy Corp. increased its commercial paper program limit from 
$800 million to $1.5 billion. The commercial paper program is supported by Cinergy 
Corp.'s revolving lines of credit. 



In our credit facilities, Cinergy Corp. has covenanted to maintain: 

a consolidated net worth of $2 billion; and 

ratio of consolidated indebtedness to consolidated total capitalization not in excess of 65 percent. 

A breach of these covenants could result in the termination of the credit facilities and the acceleration of the related indebtedness. In 
addition to breaches of covenants, certain other events that could result in the termination of available credit and acceleration of the 
related indebtedness include: 

bankruptcy; 
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e defaults in the payment of other indebtedness; and 

e judgments against the company that are not paid or insured. 

?'he latter two events, however, are subject to dollar-based materiality thresholds. 

5. Energy Trading Credit Risk 

Cinergy's extension of credit for energy marketing and trading is governed by a Corporate Credit Policy. Written guidelines 
approved by Cinergy's Risk Policy Committee document the management approval levels for credit limits, evaluation of 
creditworthiness, and credit risk mitigation procedures. Exposures to credit risks are monitored daily by the Corporate Credit Risk 
function, which is independent of all trading operations. As of September 30,2004, approximately 90 percent of the credit exposure, 
net of credit collateral, related to energy trading and marketing activity was with counterparties rated investment grade or the 
counterparties' obligations were guaranteed or secured by an investment grade entity. The majority of these investment grade 
counterparties are externally rated. If a counterparty has an external rating, the lower of Standard & Poor's or Moody's Investors 
Service is used; otherwise, Cinergy's internal rating of the counterparty is used. ?'he remaining 10 percent represents $65 million 
with counterparties rated non-investment grade. 

As of September 30,2004, CG&E had a concentration of trading credit exposure of approximately $39  nill lion with two 
counterparties accounting for greater than 10 percent of CG&E's total trading credit exposure. These counterparties are rated 
investment grade. 

Energy commodity prices can be extremely volatile and the market can, at times, lack liquidity. Because of these issues, credit risk for 
energy commodities is generally greater than with other commodity trading. 

We continually review and monitor our credit exposure to all counterparties and secondary counterparties. If appropriate, we may 
adjust our credit reserves to attempt to compensate for increased credit risk within the industry. Counterparty credit limits may be 
adjusted on a daily basis in response to changes in a counterparty's creditworthiness, financial status, or public debt ratings. 

6. Commitments and Contingencies 

( i )  Ozone Trarzsport Rulemakirzgs 

In October 1998, the United States Environmental Protection Agency (EPA) finalized its ozone transport rule, also known as the 
Nitrogen Oxide (NOx) State Implementation Plan (SIP) Call, which addresses wind-blown ozone and ozone precursors that impact 
air quality in downwind states. The EPA's final rule, which applies to 2'2 states in the eastern United States including the three states 
in which our electric utilities operate, required states to develop rules to reduce NOx emissions from utility and industrial sources. In 
a related matter, in response to petitions filed by several states alleging air quality impacts from upwind sources located in other states, 
the EPA issued a rule pursuant to Section 126 of the Clean Air Act (CAA) that required reductions similar to those required 





NOTES TO CONDENSED FINANCIAL STATEMENTS 

under the NOx SIP Call. Various states and industry groups challenged the final rules in the Court of Appeals for the District of 
Columbia Circuit, but the court upheld the key provisions of the rules. 

The EPA has proposed withdrawal of the Section 126 rule in states with approved rules under the final NOx SIP Call, which includes 
Indiana, Kentucky, and Ohio. All three states have adopted a cap and trade program as the mechanism to achieve the required 
reductions. In September 2000, Cinergy announced a plan for its subsidiaries, CG&E and PSI, to invest in pollution control and 
other equipment to reduce NOx emissions. We have installed selective catalytic reduction units (SCR) and other pollution controls 
and implemented certain combustion improvements at various generating stations to meet the May 2004 compliance deadline under 
the NOx SIP Call. Cinergy also utilizes the NOx emission allowance market to buy or sell NOx emission allowances as appropriate. 
We currently estimate that we will incur capital costs of approximately $44 million in addition to $757 million already incurred to 
comply with this program. 

(ii) Section 126 Petitions 

In March 2004, the state of North Carolina filed a petition under Section 126 of the CAA in which it alleges that sources in 13 upwind 
states including Ohio, Indiana, and Kentucky, significantly contribute to North Carolina's non-attainment with certain ambient air 
quality standards. Depending on the EPA's final disposition of the pending petition and its proposal discussed above, Cinergy's 
generating stations could become subject to requirements for additional sulfur dioxide and NOx emissions reductions. It is unclear at 
this time whether any additional reductions would be necessary beyond those required under the CAA. 

(iii) Clean Air Act Lawsuit 

In November 1999, and through subsequent amendments, the United States brought a lawsuit in the United States Federal District 
Court for the Southern District of Indiana (District Court) against Cinergy, CG&E, and PSI alleging various violations of the CAA. 
Specifically, the lawsuit alleges that we violated the CAA by not obtaining Prevention of Significant Deterioration (PSD), 
Non-Attainment New Source Review (NSR), and Ohio and Indiana SIP permits for various projects at our owned and co-owned 
generating stations. Additionally, the suit claims that we violated an Administrative Consent Order entered into in 1998 between the 
EPA and Cinergy relating to alleged violations of Ohio's SIP provisions governing particulate matter at Unit 1 at CG&E's W.C. 
Beckjord Generating Station (Beckjord Station). The suit seeks (1) injunctive relief to require installation of pollution control 
technology on various generating units at CG&E's Beckjord Station and Miami Fort Generating Station (Miami Fort Station), and 
PSI'S Cayuga Generating Station, Gallagher Generating Station, Wabash River Generating Station, and Gibson Generating Station 
(Gibson Station), and (2) civil penalties in amounts of up to $27,500 per day for each violation. In addition, three northeast states and 
two environmental groups have intervened in the case. The case is currently in discovery, and the District Court has set the case for 
trial by jury commencing in February 2006. 

In March 2000, the United States also filed in the District Court an amended complaint in a separate lawsuit alleging violations of the 
CAA relating to PSD, NSR, and Ohio SIP requirements regarding various generating stations, including a generating station operated 
by Columbus Southern Power Company (CSP) and jointly-owned by CSP, The Dayton Power and Light Company (DP&L), and 
CG&E. The EPA is seeking injunctive relief and civil penalties of up to $27,500 per day for each 
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violation. This suit is being defended by CSP. In April 2001, the District Court in that case ruled that the Government and the 
intervening plaintiff environmental groups cannot seek monetary damages for alleged violations that occurred prior to November 3, 
1994; however, they are entitled to seek in,junctive relief for such alleged violations. Neither party appealed that decision. 

In addition, Cinergy and CG&E have been informed by DP&L that in June 2000, the EPA issued a Notice of Violation (NOV) to 
DP&L, for alleged violations of PSD, NSR, and Ohio SIP requirements at a generating station operated by DP&L, andjointly-owned 
by CG&E. The NOV indicated the EPA may (1) issue an order requiring compliance with the requirements of the Ohio SIP, or (2) 
bring a civil action seeking injunctive relief and civil penalties of up to $27,500 per day for each violation. In September 2004, 
Marilyn Wall and the Sierra Club brought a lawsuit against Cinergy, DP&L and CSP for alleged violations of the CAA at this same 
generating station. 

It is not possible to predict whether resolution of these matters would have a material effect on om financial position or results of 
operations. We intend to defend against the allegations, discussed above, vigorously in court. 

(iv) Carbon Dioxide (COz ) Lawsuit 

In July 2004, the states of Connecticut, New York, California, Iowa, New Jersey, Rhode Island, Vermont, Wisconsin, and the City of 
New York brought a lawsuit in the United States District Court for the Southern District of New York against Cinergy and American 
Electric Power Company, Inc., American Electric Power Service Corporation, The Southern Company, Tennessee Valley Authority, 
and Xcel Energy Inc. That same day, a similar lawsuit was filed against the same companies by Open Space Institute, Inc., Open 
Space Conservancy, Inc., and The Audubon Society of New Hampshire. These lawsuits allege that the defendants' emissions of CO2 
from the combustion of fossil fuels at electric generating facilities contribute to global warming and amount to a public nuisance. The 
complaints also allege that the defendants could generate the same amount of electricity while emitting significantly less CO2. 
Plaintiffs are seeking an injunction requiring each defendant to cap its CO2 emissions and then reduce them by a specified percentage 
each year for at least a decade. Cinergy intends to defend this lawsuit vigorously in court and filed a motion to dismiss with the other 
defendants in September 2004; however, we are not able to predict whether resolution of these matters would have a material effect on 
our financial position or results of operations. 

(v) Selective Catalytic Reduction IJnits at Gibson Generating Station 

In May 2004, SCRs and other pollution control equipment became operational at Units 4 and 5 of PSI'S Gibson Station in accordance 
with compliance deadlines under the NOx SIP Call. In June and July 2004, Gibson Station temporarily shut down the equipment on 
these units due to a concern over an acid aerosol mist haze (plume) sometimes occurring in areas near the plant. Portions of the plume 
from those units' stacks appeared to break apart and descend to ground level at certain times under certain weather conditions. As a 
result, and, working with the City of Mt. Carmel, Illinois, Illinois EPA, Indiana Department of Environmental Management (IDEM), 
United States EPA, and the State of Illinois, we developed a protocol regarding the use of the SCRs while we explore alternatives to 
address this issue. After the protocol was finalized, the Illinois Attorney General brought an action in Wabash County Circuit Court 
against PSI seeking a preliminary injunction to enforce the protocol. In August 2004, the court granted that preliminary injunction. 
PSI is appealing that decision to the Fifth District Appellate Court, but we cannot predict the ultimate outcome of that appeal or of the 
underlying action by the Illinois Attorney General. 
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We will seek recovery of any related capital as well as increased emission allowance expenditures through the regulatory process. Vv 
do not believe costs related to resolving this matter will have a material impact on our financial position or results of operations. 

(vi) Manufactured Gas Plant (MGP) Sites 

Prior to the 1950s, gas was produced at MGP sites through a process that involved the heating of coal andlor oil. The gas produced 
from this process was sold for residential, commercial, and industrial uses. 

Coal tar residues, related hydrocarbons, and various metals have been found at former MGP sites in Indiana, including at least 22 sites 
that PSI or its predecessors previously owned and sold in a series of transactions with Northern Indiana Public Service Company 
(NIPSCO) and Indiana Gas Company, Inc. (IGC). 

?'he 22 sites are in the process of being studied and will be remediated, if necessary. In 1998 NIPSCO, IGC, and PSI entered into Site 
Participation and Cost Sharing Agreements to allocate liability and responsibilities between them. The IDEM oversees investigation 
and cleanup of all of these sites. Thus far, PSI has primary responsibility for investigating, monitoring and, if necessary, remediating 
nine of these sites. In December 2003, PSI entered into a voluntary remediation plan with the state of Indiana, providing a formal 
framework for the investigation and cleanup of the sites for which PSI has primary responsibility. 

In April 1998, PSI filed suit in Hendricks County in the state of Indiana against its general liability insurance carriers. PSI sought a 
declaratory judgment to obligate its insurance carriers to (1) defend MGP claims against PSI and compensate PSI for its costs of 
investigating, preventing, mitigating, and remediating damage to property and paying claims related to MGP sites; or (2) pay PSI'S 
cost of defense. The trial court issued a variety of rulings with respect to the claims and defenses in the litigation. PSI appealed 
certain adverse rulings to the Indiana Court of Appeals and the appellate court has remanded the case to the trial court. Tlie court has 
set the case for trial commencing in January 2005. At the present time, PSI cannot predict the outcome of this litigation, including the 
outcome of the appeals. 

PSI has accrued costs related to investigation, remediation, and groundwater monitoring for those sites where such costs are probable 
and can be reasonably estimated. We will continue to investigate and remediate the sites as outlined in the voluntary remediation 
plan. As additional facts become known and investigation is completed, we will assess whether the likelihood of incurring additional 
costs becomes probable. Until all investigation and remediation is complete, we are unable to determine the overall impact on our 
financial position or results of operations. 

CG&E and ULH&P have performed site assessments on certain of their sites where we believe MGP activities have occurred at some 
point in the past and have found no imminent risk to the environment. At the present time, CG&E and ULH&P cannot predict 
whether investigation andlor remediation will be required in the future at any of these sites. 
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(vii) Asbestos Claims Litigation 

CG&E and PSI have been named as defendants or co-defendants in lawsuits related to asbestos at their electric generating stations. 
Currently, there are approximately 100 pending lawsuits. In these lawsuits, plaintiffs claim to have been exposed to 
asbestos-containing products in the course of their work at the CG&E and PSI generating stations. The plaintiffs further claim that 
as the property owner of the generating stations, CG&E and PSI should be held liable for their injuries and illnesses based on an 
alleged duty to warn and protect them from any asbestos exposure. A majority of the lawsuits to date have been brought against PSI. 
The impact on CG&E's and PSI's financial position or results of operations of these cases to date has not been material. 

Of these lawsuits, one case filed against PSI has been tried to verdict. The jury returned a verdict against PSI in the amount of 
approximately $500,000 on a negligence claim and a verdict for PSI on punitive damages. PSI received an adverse ruling in its initial 
appeal of the negligence claim verdict, but the Indiana Supreme Court accepted the transfer of the case, and heard oral argument in 
June 2004. In addition, PSI has settled a number of other lawsuits for amounts, which neither individually nor in the aggregate, are 
material to PSI's financial position or results of operations. 

At this time, CG&E and PSI are not able to predict the ultimate outcome of these lawsuits or the impact on CG&E's and PSI's 
financial position or results of operations. 

(b) Regulatory 

( i )  PSI Retail Electric Rate Case 

In December 2002, PSI filed a petition with the Indiana Utility Regulatory Commission (IURC) seeking approval of an increase in 
base retail electric rates and approval of certain rate recovery mechanisms. In May 2004, the IURC issued an order in this case and, 
consequently, PSI implemented base retail electric rate changes to its tariffs. When combined with revenue increases attributable to 
PSI's environmental construction-work-in-progress tracking mechanism, the order results in an approximate $140 million increase 
in annual revenues. PSI's original request for an approximate $180 million annual revenue increase was reduced by approximately 
$20 million for a lower return on equity, approximately $15 million related to profits from off-system sales (subject to future 
ad,justment through a tracking mechanism and a 50150 sharing agreement), and approximately $5 million of additional items. The 
order authorizes full recovery of all requested regulatory assets and an overall 7.3 percent return, including a 10.5 percent return on 
equity. In addition, the IURC's order provides PSI the continuation of a purchased power tracker and the establishment of new 
trackers for future NOX emission allowance costs and certain costs related to the Midwest Independent System Operator, Inc. 

(ii) CGdE Rate Filings 

As discussed in more detail in the 2003 10-K, CG&E made multiple rate filings in 2003 with the Public Utilities Commission of 
Ohio (PUCO) seeking approval of CG&E's methodology for establishing market-based rates for generation service at the end of the 
market development period and to recover investments made in the transmission and distribution system. In December 2003, these 
filings, and CG&E's proposal for establishing its post-market development period market pricing methodology, were consolidated 
for hearing before the PUCO. In addition, the PUCO requested in these proceedings that CG&E propose a rate stabilization plan as 
an alternative to market-based rates so as to mitigate the potential for significant rate increases when the market development (frozen 
rate) period comes to an end. There is no requirement in Ohio law that CG&E file such a plan. However, in January 2004, CG&E 
filed its proposed rate stabilization plan. 

In May 2004, CG&E entered into a settlement agreement with many of the parties to these proceedings requesting that the PIJCO 
approve a modified version of the rate stabilization plan. Under this plan, CG&E would begin to collect a non-bypassable provider 



of last resort (POLR) charge intended to provide recovery for increased capacity reserves, envirorimental compliance and emission 
allowance expenditures. The plan also established a bypassable generation charge, which included a fuel cost recovery mechanism. It 
allowed for a two-year extension of the residential regulatory transition charge (RTC) in 2009 and 2010 and a three-year extension of 
the five percent residential generation rate reduction in the years 2006-2008. Finally, it provided for deferral and recovery of certain 
transmission and distribution costs. 
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In September 2004, the PUCO issued an order seeking to modify several key provisions of this settlement. The PUCO order, among 
other things, would not allow extension of the RTC for residential customers or permit deferral and recovery of certain transmission 
and distribution costs from residential customers. The PUCO order would allow CG&E to end the five percent generation rate 
reduction for residential customers (i.e., increase the residential generation rate by five percent) beginning January 1, 2006, but would 
also allow certain customers who have switched to another generation supplier to entirely avoid the POLR charge. As a result of these 
modifications, CG&E filed a petition for rehearing in October 2004. The rehearing petition requests one of the following to be 
effective January 1,2005 for non-residential customers and January 1,2006 for residential customers: 

Approval of the modified rate stabilization plan reflected in the May 2004 settlement (as discussed above); 

Approval of a further modified rate stabilization plan, which includes some of the same provisions as the May 2004 
plan. However, this plan (a) changes the POLR charge to provide recovery only for environmental compliance 
expenditures and allows customers that have switched to by-pass this charge, (b) adds an infrastructure maintenance 
fund charge, (c) adds a system reliability tracker that would provide recovery primarily for capacity and purchased 
power, (d) includes recovery of emission allowances costs as part of the fuel cost recovery mechanism, and (e) ends the 
five percent generation rate reduction for residential customers but does not include an extension of the residential RTC; 
or 

Approval to proceed with market-based rates, which is permitted under CG&E's existing transition plan. 

A rehearing order is expected in the fourth quarter of 2004. We cannot predict the outcome of this proceeding. Because the rate 
stabilization plan is a voluntary filing on CG&E's part, CG&E may reject the PUCO's order if it provides for a rate stabilization plan 
that is unacceptable to CG&E. 

In conjunction with the consolidated filings discussed above, CG&E has also filed an application for an annual increase of 
approximately $78 million in electric distribution base rates, to be effective in the first quarter of 2005 for non-residential customers 
and January 1,2006 for residential customers. The proposed rate stabilization plans described above provide for CG&E to withdraw 
this base rate case upon approval of the rate stabilization plan. In such event, CG&E can then file a new distribution base rate case, 
with rates to become effective January 1,2006. If the PUCO's order on rehearing provides for a rate stabilization plan that is 
unacceptable to CG&E, CG&E may seek to proceed immediately with market-based rates for its commercial, industrial and other 
public authority customer classes and also proceed immediately with this base rate case for such classes. Market based rates must be 
approved by the PUCO and would eliminate the various deferral and recovery mechanisms contemplated with the rate stabilization 
plan. 

(iii) IJL,H&P Gas Rate Case 

In the second quarter of 2001, ULH&P filed a retail gas rate case with the Kentucky Public Service Commission (KPSC) requesting, 
among other things, deferral of costs associated with an accelerated gas main replacement program of up to $1 12 million over ten 
years. The costs would be recovered through a tracking mechanism for an initial three year period, with the possibility of renewal up 
to ten years. The tracking mechanism allows ULH&P to recover depreciation costs and rate of return annually over the life of the 
deferred assets. Through September 30,2004, UI,H&P has recovered approximately $3.9 million under this tracking mechanism. 
The Kentucky Attorney General has 
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appealed to the Franklin Circuit Court the KPSC's approval of the tracking mechanism and the new tracking mechanism rates. At thL 
present time, ULH&P cannot predict the timing or outcome of this litigation. 

(iv) Gas Distribution Plant ! 
111 June 2003, the PUCO approved an amended settlement agreement between CG&E and the PUCO Staff in a gas distribution safety 
case arising out of a gas leak at a service head-adapter (SHA) style riser on CG&E7s distribution system. The amended settlement 
agreement required CG&E to expend a minimum of $700,000 to replace SHA risers by December 3 1,2003, and to file a 
comprehensive plan addressing all SHA risers on its distribution system. Cinergy has approximately 180,000 SHA risers on its 
distribution system, of which approximately 150,000 are in CG&E's service area and approximately 30,000 are in ULH&P's service 
area. Further investigation to determine whether any additional SHA risers will need maintenance or replacement is estimated to be 
completed by the end of the third quarter of 2005. If CG&E and ULH&P determine that replacement of all SIIA risers is 
appropriate, we currently estimate that the replacement cost could be approximately $70 million for CG&E, which includes 
approximately $10 million for ULH&P. CG&E and ULH&P would pursue recovery of this cost through rates. At this time, 
Cinergy, CG&E, and ULH&P cannot predict the outcome of this matter. 

(c) Other 

( i )  Gas Customer Choice 

In January 2000, Cinergy Investments, Inc. ('Investments) sold Cinergy Resources, Inc. (Resources), a former subsidiary, to Licking 
Rural Electrification, Inc., doing business as The Energy Cooperative. In February 2001, Cinergy, CG&E, and Resources were 
named as defendants in three class action lawsuits brought by customers relating to The Energy Cooperative's removal from the Ohio 
Gas Customer Choice program and the failure to deliver gas to customers. Subsequently, these class action suits were amended and 
consolidated into one suit (Class-action). In October 2001, Cinergy, CG&E, and Investments initiated litigation against The Energy 
Cooperative requesting indemnification by The Energy Cooperative for the claims asserted by former customers in the Class-action 
litigation (Cinergy lawsuit). 

In March 2001, Cinergy, CG&E, and Investments were named as defendants in a lawsuit filed by The Energy Cooperative and 
Resources (Energy Cooperative lawsuit). This lawsuit concerned any obligations or liabilities Investments may have had to The 
Energy Cooperative following its sale of Resources. All three matters were settled in the second quarter of 2004. In the Energy 
Cooperative lawsuit, The Energy Cooperative agreed to indemnify Cinergy, CG&E and Investments for the claims asserted by the 
former residential customers in the Class-action litigation. In exchange, Cinergy has agreed to settle claims that it brought in the 
Cinergy lawsuit. The settlement is pending final court approval. None of these settlements are material to Cinergy's financial 
position or results of operations. 

( i i )  Energy Market lnvestigations 

In July 2003, Cinergy received a subpoena from die Commodity Futures Trading Commission (CFTC). As has been previously , 
reported by the press, the CFTC has served subpoenas on numerous 
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other energy companies. The CFTC request sought certain information regarding our trading activities, including price reporting to 
energy industry publications for the period May 2000 through January 2001. Based on our review of these matters, we terminated one 
employee and took disciplinary action on a second employee. We have been cooperating fully with the CFTC and are negotiating to 
resolve this investigation. 

In August 2003, Cinergy, along with Cinergy Marketing & Trading (Marketing & Trading) and 37 other companies, was named as a 
defendant in civil litigation filed as a purported class action on behalf of all persons who purchased andor sold New York Mercantile 
Exchange natural gas futures and options contracts between January 1,2000, and December 31,2002. The complaint alleges that 
improper price reporting caused damages to the class. Two similar lawsuits have stibsequently been filed, and these three lawsuits 
have been consolidated for pretrial purposes. Plaintiffs filed a consolidated class action complaint in January 2004. Cinergy's motion 
to dismiss was granted in September 2004 and Marketing & Trading's motion to dismiss is currently before the court. We believe this 
action is without merit and intend to defend this lawsuit vigorously. 

In the second quarter of 2003, Ciergy received initial and follow-up third-party subpoenas from the Securities and Exchange 
Commission (SEC) requesting information related to particular trading activity with one of its counterparties who was the target of an 
investigation by the SEC. Cinergy has fiilly cooperated with the SEC in connection with this matter. 

Cinergy has also been cooperating with the Assistant IJnited States Attorney in the Southern District of Texas regarding various 
investigations the Assistant United States Attorney has into energy market practices. We understand that we are neither a target nor 
are we under investigation by the Department of Justice in relation to these communications. 

At this time, we do not believe the outcome of these investigations and litigation will have a material impact on Cinergy's financial 
position or results of operations. 

(iii) Patents 

Ronald A. Katz Technology L,icensing, L,.P. (RAKTL) has offered us a license to a portfolio of patents claiming that the patents may 
be infringed by certain products and services utilized by us. The patents purportedly relate to various aspects of telephone call 
processing in Cinergy call centers. As of this date, no legal proceedings have been instituted against us, but if the RAKTL patents are 
valid, enforceable, and apply to our business, we could be required to seek a license from RAKTL or to discontinue certain activities. 
Based on the information we have at this time, we do not believe resolution of this matter will have a material impact on our financial 
position or results of operations. 

(iv) Synthetic Fuel 

In July 2002, Cinergy Capital & Trading acquired a coal-based synthetic fuel production facility. The synthetic fuel produced at this 
facility qualifies for tax credits (through 2007) in accordance with Internal Revenue Code (IRC) Section 29 if certain requirements are 
satisfied. The three key requirements are that (a) the synthetic fuel differs significantly in chemical composition from the coal used to 
produce such synthetic fuel, (b) the fuel produced is sold to an unrelated entity and (c) the fuel was produced from a facility that was 
placed in service before July 1, 1998. 
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During the third quarter of 2004, several unrelated entities announced the Internal Revenue Service's (IRS) intent to challenge the 
placed in service dates of some of the entities' synthetic fuel plants. A successful IRS challenge could result in disallowance of all 
credits previously claimed for fuel produced by the subject plants. Cinergy's sale of synthetic fuel has generated approximately $189 
million in tax credits through September 2004. 

The IRS has not yet audited Cinergy for any tax year in which Ciergy has claimed Section 29 credits related to synthetic fuel. 
However, it is reasonable to anticipate that the IRS will evaluate the placed in service date and other key requirements for claiming the 
credit. 

Cinergy received a private letter ruling from the IRS in connection with the acquisition of the facility that specifically addressed the 
significant chemical change requirement. Additionally, although not addressed in the letter ruling, we believe that our facility's in 
service date meets the Section 29 requirements. 

IRC Section 29 also provides for a phase out of the credit based on the price of crude oil. The phase-out is based on a prescribed 
calculation and definition of crude oil prices within the IRC. Although the price of crude oil has increased significantly in 2004, we 
presently do not expect any impact on our ability to utilize Section 29 credits in 2004. Our results for the nine months ended 
September 30,2004 include $69 million of tax credits. If crude oil prices continue to increase, our ability to utilize credits beyond 
2004 could be impacted. 

(v) Guarantees 

In the ordinary course of business, Cinergy enters into various agreements providing financial or performance assurances to third 
parties on behalf of certain unconsolidated subsidiaries and joint ventures. These agreements are entered into primarily to support or 
enhance the creditworthiness otherwise attributed to these entities on a stand-alone basis, thereby facilitating the extension of 
sufficient credit to accomplish their intended commercial purposes. The guarantees have various termination dates, from short-term 
(less than one year) to open--ended. 

In many cases, the maximum potential amount of an outstanding guarantee is an express term, set forth in the guarantee agreement, 
representing the maximum potential obligation of Cinergy under that guarantee (excluding, at times, certain legal fees to which a 
guaranty beneficiary may be entitled). In those cases where there is no maximum potential amount expressly set forth in the guarantee 
agreement, we calculate the maximum potential amount by considering the terms of the guaranteed transactions, to the extent such 
amount is estimable. 

Cinergy has guaranteed the payment of $1 1 million as of September 30,2004, for borrowings by individuals under the Director, 
Officer, and Key Employee Stock Purchase Program. Cinergy may be obligated to pay the debt's principal and any related interest in 
the event of an unexcused breach of a guaranteed payment obligation by certain directors, officers, and key employees. The 
guarantees do not have a set termination date; however, the borrowings associated with these guarantees are due in the first quarter of 
2005. 

Cinergy Corp. has also provided performance guarantees on behalf of certain unconsolidated subsidiaries and joint ventures. 'Illese 
guarantees support performance under various agreements and instruments (such as construction contracts, operations and 
maintenance agreements, and energy 
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service agreements). Cinergy Corp. may be liable in the event of an unexcused breach of a guaranteed performance obligation by an 
unconsolidated subsidiary. Cinergy Corp. has estimated its maximum potential liability to be $72 million under these guarantees as 
of September 30,2004. Cinergy Corp. may also have recourse to third parties for claims required to be paid under certain of these 
guarantees. The majority of these guarantees expire at the completion of the underlying performance agreement, the majority of 
which expire from 2016 to 2019. 

Cinergy has entered into contracts that include indemnification provisions as a routine part of its business activities. Examples of 
these contracts include purchase and sale agreements and operating agreements. In general, these provisions indemnify the 
counterparty for matters such as breaches of representations and warranties and covenants contained in the contract. In some cases, 
particularly with respect to purchase and sale agreements, the potential liability for certain indemnification obligations is capped, in 
whole or in part (generally at an aggregate amount not exceeding the sale price), and subject to a deductible amount before any 
payments would become due. In other cases (such as indemnifications for willful misconduct of employees in ajoint venture), the 
maximum potential liability is not estimable given that the magnitude of any claims under those indemnifications would be a function 
of the extent of damages actually incurred. Cinergy has estimated the maximum potential liability, where estimable, to be $127 
million under these indemnification provisions. The termination period for the majority of matters provided by indemnification 
provisions in these types of agreements generally ranges from 2004 to 2009. 

We believe the likelihood that Cinergy would be required to perform or otherwise incur any significant losses associated with any or 
all of the guarantees described in the preceding paragraphs is remote. 

7. Pension and Other Postretirement Benefits 

As discussed in the 2003 ISIS, Cinergy Corp. sponsors both pension and other postretirement benefits plans. Our qualified defined 
benefit pension plans cover substantially all United States employees meeting certain minimum age and service requirements. 
Funding for the qualified defined benefit pension plans is based on actuarially determined contributions, the maximum of which is 
generally the amount deductible for income tax purposes and the minimum being that required by the Employee Retirement Income 
Security Act of 1974, as amended. The pension plans' assets consist of investments in equity and debt securities. In addition, we 
sponsor non-"qualified pension plans that cover officers, certain other key employees, and non-employee directors. We provide 
certain health care and life insurance benefits to retired United States employees and their eligible dependents. These benefits are 
subject to minimum age and service requirements. The health care benefits include medical coverage, dental coverage, and 
prescription drugs and are subject to certain limitations, such as deductibles and co-payments. 
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Our benefit plans' costs for the quarter and year to date ended September 30,2004 and 2003, included the following components: 

Qualified Non-Qualified Other Postretirement 
Pension Benefits Pension Benefits Benefits 

Quarter Ended September 30 2004 2003 2004 2003 2004 2003 

Expected return on plans' 

Amortization of vrior service 

Voluntarv earlv retirement 
costs (Statehent 88)(1) - 2.1 - - - 

Net periodic benefit cost $ 12.3 $ 12.2 $ 4.1 $ 3.2 $ 8.6 $ 8.8 

Year to Date September 30 

Amortization of vrior service 

Voluntary early retirement 
costs (Statement 88)(1) - 6.3 - - - - 

Net periodic benefit cost $ 36.9 $ 36.6 $ 12.3 $ 9.6 $ 27.5 $ 26.3 

(1) Statement of Financial Accounting Standards No. 88, Employers' Accountirzg for Settlements and 
Curtailments of Defined Benefit Pension Plans and for Termination Benefits (Statement 88). 

The net periodic benefit costs by registrant for the quarter and year to date ended September 30,2004 and 2003, were as follows: 

Qualified Non-Qualified Other Postretirement 
Pension Benefits Pension Benefits Benefits 

Quarter Ended September 30 2004 2003 2004 2003 2004 2003 



(1)  The results of Cinergy also include amounts related to non-registrants. 

On December 8,2003, President Bush signed into law the Medicare Prescription Drug, Improvement and Modernization Act of 2003 
(the Act). The Act introduced a prescription drug benefit to retirees as well as a federal subsidy to sponsors of retiree health care 
benefit plans that provide a prescription drug benefit that is actuarially equivalent to the benefit provided by Medicare. We believe 
that our 
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coverage for prescription drugs is at least actuarially equivalent to the benefits provided by Medicare for most current retirees becaus, 
our benefits for that group substantially exceed the benefits provided by Medicare, thereby allowing us to qualify for the subsidy. We 
have accounted for the subsidy as a reduction of our accumulated postretirement benefit obligation (APBO). The APBO was reduced 
by approximately $17 million and will be amortized as an actuarial gain over future periods, thus reducing future benefit costs. The 
impact on our 2004 net periodic benefit cost is not material. Our accounting treatment for the subsidy is consistent with FASB Staff 
Position No. 106-2, Accounting and Disclosure Requirements Related to the Medicare Prescription Drug, Improvement and 
Modernization Act of 2003. 

8. Investment Activity 

(a) Investment Impairment 

Cinergy holds a portfolio of direct and indirect investments in the Power Technology and Infrastructure Services Business Unit 
(Power Technology and Infrastructure) (discussed further in Note 9). During 2004, Cinergy recognized approximately $49 million in 
impairment charges associated with this portfolio. The majority of these charges relate to a company i11 which Cinergy holds a 
non-controlling interest, that agreed to sell its major assets. This company is involved in the development and sale of outage 
management software. Based on the terms of the transaction, Cinergy concluded that this cost method investment was 
other-than-temporarily impaired. These impairment charges are included in Miscellaneous Income (Expense) - Net in Cinergy's 
Condensed Consolidated Statements of Income. 

(b) Sale of Investment 

Power Technology and Infrastructure holds an investment in a company that develops, owns and operates wireless communication 
towers. In July 2004, this company agreed to sell the majority of its assets. The transaction is expected to close in the fourth quarter 
of 2004 and we would anticipate recording a gain of approximately $20 million relating to this sale at that time. These earnings will 
be reflected in Equity in Earnings of Unconsolidated Subsidiaries in Cinergy's Condensed Consolidated Statements of Income. 

9. Financial Information by Business Segment 

As discussed in the 2003 10-K, we conduct operations through our subsidiaries, and manage through the following three reportable 
segments: 

0 Commercial Business Unit (Commercial); 

Regulated Businesses Business Unit (Regulated Businesses); and 

0 Power Technology and Infrastructure Services Business Unit (Power Technology and Infrastructure). 

Commercial manages wholesale generation and energy marketing and trading of energy commodities. Additionally, Commercial 
operates and maintains our electric generating plants including some of our jointly-owned plants. Commercial is also responsible for 
all of our international operations, performs energy risk ~nanaiement activities, and provides customized energy solutions. 
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Regulated Businesses consists of PSI'S regulated, integrated utility operations, and Cinergy's other regulated electric and gas 
transmission and distribution systems. Regulated Businesses plans, constructs, operates, and maintains Cinergy's transmission and 
distribution systems and delivers gas and electric energy to consumers. Regulated Businesses also earns revenues from wholesale 
customers primarily by transmitting electric power through Cinergy's transmission system. 

Power Technology and Infrastructure primarily manages Cinergy Ventures, LLC (Ventures). Ventures identifies, invests in, and 
integrates new energy technologies into Cinergy's existing businesses, focused primarily on operational efficiencies and clean energy 
technologies. In addition, Power Technology and Infrastructure manages our investments in other energy infrastructure and 
telecommiinication service providers. 

Following are the financial results by business unit. Certain prior year amounts have been reclassified to conform to the current 
presentation. 
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Financial results by business unit for the quarters ended September 30,2004, and September 30,2003, are as indicated below. 

Redated Power Technolow Reconciling 
Commereial ~&nesses and ~nfrastructuk Total ~timinations-(1) Consolidated 

(in thousands) 

Quurter ended Seotemher 30.2004 

Segment profit (loss)(2) 42,165 61,493 (10,735) 92,923 - 92,923 

Ouarter ended Seoternber 30,2003 

(1) The Reconciling Eliminations category eliminates the intersegment revenues of Commercial. 
(2) Management utilizes segment profit (loss), after taxes, to evaluate segment performance. 
(3) Electric gross margin is calculated as Electric operating revenues less Fuel and purchased power expense from the Condensed 

Consolidated Statements of Income. 
(4) Gas gross margin is calculated as Gas operating revenues less Gas purchased expense from the Condensed Consolidated 

Statements of Income. 
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Financial results by business unit for year to date September 30, 2004 and September 30,2003, are as indicated below. 

Regulated Power Technology Reconciling 
Commercial Businesses and Infrastructure Total Eliminations(') Consolidated 

(in thortsands) 

Year to Date Sentcmbcr 30.2004 

Se-ment profit (loss) 62,9 3,910) 362,71 2,719 

(1)The Reconciling Eliminations category eliminates the intersegment revenues of Commercial. 
(2)Management utilizes segment profit (loss), after taxes, to evaluate segment performance. 
(3)Electric gross margin is calculated as Electric operating revenues less Fuel arzd purchased power expense from the Condensed 

Consolidated Statements of Income. 
(4)Gas gross margin is calculated as Gas operating revenues less Gas purchased expense from the Condensed Consolidated 

Statements of Income. 
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Total segment assets at September 30, 2004, and December 3 1,2003, are as indicated below: 

Regulated Power Technology All 
Commercial Businesses and Infrastructure Total Other (1) Consolidated 

(in thousatrds) 

Yrl-"..-.l 
Totnl segment assets at September 30,2004 $ 5,362,090 $ 8,689,306 $ 132,793 !$ 14,181,189 $ 59,141 $ 14,243,330 

(1)The All Other category represents miscellaneous corporate items which are not allocated to business units for purposes of segment 
performance measurement. 
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10. Earnings Per Common Share (EPS) 

A reconciliation of EPS - basic to EPS -diluted is presented below for the quarters ended September 30,2004 and 2003: 

Income Shares EPS 

EPS - basic: 
Net Income $ 92,923 180,881 $ 0.5 1 

Effect of dilutive securities: 

EPS - diluted: 

Quarter Ended September 30,2003 

Effect of dilutive securities: 
Common stock o~tions 629 
Directors' compensation plans 148 

EPS - diluted: 

Options to purchase shares of common stock are excluded from the calculation of EPS - diluted, if they are considered to be 
anti-dilutive. Approximately 0.9 million and 2.1 million shares were excluded from the EPS - diluted calculation for the quarters 
ended September 30, 2004 and 2003, respectively. 

Also excluded from the EPS - diluted calculation for the quarters ended September 30,2004 and 2003, are up to 9.7 million and 10.7 
million shares, respectively, issuable pursuant to the stock purchase contracts issued by Cinergy Corp. in December 2001 associated 
with the preferred trust securities transaction. The number of shares issuable pursuant to the stock purchase contracts is contingent 
upon the market price of Cinergy Corp. stock in February 2005 and could range between 9.2 and 10.8 million shares. 
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A reconciliation of EPS - basic to EPS -diluted is presented below for the year to date September 30,2004 and 2003: 

Income Shares EPS 

EPS - basic: 
Net Income $ 254,442 180,129 $ 1.41 

Effect of dilutive securities: 

Contingently issuable common stock 585 
Stock purchase contracts 1,027 

EPS - diluted: 
Net income plus assumed conversions $ 254,442 182,564 $ 1.39 

Year to Date September 30,2003 
- - - - - - - - . 

Income before discontinued operations and 
cumulative effect of changes in accounting 
principles $ 327,382 1.86 

Net income plus assumed conversions $ 362,719 177,679 $ 2.04 

Options to purchase shares of common stock are excluded from the calculation of EPS - diluted, if they are considered to be 
anti-dilutive. Approximately 0.9 million and 2.1 million shares were excluded from the EPS - diluted calculation for the year to date 
September 30,2004 and 2003, respectively. 

Also excluded from the EPS - diluted calculation for the year to date September 30, 2004 and 2003, are up to 9.8 million and 10.8 
million shares, respectively, issuable pursuant to the stock purchase contracts issued by Cinergy Corp. in December 2001 associated 
with the preferred trust securities transaction. The number of shares issuable pursuant to the stock purchase contracts is contingent 
upon the market price of Cinergy Corp. stock in February 2005 and could range between 9.2 and 10.8 million shares. 

11. Transfer of Generating Assets 

In December 2002, the IURC approved a settlement agreement among PSI, the Indiana Office of the Utility Consumer Counselor, and 
the IURC Staff authorizing PSI'S purchases of the Henry County, Indiana and Butler County, Ohio, gas-fired peaking plants from 
two non-regulated affiliates. In February 2003, the Federal Energy Regulatory Commission (F%RC) issued an order under Section 



203 of the Federal Ppwer Act authorizing PSI'S acquisitions of the plants, which occurred on 
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February 5,2003. Subsequently, in April 2003, the FERC issued a tolling order allowing additional time to consider a request for 
rehearing filed in response to the February 2003 FERC order. In September 2004, FERC issued an order denying the request for 
rehearing and affirming the acquisition of the plants. 

In July 2003, ULH&P filed an application with the KVSC requesting a certificate of public convenience and necessity to acquire 
CG&E's 68.9 percent ownership interest in the East Bend Generating Station, located in Boone County, Kentucky, the Woodsdale 
Generating Station, located in Butler County, Ohio, and one generating unit at the four-unit Miami Fort Station located in Hamilton 
County, Ohio. In December 2003, the KPSC conditionally approved this application. The transfer, which will be made at net book 
value, will not affect current electric rates for ULH&P's customers, as power will be provided under the same terms as under the 
current wholesale power contract with CG&E through at least December 3 1,2006. In September 2004, ULH&P filed applications 
with the FERC and the SEC seeking regulatory approvals for aspects of this transaction. At this time, ULH&P is unable to predict the 
outcome of this matter. 



CAUTIONARY STATEMENTS 

CAUTIONARY STATEMENTS REGARDING FORWARD-LOOKING 
INFORMATION 

This document includes forward-looking statements within the meaning of Section 27A of the Securities Act of 1933 and Section 21E 
of the Securities Exchange Act of 1934. Forward-looking statements are based on management's beliefs and assumptions. These 
forward-looking statements are identified by terms and phrases such as "anticipate", "believe", "intend", "estimate", "expect", 
"continue", "should, "could", "may", "plan", "project", "predict", "will", and similar expressions. 

Forward-looking statements involve risks and uncertainties that may cause actual results to be materially different from the results 
predicted. Factors that could cause actual results to differ materially from those indicated in any forward-looking statement include, 
but are not limited to: 

Factors affecting operations, such as: 

(1) unanticipated weather conditions; 

(2) unscheduled generation outages; 

(3)  unusual maintenance or repairs; 

(4) unanticipated changes in costs; 

(5) environmental incidents; and 

(6) electric transmission or gas pipeline system constraints. 

a L,egisiative and regulatory initiatives. 

a Additional competition in electric or gas markets and continued industry consolidation. 

Financial or regulatory accounting principles including costs of compliance with existing and future environmental 
requirements. 

o Political, legal, and economic conditions and developments in the countries in which we have a presence. 

a Changing market conditions and other factors related to physical energy and financial trading activities. 

The performance of projects undertaken by our non-regulated bt~sinesses and the success of efforts to invest in and 
develop new opportunities. 



s Availability of, or cost of, capital. 

Employee workforce factors. 

* Delays and other obstacles associated with mergers, acquisitions, and investments in joint ventures. 

Costs and effects of legal and administrative proceedings, settlements, investigations, and claims. Examples can be 
found in Note 6 of the "Notes to Condensed Financial State~nents" in "Item 1. Financial Statements". 

We undertake no obligation to update the information contained herein. 



MANAGEMENT'S DISCUSSION & ANALYSIS 

ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS 
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS 

In this report Cinergy (which includes Cinergy Corp. and all of our regulated and non-regulated subsidiaries) is, at times, referred to 
in the first person as "we", "our", or "'us". In addition, when discussing Cinergy's financial information, it necessarily includes the 
results of The Cincinnati Gas & Electric Company (CG&E), PSI Energy, Inc. (PSI), The Union Light, Heat and Power Company 
(ULH&P), and all of Cinergy's other consolidated subsidiaries. When discussing CG&E's financial information, it necessarily 
includes the results of IJI,H&P and all of CG&E's other consolidated subsidiaries. 

The following discussion should be read in conjunction with the accompanying financial statements and related notes included 
elsewhere in this report and the combined Form 10-K for the year ended December 31,2003 (2003 10-K). The results discussed 
below are not necessarily indicative of the results to be expected in any future periods. 

In Management's Discussion and Analysis of Financial Condition and Results of Operations (MD&A), we explain our general 
operating environment, as well as our liquidity, capital resources, and results of operations. Specifically, we discuss the following: 

factors affecting current and future operations; 

0 potential sources of cash for future capital expenditures; 

why revenues and expenses changed from period to period; and 

0 how the above items affect our overall financial condition. 

ORGANIZATION 

Cinergy Corp., a Delaware corporation organized in 1993, owns all outstanding common stock of CG&E and PSI, both of which are 
public utilities. As a result of this ownership, we are considered a utility holding company. Because we are a holding company with 
material utility subsidiaries operating in multiple states, we are registered with and are subject to regulation by the Secmities and 
Exchange Commission (SEC) under the Public Utility Holding Company Act of 1935, as amended (PUHCA). Our otherprincipal 
subsidiaries are Cinergy Services, Inc. (Services) and Cinergy Investments, Inc. (Investments). 

CG&E, an Ohio corporation organized in 1837, is a combination electric and gas public utility company that provides service 
primarily in the southwestern portion of Ohio and, through ULH&P, in nearby areas of Kentucky. CG&E is responsible for the 
majority of om power marketing and trading activity. CG&E's principal subsidiary, ULH&P, is a Kentucky corporation organized in 
1901, that provides electric and gas service in northern Kentucky. CG&E's other subsidiaries are insignificant to its results of 
operations. 

PSI, an Indiana corporation organized in 1942, is a vertically integrated and regulated electric utility that provides service in north 
central, central, and southern Indiana. 
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Services is a service company that provides our subsidiaries with a variety of centralized administrative, management, and support 
services. Investments holds m6st of our domestic non-regulated, energy-related businesses and investments, including gas marketing 
and trading operations. 

The majority of our operating revenues are derived from the sale of electricity and the sale and/or transportation of natural gas. 

LIQU1I)ITY AND CAPITAL RESOURCES 

Environmental Issues 

In December 2003, the United States Environmental Protection Agency (EPA) proposed the Clean Air Interstate Rule (CAIR), 
formerly the Interstate Air Quality Rule, that would require states to revise their State Implementation Plans (SIP) to address alleged 
contributions to downwind non-attainment with the revised National Ambient Air Quality Standards for ozone and fine particulate 
matter. The proposed rule would establish a two-phase, regional cap and trade program for sulfur dioxide (S02) and nitrogen oxide 
(NOx), affecting approximately 30 states, including Ohio, Indiana, and Kentucky, and would require SO2 and NOx emissions to be 
cut approximately 70 percent and 65 percent, respectively, by 2015. The EPA is expected to issue final rules by December 2004. 

In December 2003, the EPA also issued draft regulations regarding required reductions in mercury emissions from coal-fired power 
plants. The draft regulations include two possible alternatives to address emissions reductions. One alternative would include a cap 
and trade approach to mercury. The other would be a source specific reduction in emissions, without a cap and trade approach. The 
cap and trade approach would provide a longer compliance horizon and provide more flexible compliance options for coal-fired 
generators. The cap and trade approach would require a reduction of approximately 30 percent by 2010 and 70 percent by 2018. The 
source specific reduction approach would require a reduction of approximately 30 percent by 2008. The EPA must issue final rules by 
March 2005. 

Over the 2004-2008 time period, estimated capital costs associated with reducing mercury, S02, and NOx in compliance with the 
currently proposed CAIR and mercury rule are not expected to exceed approximately $1.65 billion if the EPA approves the mercury 
cap and trade approach and approximately $2.15 billion if the EPA approves the source specific reduction approach without a cap and 
trade. Approximately 55 percent of these estimated environmental costs would be incurred at PSI'S coal-fired plants, for which 
recovery would be pursued in accordance with regulatory statutes governing environmental cost recovery. CG&E has proposed three 
alternatives to the Public Utilities Commission of Ohio (PUCO) for determining rates after the market development period ends. Two 
of these alternatives include partial recovery of depreciation and financing costs for 2005-2008. See Note 6(b)(ii) of the "Notes to 
Condensed Financial Statements" in "Item 1. Financial Statements" for more details. 

The mercury cap and trade approach would provide Cinergy with more flexible compliance options, including the purchase of 
allowances in lieu of further capital expenditures with respect to these investments. The above estimates include estimated costs to 
comply at plants that we own but do not operate (which includes 14 percent and 34 percent of Cinergy's and CG&E's megawatt hour 
(MWh) capacity, respectively). These costs may change when taking into consideration compliance plans of 
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co-owners or operators involved. Moreover, as market conditions change, additional compliance options may become available and 
our plans will be adjusted accordingly. Costs associated with mercury reduction may be different than those predicted, depending on 
the type of program the EPA finalizes and the stringency and timing of the ultimate requirements. 

In May 2004, the EPA issued proposed revisions to its regional haze rules and implementing guidelines in response to a 2002 judicial 
ruling overturning key provisions of the original program. The regional haze program is aimed at reducing certain emissions 
impacting visibility in national parks and wilderness areas. Tlie EPA is currently considering whether SO2 and NOx reductions under 
the CAIR regulation will also satisfy the reduction requirements under the regional haze rule. However, the regional haze rule, when 
finalized, could potentially require significant additional SO2 and NOx reductions necessitating the installation of pollution controls 
for certain generating units at Cinergy's power plants. In light of the EPA's ongoing rulemaking efforts and the fact that the states 
have yet to announce how they will implement the final rule, at this time, it is not possible to predict whether the regional haze rule 
will have a material effect on our financial position or results of operations. 

In April 2004, the EPA made final state non-attainment area designations to implement the revised ozone standard. Several counties 
in which we operate have been designated as being in non-attainment with the new ozone standard. The EPA is also under a court 
ordered deadline to make final non-attainment area designations for the new fine particulate standard by December 15,2004. Several 
counties in which we operate are likely to be designated as non-attainment for the fine particulate standard. Those counties that are 
designated as being in non-attainment with the new ozone and/or fine particulate standards are required to develop a plan of 
compliance. Although the EPA has attempted to structure the CAIR to resolve purported utility contributions to ozone and fine 
particulate non-attainment, at this time, Cinergy cannot predict the effect of current or future non-attainment designations on its 
financial position or results of operations. 

Carbon Dioxide (C02) Lawsuit 

In July 2004, the states of Connecticut, New York, California, Iowa, New Jersey, Rhode Island, Vermont, Wisconsin, and the City of 
New York brought a lawsuit in the United States District Court for the Southern District of New York against Cinergy and American 
Electric Power Company, Iiic., American Electric Power Service Corporation, The Southern Company, Tennessee Valley Authority, 
and Xcel Energy Inc. That same day, a similar lawsuit was filed against the same companies by Open Space Institute, Inc., Open 
Space Conservancy, Inc., and The Audubon Society of New Hampshire. These lawsuits allege that the defendants' emissions of C02 
from the combustion of fossil fuels at electric generating facilities contribute to global warming and amount to a public nuisance. The 
complaints also allege that the defendants could generate the same amount of electricity while emitting significantly less C02. 
Plaintiffs are seeking an injunction requiring each defendant to cap its C02 emissions and then reduce them by a specified percentage 
each year for at least a decade. Cinergy intends to defend this lawsuit vigorously in court and filed a motion to dismiss with the other 
defendants in September 2004; however, we are not able to predict whether resolution of these matters would have a material effect on 
our financial position or results of operations. 
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Notice of Intent to Sue at Zimmer Generating Station (Zimmer Station) 

In July 2004, Cinergy received a notice of intent to sue under the Clean Air Act (CAA) from attorneys representing citizens of the 
Village of Moscow, Ohio, the town adjacent to CG&E's Z i m e r  Station, which notice is required as a predicate to a citizen's 
enforcement suit under the CAA. The letter alleges that emissions from Zimmer Station violate the CAA and the Ohio SIP and are 
causing a public nuisance. At this time, we cannot predict whether the outcome of this matter will have a material impact on our 
financial position or results of operations. 

Selective Catalytic Reduction IJizits (SCR) at Gibson Generating Station (Gibson Station) 

In May 2004, SCRs and other pollution control equipment became operational at Units 4 and 5 of PSI'S Gibson Station in accordance 
with compliance deadlines under the NOx SIP Call. In June and July 2004, Gibson Station temporarily shut down the equipment on 
these units due to a concern over an acid aerosol mist haze (plume) sometimes occurring in areas near the plant. Portions of the plume 
from those units' stacks appeared to break apart and descend to ground level at certain times under certain weather conditions. As a 
result, and, working with the City of Mt. Carmel, Illinois, Illinois EPA, Indiana Department of Environmental Management, United 
States EPA, and the State of Illinois, we developed a protocol regarding the use of the SCRs while we explore alternatives to address 
this issue. After the protocol was finalized, the Illinois Attorney General brought an action in Wabash County Circuit Court against 
PSI seeking a preliminary injunction to enforce the protocol. In August 2004, the court granted that preliminary injunction. PSI is 
appealing that decision to the Fifth District Appellate Court, but we cannot predict the ultimate outcome of that appeal or of the 
underlying action by the Illinois Attorney General. 

We will seek recovery of any related capital as well as increased emission allowance expenditures through the regulatory process. We 
do not believe costs related to resolving this matter will have a material impact on our financial position or results of operations. 

Other Investing Activities 

Our ability to invest in growth initiatives is limited by certain legal and regulatory requirements, including PUHCA. The PUHCA 
limits the types of non-utility businesses in which Cinergy and other registered holding companies under PUHCA can invest as well 
as the amount of capital that can be invested in permissible non-utility businesses. Also, the timing and amount of investments in the 
non-utility businesses is dependent on the development and favorable evaluations of opportunities. Under the PUHCA restrictions, 
we are allowed to invest or commit to invest in certain non-utility businesses, including: 

Exempt Wholesale Generators (EWG) and Foreign Utility Companies (FUCO) 

An EWG is an entity, certified by the Federal Energy Regulatory Commission (FERC), devoted exclusively to owning 
andlor operating, and selling power from one or more electric generating facilities. An EWG whose generating facilities 
are located in the United States is limited to making only wholesale sales of electricity. An entity claiming status as an 
EWG must provide notification thereof to the SEC under PUHCA. 

A RJCO is a company all of whose utility assets and operations are located outside the United States and which are used 
for the generation, transmission, or distribution of 
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electric energy far sale at retail or wholesale, or the distribution of gas at retail. A FUCO may not derive any income, 
directly or indirectly, from the generation, transmission, or distribution of electric energy for sale or the distribution of 
gas at retail within the United States. An entity claiming status as a FtJCO must provide notification thereof to the SEC 
under PUHCA. 

Cinergy has been granted SEC authority under PUHCA to invest (including by way of guarantees) an aggregate amount 
in EWGs and FUCOs equal to the sum of (1) our average consolidated retained earnings from time to time plus (2) $2 
billion. As of September 30,2004, we had invested or committed to invest approximately $0.9 billion in EWGs and 
FUCOs, leaving available investment capacity under the order of approximately $2.7 billion. 

Qualifying Facilities and Energy-Related Non-utility Entities 

SEC regulations under the PUHCA permit Cinergy and other registered holding companies to invest andor guarantee an 
amount equal to 15 percent of consolidated capitalization (consolidated capitalization is the sum of Notes payable and 
other short-term obligations, Long-term debt (including amounts due within one year), Cumulative Preferred Stock of 
Subsidiaries, and total Common Stock Equity) in domestic qualifying cogeneration and small power production plants 
(qualifying facilities) and certain other domestic energy-related non-utility entities. At September 30,2004, we had 
invested andor guaranteed approximately $0.9 billion of the $1.4 billion available. 

In August 2004, Cinergy filed an application with the SEC requesting authority under PUHCA to increase its investment 
and/or guarantee amount by $2 billion above the current authorized amount. Cinergy has requested the SEC to issue an 
order authorizing the increase in the fourth quarter of 2004. 

Energy-Related Assets 

Cinergy has been granted SEC authority under PUHCA to invest up to $1 billion in non-utility Energy-Related Assets 
within the United States, Canada, and Mexico. Energy-Related Assets include natural gas exploration, development, 
production, gathering, processing, storage and transportation facilities and equipment, liquid oil reserves and storage 
facilities, and associated assets, facilities and equipment, but would exclude any assets, facilities, or equipment that 
would cause the owner or operator thereof to be deemed a public utility company. As of September 30,2004, we did not 
have any investments in these Energy-Related Assets. 

Infrastructure Services Companies 

Cinergy has been granted SEC authority under PUHCA to invest up to $500 million in companies that derive or will 
derive substantially all of their operating revenues from the sale of Infrastructure Services including: 
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Design, construction, retrofit, and maintenance of utility transmission and distribution systems; 

Installation and maintenance of natural gas pipelines, water and sewer pipelines, and underground and overhead 
telecommunications networks; and 

Installation and servicing of meter reading devices and related communications networks, including fiber optic 
cable. 

At September 30,2004, we had invested approximately $29 million in Infrastructure Services companies. 

Guarantees 

We are subject to an SEC order under the PUHCA, which limits the amounts Cinergy Corp. can have outstanding under guarantees at 
any one time to $2 billion. As of September 30,2004, we had $705 million outstanding under the guarantees issued, of which 
approximately 93 percent represents guarantees of obligations for entities consolidated in Cinergy's financial statements. I'he amount 
outstanding represents Cinergy Corp.'s guarantees of liabilities and commitments of its consolidated subsidiaries, unconsolidated 
subsidiaries, and joint ventures. See Note 6(c)(v) of the "Notes to Condensed Financial Statements" in "Item 1. Financial Statements" 
for a discussion of guarantees in accordance with Financial Accounting Standards Board (FASB) Interpretation No. 45, Guarantor's 
Accounting and Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others (Interpretation 
45). Interpretation 45 requires disclosure of maximum potential liabilities for guarantees issued on behalf of unconsolidated 
subsidiaries and joint ventures and under indemnification clauses in various contracts. The Interpretation 45 disclosure differs from 
the PUHCA restrictions in that it requires a calculation of maximum potential liability, rather than actual amounts outstanding; it 
excludes guarantees issued on behalf of consolidated subsidiaries; and it includes potential liabilities under indemnification clauses. 

Marketing & Trading Liquidity Risks 

Cinergy has certain contracts in place, primarily with trading counterparties, that may require the settlement of open positions or the 
issuance of collateral in the event our debt ratings are downgraded below investment grade. Based upon our September 30,2004 
trading portfolio, if such an event were to occur, Cinergy would be required to issue up to approximately $140 million related to its 
gas and power trading operations, of which $78 million is related to CG&E. 

Capital Resources 

Cinergy, CG&E, PSI, and ULH&P meet current and future capital requirement needs through a combination of internally and 
externally generated funds, including the issuance of debt andlor equity securities. Cinergy, CG&E, PSI, and ULH&P believe that 
they have adequate financial resources to meet their future needs. 

Sales of Accounts Receivable 

CG&E, PSI, and ULH&P have an agreement with Cinergy Receivables Company, LLC (Cinergy Receivables), an affiliate, to sell, 
on a revolving basis, nearly all of the retail accounts receivable and 
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related collections of CG&E, PSI, and ULH&P. Cinergy Receivables funds its purchase with borrowings from commercial paper 
conduits that obtain a security interest in the receivables. This program accelerates the collection of cash for CG&E, PSI, and 
ULH&P related to these retail receivables. Cinergy Corp. does not consolidate Cinergy Receivables since it meets the requirements 
to be accounted for as a qualifying special purpose entity (SPE). A decline in the long-term senior unsecured credit ratings of 
CG&E, PSI, and ULH&P below investment grade would result in the termination of the sale program and discontinuance of future 
sales of receivables. 

Notes Payable and Other Short-term Obligations 

We are required to secure authority to issue short-term debt from the SEC under the PUHCA and from the PUCO. The SEC under 
the PUHCA regulates the issuance of short-term debt by Ciergy Corp., PSI, and ULH&P. The PUCO has regulatory jurisdiction 
over the issuance of short-term debt by CG&E. 

Short-term Regulatory Authority 
September 30,2004 

(in millions) 

Authority Outstanding 

(1) Cinergy Corp., under the PUHCA, has approval to increase total capitalization (excluding retained earnings 
and accumulated other cornpreherisive income (loss)), which may be any combination of short-term debt, 
long-term debt, and equity securities, to $5 billion. Outside this requirement, Cinergy Corp. is not subject 
to specific regulatory debt authorizations. 

For the purposes of quantifying regulatory authority, short-term debt includes revolving credit and u~icommitted credit line 
borrowings, intercompany money pool obligations, and commercial paper. Cinergy Corp.'s short-term borrowings consist primarily 
of unsecured revolving lines of credit and the sale of commercial paper. Cinergy Corp.'s $1.5 billion revolving credit facilities and 
commercial paper program also support the short-term borrowing needs of CG&E, PSI, and ULH&P. In addition, Cinergy Corp., 
CG&E, and PSI maintain uncommitted lines of credit. These facilities are not firm sources of capital but rather informal agreements 
to lend money, subject to availability, with pricing determined at the time of advance. 

Variable Rate Pollution Control Notes 

In August 2004, PSI borrowed the proceeds from the issuance by the Indiana Development Finance Authority of $55 million principa 
amount of its Environmental Revenue Bonds, Series 2004A, due August 2039. The initial interest rate for the bonds was 1.13 percent 
and is reset weekly. Proceeds from the borrowing will be used for the acquisition and construction of various solid waste disposal 
facilities located at various generating stations in Indiana. The $55 million is being held in escrow by an independent trustee and will 
be drawn upon as facilities are built. Holders of these notes are entitled to credit enhancement in the form of a standby letter of credit, 
which if drawn upon, provides for the payment of both interest and principal on the notes. Because the holders of these notes have 
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the right to have their notes redeemed on a weekly basis, they are reflected in Notes payable and other short-tern obligations on the 
balance sheets of Cinergy and PSI. 

The following is a summary of outstanding short-term borrowings for Cinergy, CG&E, PSI, and ULH&P, including variable rate 
pollution control notes: 

Short-term Borrowings 
September 30.2004 

Available 
Revolving 

Established Standby Lies of 
Lines Outstandinc Unused Liquidit@) Credit 

(in millions) 

Cinergy 

Utility operating companies 

Non-regulated subsidiaries 
Revolving lines 14 10 4 4 

CG&E and subsidiaries 
Uncommitted lines(1) $ 15 $ - $ 15 
Pollution control notes 112 

CG&E Total $: 354 

Money pool $ 37 

ULH&P Total $ 37 

(1) These facilities are not guaranteed sources of capital and represent an informal agreement to lend money, subject to availability, 
with pricing to be determined at the time of advance. 

(2) 



In September 2004, Cinergy Corp. increased its commercial paper program limit from $800 million to $1.5 billion. The 
commercial paper program is supported by Cinergy Corp.'s revolving lines of credit. 

(3) Standby liquidity is reserved against the revolving lines to support the commercial paper program and outstanding letters of 
credit (currently $912 million and $6 million, respectively). 

In April 2004, Cinergy Corp. successfully placed two senior unsecured revolving credit facilities with an aggregate borrowing 
capacity of $1.5 billion, comprised of a $500 million 364-day facility 
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and a $1 billion three-year facility. These facilities replaced two facilities that expired in April and May 2004. 

At September 30,2004, Cinergy Corp. had approximately $582 million remaining unused and available capacity relating to its $1.5 
billion revolving credit facilities. These revolving credit facilities include the following: 

Outstanding 
Established and Unused and 

Credit Facility Emiration Lines Committed Available 
(in millions) 

364-day senior revolving April 2005 
Direct borrowi 

Total 364-day facility 500 - 500 

Three-year senior revolving April 2007 
Direct borrow in^ - -- - - . - - - - 

C 7  

Commercial paper support 912 

In our credit facilities, Cinergy Corp. has covenanted to maintain: 

o a consolidated net worth of $2 billion; and 

* a ratio of consolidated indebtedness to consolidated total capitalization not in excess of 65 percent. 

A breach of these covenants could result in the termination of the credit facilities and the acceleration of the related indebtedness. In 
addition to breaches of covenants, certain other events that could result in the termination of available credit and acceleration of the 
related indebtedness include: 

bankruptcy; 

defaults in the payment of other indebtedness; and 

c judgments against the company that are not paid or insured. 

The latter two events, however, are subject to dollar-based materiality thresholds. 



Long-tenn Debt 

We are required to secure authority to issue long-term debt from the SEC under the PUHCA and the state utility commissions of 
Ohio, Kentucky, and Indiana. The SEC under the PUHCA regulates the issuance of long--term debt by Cinergy Corp. The 
respective state utility commissions regulate the issuance of long-term debt by our utility operating companies. 

58 
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A current summary of our long-term debt authorizations at September 30,2004, was as follows: 

Authorized Used Available 
(in millions) 

CG&E and subsidiaries(2) 

State Public Utilitv Commission - Tax-Exemot 250 55 195 

ULH&P 
State Public Utility Commission $ 75 $ - $ 75 

(1) Cinergy Corp., under PUHCA, has approval to increase total capitalization (excluding retained 
earnings and accumulated other compretiensive income (loss)), which may be any combination of 
short-term debt, long-term debt, and equity securities, by $5 billion. Outside this requirement, 
Cinergy Corp. is not subject to specific regulatory debt authorizations. 

(2) Includes amounts for ULH&P. 

Cinergy Corp. has an effective shelf registration statement with the SEC relating to the issuance of up to $750 million in any 
combination of common stock, preferred stock, stock purchase contracts or unsecured debt securities, of which approximately $574 
million remains available for issuance. CG&E has an effective shelf registration statement with the SEC relating to the issuance of up 
to $800 million in any combination of unsecured debt securities, first mortgage bonds, or preferred stock, all of wllich remains 
available for issuance. PSI has an effective shelf registration statement with the SEC relating to the issuance of up to $800 million in 
any combination of unsecured debt securities, first mortgage bonds, or preferred stock, all of which remains available for issuance. 
ULH&P has an effective shelf registration statement with the SEC for the issuance of up to $75 million in unsecured debt securities, 
all of which remains available for issuance. ULH&P also has effective shelf registration statements with the SEC relating to the 
issuance of up to $40 million in first mortgage bonds, of which $20 million remains available for issuance. 

Off-Balance Sheet Arrangements 

As discussed in the 2003 1&K, Cinergy uses off-balance sheet arrangements from time to time to facilitate financing of various 
projects. Cinergy's primary off-balance sheet arrangements involve (a) the sale of accounts receivable to a qualifying SPE, and (b) a 
forward stock contract that will result in the issuances of between 9.2 and 10.8 million Cinergy Corp. common shares in February 
2005. 
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Securities Ratings 

As of September 30,2004, the major credit rating agencies rated our securities as follows: 

Ciriergy Corp. 

Commercial Pauer F-2 P-2 A-2 
Prefcrrcd Trust Securities BBB+ Baa2 BBB 

CG&E 

-- 
Senior Secured Debt A- A3 A- 
Senior Unsecured Debt BBB+ Baal BBB 

UL 
Senior Unsecured Debt Not Rated Baal BBB 

(1) Fitch Ratings (Fitch) 
(2) Moody's Investors Service (Moody's) 
(3) Standard & Poor's (S&P) 

The highest investment grade credit rating for Fitch is AAA, Moody's is Aaal, and S&P is AAA. 
The lowest investment grade credit rating for Fitch is BBB-, Moody's is Baa3, and S&P is BBB-. 

A security rating is not a recommendation to buy, sell, or hold securities. These securities ratings may be revised or withdrawn at any 
time, and each rating should be evaluated independently of any other rating. 

Equity 

As discussed in the 2003 10-K, Cinergy issues new Cinergy Corp. common stock shares to satisfy obligations tinder certain of its 
employee stock plans and the Cinergy Corp. Direct Stock Purchase and Dividend Reinvestment Plan. During the nine months ended 
September 30,2004, Cinergy issued approximately 2.7 million shares under these plans. 
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The Results of Operations discussions for Cinergy, CG&E, and PSI are combined within this section. 

2004 QUARTERLY RlESUI,TS OF OPERATIONS - HISTORTCAI, 

Summary of Results 

Electric and gas gross margins and net income for Cinergy, CG&E, and PSI for the quarters ended September 30,2004 and 2003 
were as follows: 

Cincrgyc') CG&E nnd subsidinria PSI 
Oh Nn 0 

2004 2003 2003 Changc Chmge -- 2003 Chmgc Change ZOW Chmgc Change ZOW 

(in thousands) 

(1) The results of Cinergy also include amounts related to non-registrants. 
(2) Electric gross margin is calculated as Electric operating revenues less Fuel and purchased power expense from the Condensed 

Consolidated Statements of Income. 
(3) Gas gross margin is calculated as Gas operating revenues less Gas purchased expense from the Condensed Consolidated 

Statements of Income. 

Cinergy's decrease in net income was primarily attributable to the following factors: 

Higher Operation and maintenance expense due, in part, to increased emission allowance expenses; 

* Higher Depreciation expense; and 

Impairment and disposal charges on certain investments in the Power Technology and Infrastructure Services Business 
Unit (Power Technology and Infrastructure) (reflected in Miscellaneous Income (Expense) - Net). 

These expenses were offset by higher electric gross margins and an adjustment to decrease the estimated annual 
effective tax rate. 

CG&E's decrease in net income was primarily attributable to the following factors: 

Higher Operatiorz and mainte~zance expense due primarily to increased emission allowance expenses. 

These higher expenses were offset, in part, by higher electric and gas gross margins. 



PSI'S increase in net income was primarily attributable to the following factors: 

Higher electric gross margins. 

* These higher margins were offset, in part, by higher Operation and maintenance expense, higher Depreciation expense 
and an adjustment to increase the estimated annual effective tax rate. 
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Electric Margins 

Cinergy's, CG&E's, and PSI's electric gross margins increased for the quarter ended September 30,2004, as compared to the same 
period last year. Cinergy's and PSI's variances include a higher price received per MWh primarily due to the Indiana Utility 
Regulatory Commission's (IURC) approval of PSI's average base retail electric rate increase of eight percent in May 2004. This is 
discussed further in Note 6(b)(i) of the "Notes to Condensed Financial Statements" in "Item 1. Financial Statements". For all three 
companies, growth in non-weather related demand was offset by a decline in MViTh sales due to milder weather in the current period. 
Cinergy's and CG&E's variances reflect an increase in net revenues on power marketing, trading, and origination contracts. 

Cinergy's and CG&E's variances also reflect a decline due to an increase in the average price of fuel for the period. Offsetting most 
of this decline was an increase in coal origination, which includes contract structuring and marketing of physical coal. 

Electric Operating Revenues 

CG&E and subsidiaries PSI 
% % % 

2004 2200 Change Change 2004 2003 Change Change 2004 2003 Change Change 
(in millions) 

Retail $ 792 $ 744 $ 48 6 $ 383 $ 377 $ 6 2 $ 409 $ 367 $ 42 11 

Total $ 994 $ 921 $ 73 8 $ 494 $ 475 $ 19 4 $ 480 $ 437 $ 43 10 

(1) The results of Cinergy also include amounts related to non-registrants. 

Heating degree-days and cooling degree-days are metrics commonly used in the utility industry as a measure of the impact weather 
has on results of operations. Heating degree-days and cooling degree-days in CG&E's and PSI's service territories for the quarters 
ended September 30,2004 and 2003, were as follows: 

CG&E and subsidiaries PSI 
% % 

2004 2003 Change Change 2004 2003 Change Change 

Cooling degree-days@) 540 63 8 (98 ) (15) 535 642 (107 (17) 



Heating degree-days are the differences between the average temperature for each day and 65 degrees, assuming 
the average temperature is less than 65 degrees. 

(2) Cooling degree-days are the differences between the average temperature for each day and 65 degrees, assuming 
the average temperature is greater than 65 degrees. 

Although cooling degree-days declined, retail electric operating revenues increased for Cinergy and PSI in the third quarter of 2004 
as compared to 2003. 'I'his was mainly due to an increase in the average retail price per MWh, which resulted in approximately $49 
million and $45 million higher retail revenues for Cinergy and PSI, respectively. The higher retail prices primarily reflect a higher 
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price received per MWh due to PSI's base retail electric rate case. For all three companies, growth in non-weather related demand 
was offset by a decline in MWh sales due to milder weather in the current period. 

Electric wholesale revenues remained relatively flat for Cinergy and decreased for CG&E and PSI for the quarter ended September 
30,2004, as compared to 2003. Cinergy's wholesale revenues increased approximately $14 million from non-regulated energy 
service subsidiaries that started operations, or became fully consolidated, after September 30, 2003. Additionally, net revenues on 
power marketing, trading, and origination contracts increased approximately $1 1 million. The increase in power trading results is 
attributable to higher margins on physical and financial trading primarily related to regional spreads between the mideast and rnidwest 
markets. These increases were offset by decreases in wholesale sales from generation available after serving regulated retail 
customers. 

CG&E's variance reflects decreases in wholesale sales from generation available after serving regulated retail customers. Partially 
offsetting this decrease was an approximate $15 million increase in net revenues on power marketing, trading, and origination 
contracts. The increase in power trading results is attributable to higher margins on physical and financial trading primarily related to 
regional spreads between the mideast and midwest markets. The majority of PSI's decrease was attributable to decreases in wholesale 
sales from generation available after serving regulated retail customers. 

The decreases in wholesale sales from generation available after serving regulated retail customers were primarily caused by lower 
demand. In addition, lower market prices caused our generation to be less economic when it was available for wholesale transactions. 
As a result, there were fewer opportunities to sell into the wholesale market from generation in the third quarter of 2004, as compared 
to 2003. 

Other electric operating revenues increased for Cinergy, CG&E, and PSI for the quarter ended September 30,2004, as compared to 
2003. Cinergy's and CG&E's higher other electric operating revenues reflect increases in coal origination of approximately $23 
million. Coal origination includes contract structuring and marketing of physical coal. Cinergy's, CG&E's, and PSI's increases also 
reflect approximately $8 million, $2 million, and $6 million, respectively, of higher transmission revenues primarily resulting from 
Midwest Independent System Operator, Inc. (Midwest ISO) operations. 

Fuel and Purchased Power 

CG&E and subsidiaries PSI 
% % % 

2004 2003 Change Change 2004 2003 Change Change 2004 2003 Change Change 

(in millions) 

Fuel used for 
generation $ 259 $ 270 $ (1 1 ) (4)  $ 99 $ 94 $ 5 5 $ 139 $ 164 $ (25) (15) 

Coal origination 
costs 29 17 12 71 29 17 12 71 - - - 

(1) The results of Cinergy also include amounts related to non-registrants. 
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Fuel 

Fuel expense represents the cost of coal, natural gas, and oil that is used to generate electricity, and the cost of coal origination, which 
includes contract structuring and marketing of physical coal. The following table details the changes to expense for fuel used in 
generation from the quarter ended September 30,2003, to the quarter ended September 30,2004: 

Cinerdl) CG&E PSI 
(in millions) 

Fuel Expense - September 30,2003 $ 270 $ 94 $ 1 64 

lttcrease (Decrease) due to changes in: 
Price of fuel 12 13 (1 . , 
Deferred fuel cost - (14 ) 

Fuel Expense - September 30,2004 $ 259 $ 99 $ 139 

(1) The results of Cinergy also include amounts related to non-registrants. 

Deferred fuel cost represents changes in fuel expense associated with PSI's fuel adjustment charge, which recovers retail fuel costs 
from customers on a dollar-for-dollar basis. The fuel adjustment charge is calculated based on the estimated cost of fuel in the next 
three-month period. PSI records any under-recovery or over-recovery resulting from these differences as a deferred asset or liability 
until it is billed or refunded to its customers, at which point it is adjusted through fuel expense. 

Purchased Power 

Purchased power expense increased for Cinergy and PSI and decreased for CG&E for the quarter ended September 30,2004, as 
compared to 2003. Cinergy's and PSI's increases primarily reflect a greater volume of MWhs purchased to serve PSI's native load 
and wholesale full requirements customers. Partially offsetting Cinergy's increase and primarily causing CG&E's decrease was a 
reduction in the amount of MWhs purchased to serve CG&E's wholesale full requirements customers and a lower price paid per 
MWh for these purchases. 

Gas Margins 

CG&E's gas gross margins increased and Cinergy's remained relatively flat for the quarter ended September 30,2004, as compared 
to the same period last year. CG&E's gas margins increased by approximately $6 million primarily due to rate tariff adjustments. 

Cinergy's gas margins remained relatively flat as CG&E's increase was offset by lower margins from our gas marketing and trading 
business. Margins for our gas marketing and trading business decreased primarily due to timing differences in revenue recognition 



between physical storage activities and the associated derivative contracts that hedge the physical storage. Our gas marketing and 
trading business regularly hedges its price exposure of natural gas held in storage by selling derivative contracts for winter month 
delivery. The majority of the gas held in storage is designated as being hedged under Statement of Financial Accounting Standards 
No. 133, Accounting for Derivative Instruments and Hedging Activities' (Statement 133) fair value hedge accounting model, which 
allows the gas to be accounted for at its fair value (based on spot prices). Under generally accepted 
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accounting principles (GAAP), the derivative contracts hedging the gas are accounted for at fair value (based on forward winter 
prices). Conversely, the agreements with pipelines to store this natural gas until the winter periods are not derivatives and are not 
adjusted for changes in fair value (see footnote 1 in the table below). Significant increases in natural gas prices during the third 
quarter of 2004, especially prices for winter months, resulted in an unrealized loss on the derivative contracts that is included in 
current earnings. However, the economic benefit of these increased prices for the gas held in storage will not be recognized in 
revenues until spot and winter prices of gas converge (which we expect will occur in the winter months when the natural gas is 
withdrawn from storage and sold). 

For a more complete understanding of our gas marketing and trading results, we have prepared the following table which reconciles 
the gas margins under GAAP, the impact of adjusting these margins for the fair value of pipeline agreements and certain gas held in 
storage, and the resulting adjusted gas margins: 

2004 2003 Chan~e 
(dollars in millions) 

Gas margins, as reported (GAAP) $ 5 $ 11 $ ( 6 )  

Fair value adjustments not recognized under GAAP(1) 21(2) I 20 

Adjusted gas margins $ 26 $ 12 $ 14 

(1) Relates to fair value of storage agreements. The value of a storage agreement is the ability to store and 
optimize gas between periods of lower prices (typically summer) and periods of higher prices (typically 
winter). A large component of the fair value is therefore the differences between winter prices and spot 
prices. As this spread gets wider, the value of a storage agreement increases. 

(2) The magnitude of the adjustment in 2004 is driven by forward price increases in the winter months that are 
significantly larger than spot price increases, which caused a recognized loss on the derivative sales in winter 
offset by an unrecognized gain on the related storage agreements. While such price changes from one quarter 
to the next are not unprecedented, they are the most significant they have been since we discontinued the 
application of fair value accounting to natural gas held in storage and pipeline agreements on January 1, 
2003, with the rescission of Emerging Issues Task Force Issue 98-10, Accounting for Contracts Involved in 
Energ,y Trading artd Risk Management Activities (EITF 98-10). 

Adjusted gas margins represent a more economic view of the business with all elements of the business reflected at fair value. The 
resulting increase in adjusted gas margins from our gas marketing and trading business is primarily a result of an increase in physical 
and financial trading margins resulting from favorable price movements in the third quarter of 2004. 

Other Revenues 

Other revenues for Cinergy increased for the quarter ended September 30,2004, as compared to 2003, primarily due to increased 
revenues of approximately $22 million from the sale of synthetic fuel as a result of an increase in demand for our synthetic fuel. 

Operating Expenses 



Operation and Maintenance 

Operation and maintenance expense increased for Cinergy, CG&E, and PSI for the quarter ended September 30,2004, as conipared 
to 2003. Approximately $27 million of Cinergy's increase is due to an increase in the production of synthetic fuel as a result of an 
increase in demand for our synthetic fuel. Cinergy's, CG&E's, and PSI'S increases include approximately $15 million, $7 million, 
and $8 
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million, respectively, of higher expenses related to emission allowances. These increases primarily reflect higher expenses due to an 
increase in the cost of SO2 emission allowances as market prices have increased. Cinergy's and PSI's increases also resulted from 
timing differences in the recovery of SO2 emission allowances costs under PSI's emission allowances tracking mechanism authorized 
by the HJRC. 

Maintenance expenses, primarily production and distribution related, were higher by approximately $7 million for both Cinergy and 
CG&E. The increases for Cinergy, CG&E, and PSI also reflect costs incurred in the third quarter of 2004 related to a continuous 
improvement initiative of approximately $6 million, $3 million, and $2 million, respectively. Approximately $5 million of Cinergy's 
increase relates to non-regulated energy service subsidiaries that started operations, or became fully consolidated, after the second 
quarter of 2003. Partially offsetting Cinergy's increases were approximately $12 million of costs incurred in 2003 associated with the 
bankruptcy of Enron Corp. 

Depreciation 

Depreciation expense increased for Cinergy and PSI for the quarter ended September 30,2004, as compared to 2003. Approximately 
$12 million of Cinergy's and PSI's increase was due to the addition of depreciable plant primarily for pollution control equipment. 
Also contributing to Cinergy's and PSI's higher depreciation expense was an approximate $7.5 million increase due to higher 
depreciation rates effective June 2004 that were approved in PSI's latest retail rate case. 

;Wiscellaneous Income (Expense) - Net 

Miscellaneous Income (Expense) -Net decreased for Cinergy and CG&E and increased for PSI for the quarter ended September 30, 
2004, as compared to 2003. Cinergy's decrease reflects approximately $15 million in impairment and disposal charges on certain 
investments in Power Technology and Infrastructure. The values of these investments reflect our estimates and judgments about the 
future performance of these investments, for which actual results may differ. CG&E's decrease and PSI's increase was primarily a 
result of a final reconciliation recorded in 2003 between the two entities of a previous demutualization of a medical insurance carrier 
used by both companies. 

Income Taxes 

The effective income tax rate decreased for Cinergy and increased for CG&E and PSI for the quarter ended September 30,2004, as 
compared to 2003. Cinergy's 2004 effective tax rate is expected to be approximately 23 percent, a decrease of one percent from our 
prior estimate. The change results from a revision in estimated 2004 pre-tax income with no adjustment to the estimated annual tax 
credits associated with the production and sale of synthetic fuel for the year. CG&E's and PSI's increases reflect revisions to 
estimated 200.1. pre-tax income and changes in permanent differences which have an incremental effect on tax expense. 

In July 2002, Cinergy Capital & Trading, Inc. (Capital & Trading) acquired a coal-based synthetic fuel production facility. The 
synthetic fuel produced at this facility qualifies for tax credits in accordance with Section 29 of the Internal Revenue Code (IRC). 
Eligibility for these credits expires after 2007. Cinergy received a private letter ruling from the Internal Revenue Service (IRS) in 
-0nnection with the acquisition of the facility. To date, Cinergy has recorded approximately $189 million in tax 
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credits, including approximately $69 million in 2004. See Note 6(c)(iv) of the "Notes to Condensed Financial Statements" in "Item I .  

Financial Statements" for more detail. 
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2004 YEAR TO DATE RESULTS OF OPERATIONS - HISTORICAL 

Summary of Results 

Electric and gas gross margins and net income for Cinergy, CG&E, and PSI for the nine months ended September 30,2004 and 
2003, were as follows: 

Cinergy(1) CG&E nnd subsidinries P S I  
% % % 

2004 2003 Change Change 2004 2003 Change Change 2003 -- 21J04 - Change Change 

(in Ilrousands) 

(1) The results of Cinergy also include amounts related to non-registrants. 
(2) Electric gross margin is calculated as Electric operating revenues less Fuel and purchased power expense from the Condensed 

Consolidated Statements of Income. 
(3) Gas gross margin is calculated as Gas operating revenues less Gas purchased expense from the Condensed Consolidated 

Statements of Income. 

Cinergy's decrease in net income was primarily attributable to the following factors: 

Higher Operation and maintenance expense due, in part, to greater emission allowance expenses; 

Higher Depreciation expense; 

o Impairment and disposal charges on certain investments in Power Technology and Infrastructure (reflected in 
Miscellaneous Income (Expense) - Net); 

Lower gas margins in our gas marketing and trading business; 

Net gains recognized in the first quarter of 2003 resulting from the implementation of certain accounting changes that 
have been reflected as cumulative effects of changes in accounting principles; and 

* Gains realized in the second quarter of 2003 from the disposal of discontinued operations. 

These variances were offset, in part, by an increase in electric gross margins. 

CG&E's decrease in net income was primarily attributable to the following factors: 



Higher Operation and maintenance expense due primarily to greater emission allowance expenses, consulting fees for a 
continuous improvement initiative and higher employee benefit expenses; and 

* Net gains recognized in the first quarter of 2003 resulting from the implementation of certain accounting changes that 
have been reflected as cumulative effects of changes in accounting principles. 

These variances were offset, in part, by increases in electric and gas gross margins. 
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PSI's increase in net income was primarily attributable to the following factors: 

Higher electric gross margins. 

These higher margins were offset, in part, by higher Operation attd maintena~tce expense, higher Depreciation expense 
and an ad,justment to increase the estimated annual effective tax rate. 

Electric Margins 

Cinergy's, CG&E's, and PSI's electric gross margins increased for the nine months ended September 30,2004, as compared to the 
same period last year. Cinergy's and PSI'S increases included a higher price received per MWh primarily due to the TURC's approval 
of PSI's average base retail electric rate increase of eight percent in May 2004 and certain rate tariff adjustments. Also contributing to 
the increase in electric gross margins for all three companies were additional MWhs delivered due to growth in non-weather related 
demand. Cinergy's and CG&E's variances reflect an increase in net revenues on power marketing, trading, and origination contracts. 

Cinergy's and CG&E's variances also reflect a decline due to an increase in the average price of fuel for the period. This decline was 
partially offset by an increase in coal origination, which includes contract structuring and marketing of physical coal. 

Electric Operating Revenues 

CG&E and subsidinries PSI 

Q % 
2004 2003 Change Change 2004 2003 Change Change 2004 2003 Change Changc -- 

(in millions) 

(1) The results of Cinergy also include amounts related to non-registrants. 

Heating degree-days and cooling degree-days are metrics commonly used in the utility industry as a measure of the impact weather 
has on results of operations. Heating degree-days and cooling degree-days in CG&E's and PSI's service territories for the nine 
months ended September 30, 2004 and 2003, were as follows: 

CG&E and subsidiaries PSI 
% % 

2003 Change Change 2004 2003 Change Change 2004 

Cooling degree-days(2) 867 804 63 8 879 84 1 3 8 5 



(1) Heating degree-days are the differences between the average temperature for each day and 65 degrees, 
assuming the average temperature is less than 65 degrees. 

(2) Cooling degree-days are the differences between the average temperature for each day and 65 degrees, 
assuming the average temperature is greater than 65 degrees. 


