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The Public Utilities Commission of Qhio
180 East Broad Street
Columbus, OH 43215

October 21, 2009

Re: OHIO VALLEY ELECTRIC CORPORATION

Gentlemen:

Enclosed on behalf of Ohio Valley Electric Corporation are one executed and five conformed
copies of an Application for authority to authority to issue and sell secured or unsecured
promissory notes, debentures or other debt securities, to borrow from, or enter into other
financing arrangements with, the Ohio Air Quality Development Authority or other authority, to
enter into one or more secured or unsecured term loan or revolving credit arrangements and to

enter into interest rate management agreements.

An additional copy of the Application is also enclosed. Please indicate by file-stamp the
Commission's receipt and return the extra copy so marked to the undersigned.

Very truly yours,

DCH/jTh

Enclosures
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Before
THE PUBLIC UTILITIES COMMISSION OF CGHIO

In the Matter of the application of

OHIO VALLEY ELECTRIC CORPORATION
for authority to issue and sell secured or unsecured
promissory notes, debentures or other debt
securities, to borrow from, or enter into other
financing arrangements with, the Ohio Air Quality

Case No. 09-9 TLEL-AIS

P2
Development Authority, Indiana Finance Authority Ef_.;;
or other authority, to enter into one or more secured I 93
or unsecured term loan or revolving credit oo™
arrangements and to enter into interest rate O
management agreements O o

I'“\;)
&
APPLICATION AND STATEMENT
TO THE HONORABLE

THE PUBLIC UTILITIES COMMISSION OF OHIO:

Your Applicant, Ohio Valley Electric Corporation, respectfully shows:

FIRST: Applicant is an Ohio corporation, which owns and operates facilities for the
generation, transmission and sale of electric power and energy in the State of Ohio and owns and
operates facilities for the transmission of electric power and energy in the Commonwealth of
Kentucky, Applicant being a public utility, as defined in the Ohio Revised Code (“Revised
Code™).  Applicant’s wholly-owned subsidiary, Indiana-Kentucky Electric Corporation
(“IKEC”), owns and operates facilities for the generation, transmission and sale of electric power
and energy in the State of Indiana. The combined electric production capability of the generating
stations owned and operated by Applicant and IKEC (which are known as the Kyger Creek and
Clifty Creek Plants) is approximately 2,256 megawatts.

Applicant was organized on October 1, 1952 by the ten (now eleven) participating

companies, which are the owners of all of the capital stock of Applicant, to supply, together with
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the Sponsoring Companies (as defined below), the entire power requirements of the gaseous
diffusion plant near Portsmouth, Ohio, owned and operated initially by the United States Atomic
Encrgy Commission until January 19, 1975, and then, from that date until September 30, 1977,
by the United States Energy Research and Development Administration, which, under the
Energy Reorganization Act of 1974 succeeded to certain of the functions of the Atomic Energy
Commission, and thereafter by the United States Department of Energy (“DOE”) which, on
October 1, 1977, pursuant to the Department of Energy Organization Act, succeeded to the
functions of the Energy Research and Development Administration. Effective August 31, 2001,
DOE became no longer entitled to any power generated by Applicant’s and IKEC’s generating
stations, and the Sponsoring Companies have instead purchased that power.

The eleven participating companies that own all of the Applicant’s common stock are
currently as follows: Allegheny Energy, Inc.; American Electric Power Company, Inc. (“AEP”),
Buckeye Power Generating, LLC, an affiliate of Buckeye Power, Inc.; Duke Energy Ohio, Inc.
(formerly known as The Cincinnati Gas & Electric Company), a subsidiary of Duke Energy
Corporation; Columbus Southern Power Company, a subsidiary of AEP; The Dayton Power and
Light Company, a subsidiary of DPL Inc.; Kentucky Utilities Company, a subsidiary of E.ON
LLC; Louisville Gas and Electric Company, also a subsidiary of E.ON LLC; Ohio Edison
Company, a subsidiary of FirstEnergy Corp.; Southern Indiana Gas and Electric Company, a
subsidiary of Vectren Corporation; and The Toledo Edison Company, also a subsidiary of
FirstEnergy Corp. All of these participating companies or their affiliates (“Sponsoring
Companies™) currently purchase power from Applicant according to the terms of an

Inter-Company Power Agreement.
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Applicant is a public utility, within the meaning of Section 4905.02 of the Revised Code,
being engaged in the business of supplying electricity for light, he;at or power purposes within
the State of Ohio, and is subject to the jurisdiction of your Honorable Commission. Applicant is
also engaged in the business of transmitting electricity within the Commonwealth of Kentucky,
the electric power and energy so transmitted being delivered in interstate commerce.

Reference is made herein to your Honorable Commission’s Finding and Order in Case
No. 08-1286-EL-AIS, in which your Honorable Commission authorized Applicant, through
December 31, 2009: (a) to issue and sell secured or unsecured promissory notes, debentures or
other debt securities in one or more series, (b) to borrow from or enter into other financing
arrangements with the Ohio Air Quality Development Authority, any statutory successor thereto
or other authorized issuer of tax-exempt bonds, through the issuance of tax-exempt bonds, (¢) to
enter into one or more secured or unsecured term loan or revolving credit agreements, (d) to
issue and sell any combination of notes and credit facilities to one or more commercial banks,
financial institutions or other institutional investors, or borrowing from the Ohio Air Quality
Development Authority, any statutory successor thereto or other authorized issuer of tax-exempt
bonds from time to time, in an aggregate principal amount of up to $900,000,000, and (e) to
enter into interest rate management agreements, all consistent with the parameters specified in
the application made in such proceeding and its exhibits.

SECOND: Attached hereto as Exhibit A arc financial statements, including a balance
sheet and statements of income and retained earnings of the Applicant, as of June 30, 2009.

THIRD: To provide Applicant with necessary capital for the purposes set forth herein,
Applicant proposes, with the consent and approval of your Honorable Commission, from

Januvary 1, 2010 through December 31, 2010, to issue and sell secured or unsecured promissory
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notes, debentures or other debt securities (“Notes™), in one or more series, or to borrow from, or -

enter into other financing arrangements with, the Ohio Air Quality Development Authority, any
statutory successor thereto or any other authorized issuer of tax-exempt bonds (including but not
limited to the Indiana Finance Authority or any statutory successor thereto) (each, an
“Authority™), or to enter into one or more secured or unsecured term loan or revolving cfedit
arrangements (which may include increasing the amount available for borrowing under
Applicant’s existing revolving credit arrangement) (“Credit Facilities™), or to issue and sell or
enter into any combination of Notes and Credit Facilities, to or with one or more commercial
banks, financial institutions or other institutional investors, or make borrowings from, or enter
into other financing arrangements with, one or more Authorities, in an aggregate principal
amount outstanding at any time with respect to all Notes, A'uthority borrowings and other
Authority financing arrangements and Credit Facilities of up to $600,000,000. Applicant would
issue and sell the Notes, borrow from, or enter into other financing arrangements with, one or
more Authorities, or enter into the Credit Facilities pursuant to one or more note purchase
agreements, indentures, term loan agreements, revolving credit agreements, conditional or
installment sales agreements or leases, and security agreements or other ancillary agreements as
applicable (each, a “Proposed Agreement™). In connection with the interest rate applicable to
one or more of the Notes, Authority borrowings or Credit Facilities, Applicant may enter into
interest rate management agreements (“Interest Ratc Management Agreements”). The authority
requested herein is in addition to the authority granted in Case No. 08-1286-EL-AIS.

A Notes

Any Notes will mature in not less than nine (9) months and not more than sixty (60) years
after issnance. The interest rate of the Notes may be fixed or variable or some combination of
fixed and variable rates. Any fixed rate Note will be sold by the Applicant at a yield to maturity

-4.
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which shall not exceed by more than 6.0% the yield to maturity oﬁ United States Treasury
obligations of comparable maturity at the time of pricing. The interest rate on any variable rate
Note will not exceed the London Interbank Offered Rate for U.S. dollar deposits of similar
duration at the time of pricing by 600 basis points, and the initial interest rate on any variable
rate Note will not exceed 12.0% per annum. Applicant will agree to specific redemption
provisions, if any, including redemption premiums, at the time of the pricing. No compensating
balances shall be maintained with, or fees in the form of substitute interest paid to, a lender or
holder With respect to any Note provided that any such lenders or holders may receive up-front,
arrangement or similar fees not to exceed in the aggregate 4.0% of the principal amount of the
total borrowing. In addition, in the event a bank or financial institution arranges for a borrowing
from a third party, such bank or institution may charge Applicant a placement fee, not to exceed
4.0% of the principal amount of such borrowing.

B Authority Financing Arrangements

Any financing arrangement with an Authority will be entered into in connection with the
issuance of revenue bonds by such Authority (“Authority Bonds™). Such a financing
arrangement will be in the form of a loan agreement (including a promissory note evidencing its
obligations under such loan agreement), a conditional or installment sale agreement or a lease
with an option to purchase (each, an “Authority Financing Agreement”) and be for a term or
terms of not more than sixty (60) years. Applicant’s obligations under any Authority Financing
Agreements will include the making of payments sufficient to repay all the principal of, the
premium, if any, and the interest on, the Authority Bonds issued in connection with such
Authority Financing Agreements. Any Authority Bonds will be special obligations payable
solely out of revenues derived from the payments by Applicant under the related Authority
Financing Agreements. In connection with any Authority Bonds, Applicant may enter into one

-5-
Doc #392781.v1 Date: 10/20/2609 2:13 PM



or more guaranty agreements, bond insurance agreements and other similar undertakings
guaranteeing repayment of all or any part of the obligations with respect to all or any part of such
Authority Bonds and the related Authority Financing Agreements and may give mortgages and
other liens and security to secure such obligations.

Any Authority Bonds may be issued as taxable or tax-exempt bonds or once issued may
be converted from taxable to tax-exempt bonds. The interest rate of any Authority Bonds may
be fixed or variable or some combination of fixed and variable rates. Any fixed rate Authority
Bond will be sold at a yield to maturity which shall not exceed by more than 6.0% the yield to
maturity on United States Treasury obligations of comparable maturity at the time of pricing, and
the initial interest rate on any variable rate Authority Bond will not exceed 12.0% per annum.
Applicant will agree to specific redemption provisions, if any, including redemption premiums,
at the time of the pricing. Applicant may also agree to up-front, arrangement or similar fees not
to exceed in the aggregate 4.0% of the principal amount of the total borrowing,

Because of the historical spread between long-term fixed interest rates and short-term
rates, all or a portion of any Authority Bonds may be issued initially with an interest rate that
fluctuates on a weekly, monthly or other basis, as determined from time to time by Applicant.

Applicant would reserve the option to convert any variable rate Authority Bonds at a later
date to other interest rate modes, including a fixed rate of interest. Variable rate Authority Bonds
also may be issued subject to tender by the holders thereof for redemption or purchase. In order
- to provide funds to pay the purchase price of such tendered variable rate Authority Bonds,
Applicant may enter into one or more remarketing agreements with one or more remarketing
agents whereby the remarketing agent would use its best efforts to remarket such tendered

variable rate Authority Bonds to other purchasers at a price equal to the purchase price of such
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variable rate Authority Bonds, which will be 100% of the par amount of such variable rate
Authority Bonds. It is expected that the fees of the remarketing agent would not exceed
approximately 25 basis points.

Also, in the event that variable rate Authority Bonds are issued, Applicant may enter into
one or more liquidity or credit facilities (each, a “Bank Liquidity Facility”) with a bank or banks
(each, a “Bank™) to be selected by Applicant. Any Bank Liquidity Facility would be a credit
agreement designed to provide Applicant with immediately available funds with which to make
payments with respect to any variable rate Authority Bonds that have been tendered for purchase
and are not remarketed. Pursuant to a Bank Liquidity Facility, Applicant may be required to
execute and deliver to the applicable Bank a note evidencing Applicant’s obligation to such Bank
under such Bank Liquidity Facility.

In order to obtain terms and conditions more favorable to Applicant than those provided
in a Bank Liquidity Facility or to provide for additional liquidity or credit support to enhance the
marketability of variable rate Authority Bonds, Applicant may desire to be able to replace a Bank
Liquidity Facility with {or to initially use) one or more substitute liquidity support and/or credit
support facilities (the instrument providing ﬂ:e liquidity support and/or credit support and any
subsequent replacement support facility thereof, including any replacement facility which would
replace a replacement facility, is hereinafter referred to as a “Liquidity Facility’;) with one or
more banks, insurance companies {including municipal bond insurance companies) or other
financial institutions to be selected by Applicant from time to time (each such financial
institution hereinafter referred to as a “Liquidity Facility Provider”). A Liquidity Facility may be
in the nature of a letter of credit, revolving credit agreement, standby credit agreement, bond

purchase agreement or other similar arrangement designed to provide liquidity or credit support,
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or both, for variable ratc Authority Bonds. It is contemplated that, in the event variable rate
Authority Bonds are converted to bear interest at a fixed rate to maturity, any Bank Liquidity
Facility (if not already replaced or terminated) or, if applicable, any Liquidity Facility (unless
earlier terminated) may be terminated, in whole or in part, following the date of conversion of
such series of variable rate Authority Bonds. It is expected that the fees with respect to any Bank
Liquidity Facility or Liquidity Facility would not exceed approximately 400 basis points,

In order to obtain terms and conditions more favorable to Applicant or to provide for
additional liquidity or credit support to enhance the marketability of the Authority Bonds
(including variable rate Authority Bonds), Applicant may desire to obtain bond insurance with
one or more insurance companies (including municipal bond insurance companies) or other
financial institutions to be selected by Applicant from time to time. Applicant would use bond
insurance only if it would be anticipated to reduce Applicant’s cost of financing,

The Applicant’s obligations with respect to any Authority Financing Agreement or
Authority Bonds (or any related Credit Enhancement (as defined below), Bank Liquidity Facility
or Liquidity Facility) may be secured by a mortgage or other secured bonds or other debt issued
by Applicant. Any such bonds or other debt would correspond directly with the related
Authority Financing Agreement and series of Authority Bonds (including in principal amount),
and any payments made with respect to the related Authority Bonds would be considered also as
payments made with respect to such bonds or other debt. Accordingly, any such bonds or other
debt would not themselves separately count against or otherwise reduce the financing authority
available to Applicant, over and above the effect of the related Authority Bonds and Authority

Financing Agreement.
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C. Credit Facilities

Any Credit Facility will be for periods of not more than ten (10) years, and Applicant may
in connection with any Credit Facility issue notes (“Credit Notes”) that will mature not later than
the maturity or termination date with respect to such Credit Facility. The commitment or facility
fees on the unused portion of any line of credit in connection with any Credit Facility will not
exceed 1.50% per annum. Other fees and commissions will not exceed 4.0% of such Credit
Facility. The interest rate applicable to a loan under any Credit Facility (including with respect
to any Credit Note) (excluding any adjustment that may be required to take into account changes
in reserve or capital adequacy requirements or other requirements of law which add to a lender’s
cost in making or maintaining the loan or reduce its return thereon, or, in the case of foreign
banks, withholding taxes) will not exceed (i) the most recently available London Interbank
Offered Rate for U.S. dollar deposits of similar duration by 450 basis points; (ii) the then offered
rate for certificates of deposit by a selected U.S. major money center bank plus 450 basis points;
or (iii) the then prime rate of a selected U.S. major money center bank plus 350 basis points,
unless a pricing option based on one or more of these benchmarks is not then available to
Applicant. In that case, the interest rate applicable to a loan under any Credit Facility (including
with respect to any Credit Note) will not exceed the lowest of the pricing options based on those
benchmarks that are available.

D. General

L Lender Assignments and Participations

A lender under a Proposed Agreement or otherwise with respect to a Note or Credit
Facility may desire to assign, or to sell participations in, all or any part of its interests under such
Proposed Agreement or such Note or Credit Facility (including with respect to any Credit Note

or any of the loans thereunder) to other commercial banks, financial institutions or institutional
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investors. Such assignee would have the same rights, benefits and obligations under such
Proposed Agreement and such Note or Credit Facility (including with respect to any Credit Note)
as the assigning lender.

2 Restrictive Covenants

In connection with the sale or entering into of any of the Notes, the Authority Financing
Agreements or the Credit Facilities, Applicant may agree to restrictive covenants which would
prohibit it ﬁoﬁ, among other things: (i) creating or permitting to exist aﬁy liens on its property,
with certain stated exceptions; (ii) creating indebtedness except as specified therein; (iii) failing
to maintain a specified financial condition; (iv) entering into certain mergers, consolidations and
dispositions of assets; (v) permitting certain events to occur in connection with pension plans;
and (vi) terminating or replacing the Inter-Company Power Agreement among Applicant and the
Sponsoring Companies or amending, modifving or waiving certain provisions thereof. In
addition, Applicant may be required to prepay the Notes, the Authority Bonds or amounts
borrowed under the Credit Facilities after certain specified events, including an ownership
change.

3. Credit Enhancement

Applicant may provide certain of the Notes, the Authority Financing Agreements, the
Authority Bonds, or the Credit Facilities some form of credit enhancement such as a letter of
credit, bond insurance, surety bond or other insurance (“Credit Enhancement™) if deemed
advisable. Applicant would use Credit Enhancement only if it would be anticipated to reduce

Applicant’s cost of financing.
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4. Revised Code § 4905.401

Any Note, Authority Financing Agreement, or Credit Facility (including any Credit Note)
with a maturity or duration of twelve (12) months or less issued or entered into by Applicant
pursuant to the authority granted to it by the Commission as requested by this Application will
not be considered to limit the authority that Applicant may have pursuant to Section 4905.401 of
the Revised Code to issue, without authorization of the Commission, notes or other evidence of
indebtedness payable at periods of not more than twelve (12) months.

FOURTH: Applicant proposes, with the consent and approval of your Honorable
Commission, to utilize interest rate management techniques and enter into Interest Rate
Management Agreements. Such authority will allow Applicant sufficient alternatives and
flexibility when striving to reduce its effective interest cost and manage interest cost on
financings.

A Interest Rate Management Agreements

The Interest Rate Management Agreements will be products commonly used in today’s

L Y

capital markets, consisting of “interest rate swaps,” “caps,” “collars,” “floors,” “options,” or
hedging products such as “forwards” or “futures,” or similar products, the purpose of which is to
manage and minimize interest costs, Applicant expects to enter into these agreements with
counterparties that are highly rated financial institutions. The transactions will be for a fixed
period and a stated principal amount, and may be for underlying fixed or variable obligations of
Applicant. Applicant will not agree to any covenant more restrictive than those contained in the

underlying obligation.

B Pricing Parameters

Applicant proposes that the pricing parameters for Interest Rate Management Agreements

be governed by the parameters contained herein, Fees and commissions in connection with any
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Interest Rate Management Agreement will be in addition to the above parameters and will not

exceed 2.0% of the amount of the underlying obligation involved.

C. Accounting

Applicant proposes to account for these transactions in accordance with generally
accepted accounting principles.

D Commission Authorization

Since market opportunities for these interest rate management alternatives are transitory,
Applicant must be able to execute interest rate management transactions when the opportunity
arises to obtain the most competitive pricing. Thus, Applicant seeks approval to enter into any or
all of the described transactions within the parameters discussed above prior to the time
Applicant reaches agreement with respect to the terms of such transactions.

If Applicant utilizes Interest Rate Management Agreements, Applicant’s annual long-
term interest charges could change. The authorization bf the Intcrest Rate Management
Agreements consistent with the parameters herein in no way relieves Applicant of its
responsibility to obtain the best terms available for the product selected and, therefore, it is
appropriate and reasonable for this Commission to authorize Applicant to agree to such terms
and prices consistent with said parameters.

The authoﬁzéﬁon which Applicant requests herein to enter inio Interest Rate
Management Agreements is consistent with the authority granted by your Honorable
Commission to Applicant in Case No. 08-1286-EL-AIS.

FIFTH: The issuance of the Notes and entering into of the Authority Financing
Agreements and the Credit Facilities (and issuance of any Credit Notes thereunder) will be
effected in compliance with all applicable indenture, charter and other standards relating to debt

and equity securities and capitalization ratios of the Applicant.
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SIXTH: Applicant, in compliance with Section 4905.40 of the Revised Code, proposes
to apply the net proceeds realized from the sale of the Notes, from Authority Financing
Agreements and from borrowings under the Credit Facilities (and issuance of any Credit Notes
thereunder), together with any other finds that may become available to Applicant, (i) to finance
coal, material and supply inventories at its Kyger Creek and Clifty Creek Plants and pay its
general obligations, (ii) to repay, refinance or redeem short and long-term debt, and (iii) to pay
any expenditures incurred in connection with the compliance with environmental regulations of
the Ohio and United States Environmental Protection Agencies. Such environmental compliance
efforts include analysis, engineering, design work, and construction of flue gas desulfurization
systems and landfills at its Kyger Creek and Clifty Creek Plants in connection with the
Applicant’s Clean Air Act Title IV and Clean Air Interstate Rule/Clean Air Mercury Rule
compliance plans (the “FGD Project”). The current anticipated total cost of the FGD Project is

approximately $1,250,000,000, of which approximately $900,000,000 has been expended so far.

¥ %k *

WHEREFORE: Applicant prays for authority from your Honorable Commission, from
January 1, 2010 through December 31, 2010, (i} to enter into one or more Proposed Agreements
and to issue one or more Notes in the manner set forth herein, with a maturity of not less than
nine (9)months and not more than sixty (60)years, to enter into Authority Financing
Agreements in the manner set forth herein with a maturity or other term of not more than sixty
(60) years, and to enter into one or more Credit Facilities (which may include increasing the
amount available for borrowing under Applicant’s existing revolving credit arrangement) and
issue one or more Credit Notes in the manner set forth herein with a duration or maturity of up to
ten {10) years, or any combination thereof, in the aggregate principal amount with respect to all
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Notes, Authority Financing Agreements and Credit Facilities outstanding at any time of up to
$600,000,000, and to apply the proceeds thercof, all as proposed and described in this
Application, (ii) to provide for any of the Notes, Authority Financing Agreements, Authority
Bonds or Credit Facilities (including any Credit Notes) to receive some form of Credit
Enhancement, if deemed advisable by Applicant, and (iii) to enter into Interest Rate Management
Agreements within the parameters proposed and described in this Application.

Applicant prays for all other and further relief necessary and appropriate in the premises.

Respectfully submitted this 21% day of October, 2009,

OHIO VALLEY ELECTRIC CORPORATION

vy It L Nlrl

Vice President
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STATE OF OHIO )}
)} 8S:
COUNTY OF FRANKLIN )

Before me, a Notary Public in and for Franklin County in the State of Ohio, personally
appeared David L. Hart, Vice President of Ohio Valley Electric Corporation, the Applicant in the
foregoing application, and being duly sworn says that the facts and allegations herein contained

~ are true to the best of his knowledge and belief.

Sworn to and subscribed to before me this 215 day of October, 2009.

(s fS et

st
Mdaryhgnubn!lgﬂiﬁ&o of Ohlo
S 147 03 R,
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OHIO VALLEY ELECTRIC CORPORATION

AND SUBSIDIARY COMPANY

FINANCIAL. STATEMENTS AS OF JUNE 30, 2009 AND 2008




SU RY COMP,

CONSOLIDATING BALANCE SHEETS - JUNE 30, 2009 AND 2008

CONSOLIDATING STATEMENTS OF INCOME AND RETAINED EARNINGS
YEAR TO DATE - JUNE 30, 2009 AND 2008

CONSOLIDATING STATEMENTS OF CASH FLOWS
YBAR TO DATE - JUNE 30, 2009 AND 2008

SC ATION

A review of the affair and activities of Ohio Valley Electric Corporation and its whally-owned
subsidiary, Indiana-Kentucky Electric Corporation (the Companies), during the quarters ended
June 30, 2009 and 2008, has been made under my supervision, and in my opinicn, the imaudited
financial statements for these periods prasent fairly the financial conditions of the Companies
as of June 30, 2009 and 2008, and the resulis of the opesations, thereof, in accondance with
generally accepéed accounting principles consisteatly applied fhroughout the peviod. To the
best of my knowledge angd belief, there has been no Potential Defanlt, Defalt, or Event of Default
by the Compansies and the Companies are in compliance with the covenents of the
curent debi agresments.

OHIF VALLEY ELECTRIC CORPORATION and
INDIANA-KENTUCKY ELECTRIC CORPORATION
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